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Catastrophe risk is defined as ñthe risk of loss, or of adverse change 

in the value of insurance liabilities, resulting from significant 

uncertainty of pricing and provisioning assumptions related to extreme 

or exceptional events. 

 

 

 

 

 

 
 

 

Exposure management is the most important process in managing the 

financial impact by managing accumulations. 

 

 

 

 

Exposure focusé 

Natural Man-
Made 



 

 

 

 

 

 

 
Avoidance - Canôt separate catastrophe risk from other property risk ï key is to limit accumulation of 

losses in a single event.  Exposure management techniques aimed primarily at avoidance, but can 

help optimise other componentsé. 

 

Mitigation ï Limiting the financial impact through coverage restrictions and risk modification 

 
Retention ï Use of additional capital or employing capital better to maximise return ï Lloydôs 

 

Transfer ï e.g. Reinsurance = expected loss cost plus margin for expenses and capital 

Risk management principles 

Avoidance Mitigation 

Retention Transfer 



Exposure management obviously a key focus of insurance companies, but also a key 

focus of regulators as catastrophes have been a major factor for insurance company 

liquidity issues...and can have a market wide impacté 

 

SA QIS3 

 

 

 

 

 

 

 

 

 

 

 

Regulatory in SA almost synonymous to economic capitaléat least in short term 

Capital ï Regulatory and Economic 



QIS 3 Feedback for Non-Life 



Perils - Earthquake 

Å Less frequent, although a major event in a built up urban 

area will undoubtedly have a very large insurance loss 

impact - large SCR component 

Å Orkney event 5.5 magnitude R90m to R140m ï small vs hail 

damage and bigger than a Milnerton farm 



Hail ï frequency high, severity lowé 
In the last two years, three major hail storms made news headlines as they ripped 

through Gauteng.  Each hailstorm left extensive destruction in its wake, collectively 

costing the insurance industry a staggering ZAR2.5billion in losses. 

Latest SAM 

discussion 

document 

suggesting a Hail 

capital charge for 

property. 



Flood 

Can be sub-divided into: 

Å River flood 

Å Coastal flood 

Å Surface flood 

 

Obviously very local and easy for insurers to 

identify flood plains and limit exposureéor is 

ité   

 

Urbanisation might shift the dynamics as 

surface flooding increases ï drainage and 

run-off.  Flood return periods in our metropolis 

may be very different to history! 

 

Pollution, over burdened drainage and other 

hazard knock on effect 

 

Midrand exampleé 



March 2004 

June 2011 

March 2015 

Google history of midrand.  Concentration of surface water  

drainage and run-off changes substantially 

Flood 


