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ABSTRACT

Private insurance markets sometimes fail to provide the necessary capacity for risks that are
unpredictable in nature or are heavily correlated. These can result in enormous simultaneous losses.
Where traditional insurance can be offered for such risks, it is often at such a high price that consumers
cannot reasonably consider it a solution to their insurance needs. Market failures can also occur due
to regulatory restrictions. Globally, (re)insurance pooling arrangements have emerged as an important
solution to the challenge of insuring large, complex, or systemic risks that are often too capital-
intensive or uncertain for traditional insurance markets to bear alone. These arrangements, which
enable insurers and reinsurers to underwrite and manage high-severity risks collectively, have been
implemented successfully in global insurance markets. Examples include insurance sectors such as
nuclear, terrorism, natural catastrophes, and cyber risk. Both regional sovereign risk pools and industry-
led initiatives have demonstrated how coordinated underwriting, technical expertise, and shared capital
can improve resilience and expand access to insurance solutions in high-risk environments.

In South Africa, however, formal pooling structures remain limited. The South African Nuclear Pool is
currently the only domestic arrangement in operation that includes more than one insurer in a voluntary
association model. The State Assured Special Risks Insurance Association (more commonly known by
its acronym SASRIA), which provides specialist risk cover on a coinsurance basis with primary insurer
agents, operates in a manner that resembles pooling arrangements. However, it continues to underwrite
risks on its own balance sheet and relies on traditional reinsurance to optimise its financial position.
Other multi-national pools (eg. in specialist employee benefits) in turn often only have one domestic
insurer in a particular market participating in the pool, which is different from pooling arrangements
with multiple insurers in a domestic market coordinating underwriting of complex risks.

The paper explores how local challenges that limit the adoption of pools can be resolved and the
opportunities that pooling arrangements provide. It also highlights the role insurance market participants
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in South Africa can play in leveraging pooling as a unique insurance solution. Pooling arrangements can
offer a collaborative, scalable, and internationally proven solution to address uninsurability challenges
in South Africa.
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1. MAKING THE CASE FOR INSURANCE POOLING

1.1 (Re)insurance pooling arrangements are not common in South Africa but serve an
important need globally (See Section 3 on global developments). These are a non-traditional
mechanism in private insurance markets whereby underwriters cooperate to collectively
underwrite a complex risk type, typically covering risks for which traditional insurance
and reinsurance markets do not have capacity or risk appetite. Global pooling arrangements
provide cover in numerous areas including nuclear risk, aviation, marine and agricultural
risk.

1.2 Some governments also use pooling effectively on a mandatory insurance basis,
to bridge the market insurance gap for high-severity, low-in-frequency risk exposures. In
cases where the concentration or uncertainty makes the risk uninsurable in the market, the
government often steps in to underwrite the risk as an “insurer of last resort”.

1.3 In recent history, pooling arrangements have also been utilised for emerging risks,
with a dynamic risk profile, such as climate-related catastrophes or cyber risks that have seen
increases to the frequency and severity of loss events.

1.4  Within these areas of underwriting, risk circumstances may develop in a way that it
could become too capital onerous for a single underwriter (and/or the traditional reinsurance
market backing it) to front or provide sufficient capacity for the cover needs. Even if
sufficient capacity can be secured via reinsurance and/or retrocession arrangements, the need
for specialist technical underwriting expertise (e.g. access to engineers) or other business
costs may still result in a need for (re)insurance pools to meet the underwriting capacity.

L.5 Generally, in a pooling arrangement, a specialist lead underwriter, a voluntary pool
association (with mandated staff), or a pool administrator will take the lead in coordinating
cover for such risk types. See Section 2 for more detail on what constitutes a pooling
arrangement and how it differs from traditional forms of insurance cover.
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1.6  From our research, South Africa only has one pooling arrangement in the form of
The South African Nuclear Pool (SANP). Whilst the State Assured Special Risks Insurance
Association’s (SASRIA) business model does operate on a mandatory coinsurance model
basis with primary insurer agents (see Section 5.11), it is not a pooling arrangement. Some
life insurers also participate in employee benefit pooling arrangements, but these are typically
via a single insurer in our domestic market forming part of a global network.

1.6.1 The SANP is a voluntary association of participating domestic general
insurers. It is administered by the South African Nuclear Pool Administrators (SANPA) that
derives critical support from the South African Insurance Association (SAIA) as the general
insurance industry body. It is further supported by Nuclear Risk Insurers (NRI), which is the
legal entity that manages and administers the British nuclear pool.

1.6.2 Since the early 1970s global nuclear pools have been providing foreign
capacity for the National Energy Corporation of South Africa (NECSA) as the nuclear
operator of the Pelindaba nuclear power plant and nuclear reactors. See Section 4 for more on
the history of this pooling arrangement in South Africa. The SANP was founded in the 1980s
to provide insurance coverage for the predecessor of Eskom, which operated the Koeberg
Nuclear Power Station following its construction.

1.6.3 Today, this South African nuclear pooling arrangement provides a critical
business service to our domestic operators of nuclear power plants. They are required by
law to have sufficient financial security for nuclear-related risks. Nuclear liability limits,
which inform the cover amounts, are set by the Nuclear Energy Regulator. It specifies the
requirements on where liability resides in the event of a nuclear disaster. Beyond providing a
solution to government to adequately insure its own assets, SANPA therefore serves a public
interest need by providing a solution for ultimate claims payment should citizens and their
property be damaged in the event of a nuclear-related accident.

1.7  Pooling arrangements in our view therefore form a distinct class of market
participation that deserves to be supported by the financial services industry. For example,
National Treasury, in its Disaster Response Financing Strategy paper published in August
2025, highlighted the need to consider municipal pooling arrangements as a solution for
disaster risk financing to insure public infrastructure. Currently there is almost exclusive
reliance on the fiscus which is constrained. It specifically called for private partner support in
helping to solve for this need (National Treasury, August 2025).

1.8 Globally many pools are associations without legal status that facilitate the sourcing
of underwriting capacity in a structured fashion. Some also provide other support services to
underwriters or nuclear operators in their respective markets. Once established and supported
by industry, pooling arrangements provide a coordinated platform for groups of underwriters
to provide capacity for insuring these otherwise uninsurable catastrophic risks, whilst at
the same time guarding against contravention of competition law. See Section 6 for more
detail on the role of related administrator companies that support these pools to facilitate
transactions in a pooling market.
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1.9  These (re)insurance pools thus provide a unique solution to policyholders.

1.10 It is worth exploring further why South Africa only has one such pooling arrangement,
and whether pools could become a viable solution where risks become otherwise uninsurable
(or are at risk of becoming unaffordable). Whilst the South African insurance market already
has capacity constraints with respect to selected large private company and/or public insurance
needs, climate risk is further changing the risk landscape. This demands a rethink of whether
pooling arrangements could provide complementary insurance solutions within our market.

1.11  The Geneva Association, in a report on climate change risk assessment, commented:
Thus, unless actions are taken by governments, businesses and people to reduce and/or prevent
the risks, insurance coverage may become prohibitively expensive for the consumer and
investments may be negatively impacted. The willingness and ability of the market to accept
the elevated premiums re/insurers may need to charge to cover increased risks is a factor that
must be considered, as it negatively affects the economic resilience enabled by risk transfer
through re/insurance. (Colnaraghi et al., 2021)

1.12  While private insurance markets have played a crucial role in mitigating the financial
impacts stemming from natural catastrophe (“NatCat”) events, there is a widening insurance
protection gap against such NatCat events. In 2023, the global insurance protection gap was
estimated at 62%, with gaps exceeding 90% in emerging market economies. Such developing
economies face disproportionately higher protection gaps due to low insurance penetration
rates, affordability challenges, underdeveloped insurance markets, and insufficient access to
risk models and data. Significant insurance protection gaps, however, are also observed in
advanced economies (eg. Europe).!

1.13  Many property owners in the United States of America (USA) have been left without
insurance cover in the last few years. In California, seven large homeowners insurance
companies, representing 35% of the market, stopped writing new homeowners insurance
policies in 2023 and 2024. The Pacific Palisades fire in January 2025 damaged or destroyed
8000 homes, where the previous year State Farm had not renewed thousands of homeowners’
policies, including 69% of its policies in one Palisades ZIP code. Major insurers have also
stopped writing new homeowners’ policies in Florida and Louisiana. Even where insurance
is available, premiums have become prohibitively expensive. This private market failure
to meet demand is not new—private insurance companies stopped underwriting flood and
earthquake coverage decades ago (Feinman, 2025).

1.14  South Africa itself faces a significant NatCat protection gap, with 71 percent of losses
over the past decade uninsured, despite a well-developed insurance sector with high insurance

1. G20 media statement (2025). https://www.iais.org/uploads/2025/07/IAIS-Press-Release-G20-
side-event-on-addressing-the-natural-catastrophe-insurance-protection-gap.pdf
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penetration rates.”> Municipalities, which own local assets and manage disaster response, are
particularly underinsured due to constrained budgets, with three key challenges persisting:
— insufficient infrastructure insurance coverage and lack of corresponding repair,

— underinsurance of covered assets, and

— disputed claims.

1.15 Data gathered by the South African Environmental Observation Network (NRF—
SAEON) highlighted an increase in the number of flood-related incidents in South Africa:
— Up to 1996, such incidents did not exceed one per year.

—1In 2019 and 2023, the number of documented incidents rose to four annually.

—In 2022, a record high of eight flood-related incidents is recorded.

1.16  This pattern is expected to continue or worsen, driven by population growth and the
intensifying effects of climate change (Figure 1).
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FIGURE 1. Natural disasters over time in South Africa3

1.17  Private insurance alone cannot address these systemic municipal challenges but can
enhance resilience and the transfer of risk. Municipal pooling arrangements, like those in the
USA, could be a solution. It is estimated that 80% of municipalities in the USA participate in
pooling arrangements. The National Flood Insurance Program (NFIP) and the California Fair
Access to Insurance Requirements (FAIR) Plan for homeowners’ insurance are good examples.
The NFIP is a public insurance system that responds to the lack of private market coverage.
It is administered by the Federal Emergency Management Agency (FEMA) but implemented
through private insurance channels. The California FAIR Plan, in turn, is a state-mandated pool
of all property insurers that aims to supplement the private market by providing limited coverage
for homeowners who cannot otherwise secure insurance. Driven by the rise in climate-related

2. https://www.swissre.com/risk-knowledge/mitigating-climate-risk/natcat-protection-gap-
infographic.html#/country/South%20Africa

3. https://www.nrf.ac.za/nrf-sacon-md-leads-groundbreakingweather-disasters-study/?hilite=weathe
r+related+disasters
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wildfires, the FAIR Plan saw its total exposure from policies in force more than triple between
2021 and 2025 (Feinman, 2025).

1.18  Avoiding, accepting or reducing risk are not always reasonable practical risk manage-
ment options. Risk transfer is sometimes the most attractive solution. The private insurance
industry must continue evolving its products and business models to meet emerging insurance
needs, turning risk into opportunity. We argue pooling arrangements are worth exploring
strategically by South African market participants. Otherwise, the call for public intervention
will become greater. Whilst insurance is a financial transaction of risk transfer premised on risk
pooling, it also embodies social values and serves public policy goals (Figure 2).

Avoid risk Accept risk

Transfer risk Reduce risk

FIGURE 2. The four main risk mitigation strategies®

1.19  This paper explores global developments of (re)insurance pools and argues for a
more enabling market and supportive industry for pooling arrangements in South Africa.
(Re)insurance pools seek to provide insurance cover where there is none due to lack of
commercial appetite for specialist large risk covers or generally uninsurable risks (eg.
catastrophe risk).

2. POOLING ARRANGEMENTS VERSUS COINSURANCE

2.1 Insurance companies generally pool together the risk exposures of policyholders to
achieve sufficient diversification to confidently underwrite and sustainably price those risks
(usually in the same jurisdiction). Reinsurers, in turn, pool the more volatile risk portfolios of a
wide range of insurers in a domestic market to achieve the same level of diversification. Their

4. https://insurance-companies.co/risk-mitigation-strategies/
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foreign parent companies replicate the strategy via retrocession arrangements aggregating
reinsurers’ risk exposures across various jurisdictions. Specialist pooling arrangements, in
principle, aim to achieve simultaneous diversification at domestic and foreign level through
risk-and/or economic value share. This is achieved where insurers and reinsurers generally
fail to provide the necessary capacity for extreme catastrophic risks in a particular market.
Where insurance against such disasters is not available, the consequences for individual
property owners, companies, and the national economy can be dire.

2.2 A pooling arrangement (or “pool”) is essentially a collaborative arrangement
between a group of (re)insurance companies jointly participating, up to a fixed proportion,
in the insurance of a particular risk or class of business. These arrangements are typically
established for risks that are too large or complex for an individual underwriter to assume,
often involving potentially catastrophic exposures. Such risks are often too large for even the
traditional reinsurance market to reinsure, and even exceed the capacity available through
retrocession arrangements with global head offices. This voluntary cooperation usually
occurs via a “coinsurance” arrangement but can also be facilitated by or be supplemented
with (re)insurance pooling arrangements.

2.3 Often, pools are formed by interested underwriters to coinsure a particular class of
business in a particular country or jurisdiction giving rise to specialist pools (e.g. marine, or
aviation). In some cases, pools in participating countries share underwriting and expertise on
a domestic risk with foreign underwriters and/or pools. In exchange, they take on an actual
and/or economic share of risk in those foreign market’s insured assets. Risk-and/or economic
value share is a fundamental mechanism for pools to spread and diversify risk of insurable
assets sufficiently to provide cover for a risk in a domestic market that would otherwise be
uninsurable by local (re)insurers. This is one of the aspects that makes it distinct from general
coinsurance arrangements. A way to think of a pooling arrangement is to compare it to a mutual
for policyholders. A pooling arrangement has similarities to a mutual arrangement, with entities
sharing underwriting risk, with theoretical diversification possible at a global scale.

2.4 A specialist insurance pool (eg. terrorism cover) is therefore a collective of (re)
insurers that pool capital and commit that capital to insuring a specific risk, generally on
the same standardised terms and conditions. The total cover amount for the insurable asset
is then capped at the available capital committed by all parties upfront. In a developing
economy, domestic pooling often only accumulates a small proportion of the total cover
amount required by the policyholders. This shortfall necessitates the need for support from
foreign pools operating in the same class of business, with the intent of affording some level
of reciprocal actual or economic value share support to those foreign pools supporting it.

2.5 Pooling arrangements are distinct from the more well-known “reinsurance” model. In

areinsurance model an insurer might decide to keep only a percentage of the risk for their own
account and cede the remaining percentage to one or more other parties, called reinsurers, for
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which a certain reinsurance premium is paid. The insurer in this model however first assumes
100% of the insurable risk, or a portion thereof as a coinsurer, on their balance sheet. It then
transfers part of that assumed risk to a reinsurer. In the case of coinsurance, the nature of
the policy contracts may differ amongst the insurers. They do not necessarily coordinate
collective terms and conditions which may result in a mismatch between the insured risk
proportions for the policyholder, and/or the reinsured risk.

2.6  In the above reinsurance model the contract is between the reinsurer and insurer.
Downstream a retrocession contract is arranged between the global head office reinsurer
and the local subsidiary reinsurer, further distributing the assumed risk. In some cases, the
reinsurance contract could be between the insurer and a branch of a global reinsurer. In an
insurance pooling arrangement, the contract is effectively an aggregate of separately divisible,
but interrelated, contracts between participating pool underwriters and the policyholder. In
some cases, a pool of reinsurers (a “reinsurance pool”) come together to each individually
extend a contract of reinsurance cover on their share of the reinsured cover amount to an
insurance pool of underwriters. In unique cases these reinsurers may also contract directly to
the policyholder, alongside other insurance pool underwriters.

2.7 Specialist pools
How are specialist pools different to traditional coinsurance? The differences are
fundamental, particularly regarding:
— the timing of capacity commitment,
— governance structure, and
— underwriting processes.

2.7.1 A specialist pool can only cover risks up to the amount that is put up as
committed capital by each of its members. The remainder of the cover need is then either
self-insured by the policyholder, left as risk exposure with no cover, or sometimes covered
through self-insurance mutual arrangements with other participating policyholders. Pool
participants also commit upfront to a set of “pool rules” governing the voluntary association
amongst themselves. The annually reviewable cover process for a pool is described in the
paragraphs that follow.

2.7.2 At the beginning of each year, the pool, or its supporting administrator,
consults each participating underwriter to determine the amount of risk they are willing to
commit to and can provide capital for. This is usually informed by the nature of risks expected
during the year and each participating insurer’s overall risk appetite, balance sheet strength, and
profitability targets. Participating insurers commit upfront to notional cover amounts. There are
no immediate cash outflows or transfers of capital. These commitments represent the maximum
liability each member is prepared to assume if a claim arises.

2.73 The pool now has a total notional capacity, which it can use to underwrite
risks. This capacity is not an actual asset on the pool’s balance sheet but represents the amount
of cover the pool can operationally provide as a collective, and in some cases legally provide
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if the pool is a legal entity. Where domestic capacity is insufficient, foreign pools underwriting
the same risk class can supplement the capacity to cover the total risk requirements in the
country. Foreign pools similarly obtain commitments from their members and communicate
their available capacity to support the domestic pool.

2.7.4 The pool then confirms the available capacity that could be sourced, usually
via the policyholder’s broker. The policyholder, in conjunction with their broker, performs
their own insurance optimisation calculations to decide how much of the particular risk to
self-insure and how much to place with the pool for insurance cover. When cover is accepted
by the policyholder, the liability is distributed proportionally across the balance sheets of the
participating domestic and foreign (re)insurer pools, based on their committed shares. Each
commitment is formalised in a separate but standardised policy with the policyholder.

2.7.5 The domestic pool (or pool administrator) generally collects a single
premium from the policyholder and distributes the proportionate share to each participating
domestic and foreign pool (re)insurer. Similarly, the pool will facilitate claims management
and claims recoveries from each participating domestic and foreign (re)insurer in the event
of a valid claim arising. The pool will also facilitate discussions and processes with the lead
underwriter, on behalf of the other participating domestic and foreign (re)insurers and is
usually a participating (re)insurer themselves.

2.7.6 Each participating (re)insurer’s cover remains a contingent liability until
a claim occurs. If a claim arises, the liability crystallises for each member according to their
shares. Each member will then recognise the claim on their own balance sheet, as no central
balance sheet typically exists for the pool. Generally, there are no reinsurance recoveries
except if a specific reinsurance pool participated in providing support to a specific insurance
pool. In some rare cases the reinsurance pool provides direct coinsurance capacity alongside
insurance pools.

2.1.7 Policies are coordinated and distributed by a pool manager who is a
dedicated staff member acting on behalf of the domestic and foreign participating (re)insurers.
Where a particular pool does have legal status (ie. is not a voluntary association) a single
policy contract may be issued between that pool and the policyholder.

2.7.8 Pooling is unique in that it establishes an insurance relationship between a
policyholder and a range of insurers and/or reinsurers, rather than a single insurer. The range
of insurers or reinsurers may be alike in some respect relevant to the particular risk insured;
or they may have hugely different underwriting profiles. By design, pooling arrangements are
intended to address problems of uninsurability.

2.8 Coinsurance

2.8.1 While coinsurance can be similar in nature to the above in that multiple
insurers share in a risk, there are some key differences, which we delve into below.
2.8.2 In coinsurance, capacity is committed on a case-by-case basis in response

to a specific risk. There is generally no advance allocation or adjustable cover amounts, as
is the case with pooling where discretion is granted to the pool manager to place final cover
amounts within maximum limits.
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2.8.3 Each participating insurer conducts its own underwriting and pricing
assessment for the specific risk, rather than delegating this responsibility to a pool manager,
who typically works with a lead underwriter in the pool to coordinate uniform premium rates.

2.8.4 The policyholder (or its broker) enters a direct contractual relationship with
each coinsurer and negotiates cover individually with underwriters. In a pooling arrangement
there is a centralised underwriting, pricing, and contracting process coordinated by a pool
manager on behalf of the mandates received from participating (re)insurers.

2.8.5 Coinsurers generally don’t obtain structured support from specialist foreign
insurers on a reciprocal pooling basis, even though they may be supported by standard
reinsurance agreements.

2.8.6 To summarise, coinsurance models are an ad hoc, decentralised form of
providing capacity by more than one underwriter. They generally arise where there is sufficient
domestic capacity in the private market to take on a large risk. Pooling arrangements in turn
are well-organised, established associations that work with foreign pools to provide capacity
and share resources and expertise in a more transparent and cooperative manner. From a
governance perspective, participating pool members formalise their affairs via management
committees (or boards in the case of a jointly established legal entity) to manage the operations
of the pool. We next consider how far global insurance markets have developed in leveraging
these pooling arrangements.

3. GLOBAL DEVELOPMENT OF INSURANCE POOLS AND OTHER
ALTERNATIVE RISK TRANSFER MECHANISMS

3.1 Research carried out by AXA XL in 2018 indicates there are 451 pools worldwide

excluding smaller municipal pools in the USA. From Table 1 it appears that climate risks

and natural disaster risks have been the key drivers for an increasing focus on pooling

arrangements, contributing over 44% of the total pool structures.’

3.2  Historic triggers for development of risk sharing pools over time

321 The formation of insurance pools and disaster risk financing tools has
typically been reactive, developed in response to market failures or catastrophic events that
exposed major protection gaps.

322 During and after World War II, aviation war risk pools were created
to cover losses related to military conflict, which private insurance markets considered
uninsurable. Governments played a leading role, sometimes directly backing these pools to
ensure aviation continuity during periods of heightened geopolitical risk.

323 After the 9/11 attacks in 2001, terrorism became commercially uninsurable
at scale, specifically for large commercial property. This development led to the formation
or expansion of terrorism insurance pools in several countries. Examples include Pool Re

5. AXA XL (2018). Guide to Government Pools. https://axaxl.com/-/media/axaxl/files/pdfs/
campaign/reinsurance-outlook/downloads/rebranded-axa-x1-government-pools-report.pdf?sc_lan
g=en&hash=916BF269442F5335CA94CCBEB1667F03 (Accessed 19 May 2025)
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TABLE 1. Number of pool structures globally®

Insured peril Africa  Americas  Asia Europe  Oceania Global**  Total
Agricultural pool - - - 2 - - 2
Drought 17 8 5 1 - - 31
Earthquake - 5 10 1 1 - 17
Environmental liability - - - 3 - - 3
Flood 3 8 12 2 1 - 26
Motor - - 2 2 - -
Multi—peril - 6 - - - - 6
Natural catastrophe 15 31 21 13 1 3 84
Nuclear 2 7 4 14 1 - 28
Other* 38 57 60 35 1 - 191
Terrorism 3 2 4 10 1 - 20
Wind - 28 6 5 - - 39
Total 78 152 124 88 6 3 451
*Qther perils include agriculture insurance and reinsurance, war, energy, medical, aviation, cargo,
engineering, oil and gas exploration, micro insurance, marine, loan guarantee, motor, employers liability,
disaster micro insurance pools, pools for enterprises involved in hazardous activities.
**QGlobal pools include Global Climate Insurance Pool (initiative put forward by MCII (Munich Climate
Insurance Initiative); Global Index Reinsurance Facility (GIRIF) managed by the World Bank; Global
Centre for Disaster Protection funded by the DFID

(United Kingdom),” Terrorism Risk Insurance Extension Act (TRIA)® (USA, 10 February
2002), and Gestion de I’Assurance et de la Réassurance des risques Attentats et actes de
Terrorisme. (GAREAT)? (France). These pools were often backed by state guarantees and
designed to restore insurance market stability.

324 Natural catastrophe pools became more common in the late 1990s and
2000s. For example, Turkey established the Turkish Catastrophe Insurance Pool (TCIP) after
the 1999 Izmit earthquake. Later, the Caribbean Catastrophe Risk Insurance Facility (CCRIF
SPC) was formed in 2007 following Hurricane Ivan to provide rapid liquidity to Caribbean
governments after major disasters. Africa Risk Capacity (ARC) was launched in 2012 to offer
drought insurance to African countries.

325 In parallel, with the rise of public or government-backed pools, the private
market and multilateral institutions introduced more innovative tools. Catastrophe bonds
(CAT bonds) emerged in the mid-1990s, allowing countries and insurers to transfer disaster
risk to capital markets using pre-agreed parametric triggers. These became increasingly
popular after major events such as Hurricane Katrina (2005) and the Haiti Earthquake (2010).

6. AXAXL (2018), supra

https://www.poolre.co.uk/ (Accessed 24 July 2025)

8. TRIA. Office of the Insurance Commissioner. https://www.insurance.wa.gov/insurers-regulated-
entities/rate-and-form-filing/terrorism-risk-insurance-extension-act-tria (Accessed 24 July 2025)

9. https://www.gareat.com/en/who-are-we/ (Accessed 24 July 2025)
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3.2.6 Nuclear insurance remains South Africa’s only formalised proactive
response to date. The key driver was the creation of the Nuclear Energy Act 46 of 1982,
passed in anticipation of Koeberg’s commissioning, and requiring the operator to maintain
strict liability cover that no single insurer could provide. This requirement was later reinforced
by South Africa’s accession to the Vienna Convention on Civil Liability for Nuclear Damage
(Vienna Convention) in 1995 which further increased insurance limits to meet international
standards (discussed later in this paper).

3.2.7 A similar sequence occurred in the United Kingdom (UK). Post-war legis-
lation requiring nuclear operators to carry liability insurance led to the government-backed
formation of the British Nuclear Insurance Pool in 1956, now known as the NRI. Although
pool membership was technically voluntary, collective participation proved essential for
insurers to assemble the capacity needed to satisfy statutory coverage requirements.

33 Examples of natural disaster risk pools globally

331 Coverage purchased for immediate disaster response, particularly from the
World Bank, has been triggered by the scale of natural catastrophe disasters and is generally
provided in the form of parametric insurance coverage. The proceeds from claims are used
to facilitate catastrophe incident response and recovery efforts. Cover design is therefore
not necessarily indemnity-based, which is the main downside of parametric insurance. The
payout trigger is not based on the actual losses or damage incurred from a specific insurable
event, but rather the occurrence of a specific weather-related peril exceeding a specific
threshold. The total claims payouts are then distributed according to a specified formulaic
basis, rather than being based on individually assessed damages for each claimant.

332 The main aim of parametric insurance cover designs is to provide
immediate payment of funds when they are needed most, without complications or time-
consuming claims assessment processes. This enables participating parties to raise alternative
capital easily, increasing capacity, and passing on any savings from reduced cost of capital
requirements. Examples of regional NatCat insurance pools are shown in Figure 3.

3.3.3 CARIBBEAN CATASTROPHE RISK INSURANCE FACILITY

Established in 2007, the CCRIF SPC is a segregated portfolio company registered
in the Cayman Islands. It allows each participating government to maintain a separate risk
portfolio, insulating members from each other’s losses. CCRIF currently has 23 member
countries (19 from the Caribbean and four from Central America) and a further seven
non-governmental entities as members. It provides parametric insurance against tropical
cyclones, earthquakes, and excess rainfall, and has expanded into fisheries and crop coverage.
As of 2024, CCRIF has made over US$380 million in payouts and retains a capital base
supplemented by donor grants and reinsurance. It covers a combined exposure in billions of
US dollars, offering critical liquidity to small island states post-disaster.!?

10. https://www.ccrif.org/about-us?language content entity=en&utm
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M CCRIFSPC M ARC PCRIC [l SEADRIF PCRIC (island callouts)

FIGURE 3. Examples of regional NatCat insurance pools
Source: Map created using information from CCRIF SPC, African Risk Capacity, Pacific
Catastrophe Risk Insurance Company, and Southeast Asia Disaster Risk Insurance Facility

3.34 AFRICAN RISK CAPACITY
Launched in 2012 as a specialised agency of the African Union, the African Risk

Capacity (ARC) enables member states to manage climate and natural disaster risks through

innovative risk-pooling and transfer mechanisms. ARC operates through its financial affiliate,

ARC Insurance Company Limited, a mutual insurer domiciled in Bermuda.

—The facility provides sovereign parametric insurance against drought, flood, and
tropical-cyclone perils, designed to support timely food-security and disaster-response
interventions. Cover parameters are modelled using ARC’s in-house Africa RiskView
platform, which links satellite rainfall data with vulnerability information to enable
transparent and rapid payouts.

— To date, 39 African Union member states have signed the ARC Treaty, with 10-15
countries typically purchasing coverage in any given year. Since inception, ARC has paid
out more than US$250 million, helping governments protect over 160 million vulnerable
people and strengthen fiscal resilience to climate shocks.

— Risk exposure is managed through a blend of internal reserves and reinsurance partnerships
with global markets, ensuring sustainability and scalability of the pool.!!

11. https://www.arc.int
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3.3.5 PACIFIC CATASTROPHE RISK INSURANCE COMPANY

The Pacific Catastrophe Risk Insurance Company (PCRIC) was established in 2016
as a captive insurer based in the Cook Islands, succeeding the earlier Pacific Catastrophe Risk
Assessment and Financing Initiative (PCRAFTI). It provides sovereign parametric insurance
for cyclones, earthquakes, and tsunamis to Pacific Island Countries (PICs). The PCRIC is
owned by the participating countries and overseen by the Pacific Islands Forum Secretariat.
It currently serves around ten member countries, offering rapid payouts after trigger events.
Backed by donor capital and reinsurance, PCRIC enhances the ability of PICs to respond to
disasters without disrupting national budgets.!?

3.3.6 SOUTHEAST ASIA DISASTER RISK INSURANCE FACILITY

Established in 2019 as a regional catastrophe risk pool for the Association of South-
cast Asian Nation (ASEAN) countries, the Southeast Asia Disaster Risk Insurance Facility
(SEADRIF) is supported by the World Bank and various development partners. The pool
is operated via SEADRIF Insurance Company, domiciled in Singapore, and structured as a
public-private partnership. Its first product was launched for Laos to cover flood risk, with
planned expansion into tropical cyclone and earthquake coverage. As of 2024, SEADRIF
remains in early growth, covering a few pilot countries (including Laos and Myanmar) with
scalable potential. It uses parametric insurance models and relies on donor-funded capital,
reinsurance, and regional cooperation to enable sovereign disaster risk financing.

337 These pools allow countries to share risks and access rapid payouts after
disasters, strengthening long-term financial resilience in regions highly exposed to natural
hazards.

34 Supplementary mechanisms to natural disaster risk pools

Whilst financial protection mechanisms can also be provided in the form of bank
guaranteed loans, banks are often reluctant to provide loans secured on uninsurable assets,
particularly for earthquake and flood perils. This increases the reliance on (re)insurance
pooling arrangements. Such pools, however, are not always able to provide sufficient capacity
for the total cover needs. This is one of the remaining limitations of pooling arrangements;
whilst they can solve for cover needs, they may not do so fully and still leave a need for
other interventions. The World Bank, inter alia, facilitates and supports disaster risk financing
initiatives, in addition to insurance mechanisms, for countries that are vulnerable to natural
disasters. These include the following examples.

34.1 CATASTROPHE BONDS

34.1.1 The World Bank, through the International Bank for Reconstruction
and Development (IBRD), issues CAT bonds on behalf of countries. These are a type of
insurance-linked security that provide funding in the event of a natural disaster. If a disaster

12. https://peric.org/wp-content/uploads/2024/11/6-Month-Report-Jul-Dec-2023.pdf?utm
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occurs, the bondholders may lose part or all of their principal, which is then used to help
the affected country. An example is the issuance of US$420 million across three catastrophe
bonds to cover storm and earthquake events (Figure 4).

PREMIUM PAYMENT BOND COUPON

CLIENT CAPITAL MARKET

INVESTORS

@

THE WORLD BANK

Treasery
v

PROCEEDS

PAYOUTS

<. ..............

.................... >

REDEMPTION AMOUNT

FIGURE 4. World Bank catastrophe bond platform for governments!3

3.4.1.2  South Africa has not yet issued a catastrophe bond directly or through a
regional pool. This is likely due to the lack of parametric insurance structures in the country.

3.4.1.3 However, given the rise of the frequency and severity of these perils,
and the associated increase in the price of traditional insurance risk mitigation strategies,
consideration is being given to allocating financing for climate-related risk. In the February
2024 Budget Speech, Finance Minister Enoch Godongwana wove climate considerations
directly into fiscal strategy. For example, he doubled the carbon-offset threshold for renewable
projects from 15 MW to 30 MW to “promote further investments in renewable energy,”
tying tax relief to the energy transition. He also framed climate change as a fiscal priority,
noting that Treasury has already mobilised US$3.3 billion from multilateral lenders for
just-transition objectives and will introduce a 150% investment allowance for electric-vehicle
manufacturing.'4

3.4.2 CONTINGENT CREDIT LINES

3.42.1 The World Bank provides countries with pre-arranged lines of credit that
can be quickly accessed in the immediate aftermath of a natural disaster, using instruments
like the Catastrophe Deferred Drawdown Option (Cat DDO), a form of contingent credit, not
insurance. Pre-agreed access to a loan follows a declaration of a state of emergency due to a
natural disaster.

3422  To access a loan, there are requirements which include a formal disaster
risk management policy framework to ensure that the country is taking proactive steps to
improve its disaster preparedness. Once in place, the facility allows the country to draw down

13. https://www.worldbank.org/en/news/press-release/2024/04/17/world-bank-issues-420-million-in-
catastrophe-bonds-for-renewed-disaster-risk-protection-for-mexico?utm (Accessed 24 July 2025)

14. Disaster Risk Transfer (October 2024). The World Bank Treasury Product Note, https://thedocs.
worldbank.org/en/doc/46c9b740fe83bc96681{1097681d9e6b-0340012024/original/Disaster-Risk-
Transfer-Product-Note.pdf
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funds at short notice, typically within days of a disaster event, without the need for lengthy
approval processes or new loan negotiations at the time of crisis.

3,523 If the funds are drawn, the country begins repayment on standard
concessional or market-based terms, depending on its income level. If the funds are not used,
no interest is charged on the undrawn amount. This makes it a relatively low-cost option for
ensuring financial readiness despite a one-time 0.50% front-end fee and a 0.25% renewal fee
apply to the undisbursed balance.!?

3.5.24 Unlike catastrophe bonds or sovereign insurance pools, which require
premium payments and use pre-agreed trigger events to release funds, a Cat DDO relies on
a policy-based trigger, usually the declaration of a state of national emergency, and does not
require a third-party assessment of physical damage or losses. This makes it more flexible
and suitable for a broader range of events, including slow-onset disasters like droughts.

3.6 Supplementary mechanisms to nuclear risk pools

3.6.1 Nuclear insurance risk pools have a unique global history, and the SANP
is discussed in more detail in Section 4. They do, however, provide another example of the
limitation on capacity that even pooling arrangements face. Whilst there is a well-established
market for nuclear risk insurance, policyholders who own nuclear power plants are still
required to participate in self-insurance arrangements to resolve the remaining cover gaps.

3.6.2 Such self-regulation schemes are specialised forms of mutual insurance
arrangements, typically established by groups of policyholders in the same industry to
address unique insurance needs not effectively covered by the traditional commercial market.
In the context of high-severity, low-frequency risks, such as nuclear risks, these industry-
driven mutual entities offer an effective model, combining collective risk-sharing, proactive
risk management, and cost-efficiency through self-insurance.

3.6.3 The two prominent examples that can be drawn from within the nuclear
industry are ELINI (European Liability Insurance for the Nuclear Industry)!® and EMANI
(European Mutual Association for Nuclear Insurance).!”

4. THE SOUTH AFRICAN CONTEXT—SOUTH AFRICAN NUCLEAR POOL

This section summarises, in our view, the only South African insurance pooling
arrangement formed by domestic private insurers pooling their capacity on a coinsurance
basis alongside foreign insurers of the same specialist class of business, in response to lack
of available capacity.

15. IBRD development policy loan with catastrophe deferred drawdown option (Cat DDO) (July
2024). The World Bank Treasury Product Note. https://thedocs.worldbank.org/en/doc/1820b53a
d5cba0381t885¢cc3758ba59f-0340012021/original/Cat-DDO-IBRD-Product-Note.pdf (Accessed
24 July 2025)

16. https://elini.net/

17. https://www.emani.be/
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4.1 The need for a nuclear pool

4.1.1 The need for nuclear insurance risk cover arose in the early 1970s for
the Atomic Energy Board, now NECSA, as the operator of the Pelindaba nuclear power
plant and related nuclear reactors. There was a critical need for government to find financial
coverage for nuclear-related liabilities for Pelindaba. At the time, before the enactment of
South Africa’s nuclear regulatory laws, the operators were required to maintain “adequate
security” with no specified coverage limits. In the first decade or so, that need was fulfilled
exclusively by foreign underwriters through Lloyd’s syndicates and pooling arrangements.

4.1.2 In the 1980s, a similar need arose during the construction of the Koeberg
Nuclear Power plant (now operated by Eskom). With the evolution of nuclear regulatory
laws, specifically the Nuclear Energy Act 46 of 1982, the need arose for a domestic South
African pooling arrangement. The general insurance industry then came together and formed
what is today known as the SANP.

4.1.3 A large part of the initial support for SANP was provided by the British
Pool, which has maintained a close relationship with SANP over the years. Material
support from UK market players, including Lloyd’s syndicates and the NRI, continues to
be provided to SANP today. The SANP has evolved over time and, in its current format, is
an unincorporated association consisting of local registered insurers that aim to insure these
critical facilities. Its members, however, provide a small percentage of overall capacity, and
the bulk of cover is still provided by foreign nuclear pools.

4.2 The impact of global conventions

4.2.1 Cover needs over time were driven by changes in local regulations and
global conventions respectively. The most notable are the Vienna Convention, to which
South Africa acceded in 1995, and South Africa’s National Nuclear Regulator Act (NNRA)
of 1982, updated in 1999.

422 The Vienna Convention, established in 1963 under the International Atomic
Energy Agency (IAEA), created an international framework that imposes strict and exclusive
liability on nuclear operators. This means they are solely responsible for nuclear damage,
regardless of fault. It also requires them to maintain mandatory financial security, typically
through insurance or state guarantees. This structure aims to ensure that compensation is
available to victims of nuclear incidents while supporting the development of nuclear energy.

423 Since the scale of potential nuclear incident damage is too great for any one
insurer to bear, this obligation led directly to the formation of nuclear insurance pools. These
pools remain the market backbone of nuclear insurance worldwide.

4.2.4 A similar framework exists under the Paris Convention on Third Party
Liability in the Field of Nuclear Energy (Paris Convention ) (1960), which mainly applies
to European countries. It mirrors the Vienna Convention in assigning strict liability, and
requiring financial security, but functions as a separate legal regime under the Organisation
for Economic Co-operation and Development (OECD). Together, these conventions
shaped the global model for nuclear liability coverage and catalysed the rise of pooling
arrangements.

© ASSA licensed under @ 4.0 | PROCEEDINGS OF THE ASSA CONVENTION 2025 | SAAJ 25 (2025)



C330 | INSURING THE UNINSURABLE—THE CASE FOR POOLING ARRANGEMENTS IN SA

425 The NNRA specifies, in turn, acceptable forms of financial security for
nuclear operators in South Africa which include insurance policies from registered insurance
companies, or monetary guarantees from registered banks. It also states the amounts of
coverage required. Whilst nuclear operators participate in self-insurance arrangements
via ELINI and EMANI in Belgium, SANP plays a crucial role in facilitating most of the
government’s requirements as shareholder of nuclear operators Eskom and NECSA. The
critical cover types are Material Property Damage and Third-Party Liability that require
billions of rands coverage.

4.3 Mechanics of nuclear pooling

43.1 It is important to note that foreign pools, in the form of insurance or
reinsurance pools, participate on a voluntary basis with SANP in underwriting these nuclear
risks at Koeberg and NECSA. The international nuclear insurance pooling system relies on the
principle of reciprocity to sufficiently diversify risk exposures globally amongst participating
(re)insurers. Therefore SANP’s members are expected to participate in reciprocal support
of foreign pools for foreign risks, although the extent of their support is very small. The net
result is that SANP and the government is more reliant on foreign pools than foreign pools
are reliant on SANP for capacity. Being supportive of foreign cover needs, however, still
assists with the broader relationship dynamics amongst international nuclear pools.

432 With changes in South Africa’s financial sector and insurance regulations,
SANP’s operating model of the pooling structure also had to evolve. It designated SANPA as
the official administrator and intermediary of the members of the pool.

433 SANPA is a legally incorporated entity and represents SANP members in
managing nuclear risk insurance cover on the full value chain. It is therefore the key market
player which facilitates coverage requests from nuclear power operators reaching out through
their brokers, and efficiently coordinates transactions and relationships both within SANP
and with international insurance pools to satisfy the requirements of the policyholders. This
role is particularly vital due to the coinsurance approach used in these insurance placements.

434 Additionally, participants from foreign pools entrust SANPA with some
of their administrative duties and coordination with SANP. In its administrative capacity,
SANPA provides intermediary services crucial to both SANP’s members and foreign
pool participants, including the collection of premiums and handling of claims. The latter
is important to ensure a single party acts on behalf of stakeholders in appointing claims
assessors, should a claim emerge. SANPA also liaises with lead underwriters and specialist
engineers, and participates in onsite visits of nuclear power plants. This prevents the need
for individual insurers to do their own underwriting risk assessments. SANP and SANPA
therefore provide a workable model for pooling arrangements in South Africa, as illustrated
in Figure 5. SANPA, in particular, is well positioned to provide similar solutions to the market
should domestic insurers organise themselves to coordinate coverage for other risk types.

435 SAITIA in turn appears to play an important role as the general insurance
industry body. It has supported SANPA and SANP in promoting the affairs of the South
African nuclear pooling regime since inception. Similarly, SAIA can play a leading role in
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FIGURE 5. Diagram of pooling arrangements — e.g. SA domestic nuclear
Source: Authors, based on information published by SAIA

helping to shape other pooling arrangements by encouraging its members to consider such
alternative market solutions.

4.4  As far as we know, whilst foreign pools provide capacity for other risks in South
Africa (eg. aviation), SANP and SANPA seem to be the only domestic pooling arrangement
that has been formalised in our market.

5. GLOBAL REGULATIONS GOVERNING POOLS

5.1 Forming a risk pool is not a simple task and requires, inter alia, compliance with
domestic regulations governing insurance entities, whilst simultaneously coordinating off-
shore placement in cooperation with foreign specialist pools. Globally, to ensure financial
accountability, it appears that most jurisdictions mandate that pools be structured as legal
entities, such as trusts, cooperatives, or joint self-insurance arrangements. In other markets,
such as in South Africa, they are set up as voluntary associations. This section provides
an overview of some of the international insurance frameworks that impact pooling
arrangements, as well as specific regulatory examples and operating models of pools in key
global jurisdictions.

5.2 Pooling arrangements are instrumental in facilitating cross-border risk management
and enabling the underwriting of risks that transcend national or regional boundaries.
Many jurisdictions have introduced specific legislation or regulations governing pooling
arrangements, with the aim of:
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— enhancing financial stability by allowing broader distribution of risk than the traditional
reinsurer and retrocession models achieve, thereby reducing the likelihood of individual
(re)insurer insolvency;

— promoting specifically domestic reinsurance market growth;

— stimulating insurance market development where there is limited local capacity by
formally allowing access to international risk management expertise and pools of capital;
and

— achieving financial risk protection for individual communities which are exposed to risks
not currently insured by the traditional market, or for corporates who need to protect
shareholders’ interests in high-risk industries.

53 Effective insurance pooling therefore necessitates clear governance structures, robust
communication, cooperation amongst pool participants and related stakeholders, and diligent
compliance with all relevant regulatory requirements to mitigate reputational and financial
risks.

5.4  There are four broad regulatory frameworks that are generally relevant for enabling

and governing insurance pooling structures. These vary by type of risk and jurisdiction:

— international insurance laws and guidelines, such as those developed by the International
Association of Insurance Supervisors (IAIS).

— domestic national insurance laws and regulations

— reinsurance regulations, domestic and foreign registered; and

— international Conventions

In addition, voluntary association pooling rules are used in instances where the pool itself
cannot be structured as a legal entity, whilst still drawing on foreign pooling rules to ensure a
measure of consistency in the reciprocal undertaking amongst foreign pools.

55 The following sections summarise relevant international insurance laws and regula-
tions governing pools researched for this paper.

5.6  International Association of Insurance Supervisors

5.6.1 The IAIS stands as the preeminent international standard-setting
body for insurance. It operates as a voluntary membership organisation, encompassing
insurance supervisors and regulators from over 200 jurisdictions, collectively representing
approximately 97% of the world’s insurance premiums.!8

5.6.2 The core mission of the TAIS is to foster effective and globally consistent
supervision of the insurance industry. This objective aims to develop and maintain fair, safe,
and stable insurance markets for the benefit of policyholders and to contribute to overall

18. https://www.federalreserve.gov/publications/2019-global-insurance-regulatory-or-supervisory-
forums-in-2018.htm
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global financial stability.!® The IAIS actively coordinates its work with other influential
international financial policymakers and associations of supervisors, including the Financial
Stability Board (FSB) and the OECD.

5.63 The IAIS consistently engages in discussions and initiatives related to
pooling arrangements. It actively collaborated with the World Bank Group to develop a G20
input paper focused on natural catastrophe protection gaps. This initiative aims to outline
practical and implementable actions for governments, supervisors, and the insurance industry
to address risk protection gaps. The paper advocates for the development and enhancement of
pooling arrangements as a mechanism to manage and distribute catastrophic risks, aligning
with the TAIS’s strategic focus on climate risk and financial stability.

5.6.4 This paper was published after the G20 Finance Ministers and Central
Bank Governors (FMCBG) meetings in Durban on 17 July 2025. In discussions on improving
financial resilience and enhancing disaster risk mitigation strategies due to total economic
losses and insured losses caused by NatCat events, pooling arrangements were raised as a
possible scalable ‘non-traditional’ insurance solution.20

5.7  The World Bank

5.7.1 The World Bank, together with the IAIS, is actively promoting approaches
that stakeholders can take to address NatCat insurance protection gaps. It argues that there is
no one-size-fits-all solution to NatCat protection gaps, and that different global jurisdictions
will need to consider their own local circumstances when implementing proposed solutions.?!
The World Bank specifically argues that catastrophe risk insurance pools provide a regional
solution for governments in emerging markets to manage financial risks associated with
natural disasters. See Figure 6.

572 The World Bank has indicated that over the past 15 years, pooling
arrangements have empowered low-income countries to secure emergency liquidity and
respond quickly to disasters. By 2022, pools collectively have provided global insurance
coverage totalling US$1.4 billion, with CCRIF SPC accounting for over 70 percent of global
coverage.?> Some examples of this are highlighted earlier in this paper.

5.8  The Financial Stability Board

The FSB plays a crucial coordinating role among various international standard-
setting bodies, including the IAIS, to promote global financial stability. The FSB issues
recommendations pertaining to the global financial system, monitors financial sector
vulnerabilities, and advocates for adherence to international standards.

19. Insurance core principles (2024). https://www.iais.org/uploads/2025/05/IAIS-ICPs-and-
ComFrame-December-2024.pdf

20. G20 media statement (2025), supra

21. Ibid.

22. Tbid.
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FIGURE 6. Role of public private partnerships as part of a layered disaster risk financing strategy
Source: World Bank and TAIS (2025)

5.9  The Organisation for Economic Co-operation and Development

The OECD holds a comparatively limited, though still relevant, role in international
insurance discussions. A critical aspect of these international standards is their non-binding
nature: any standards developed by the IAIS or other standard-setting bodies, are not
inherently binding on any jurisdiction. They become effective within a jurisdiction only to
the extent that the jurisdiction has independently implemented them in accordance with its
domestic law.

5.10 Overview of IAIS insurance core principles and ComFrame

5.10.1  The Insurance Core Principles (ICPs) constitute the globally accepted
foundational framework for insurance supervision. These principles are subject to ongoing
revision, with specific standards forming the criteria for observance and accompanying
guidance providing detailed instructions for implementation. This structure aims to create a
clear hierarchy of supervisory material.

5.10.2  The Common Framework for the Supervision of Internationally Active
Insurance Groups (ComFrame) was formally adopted by the IAIS in November 2019 and
subsequently updated in December 2024. ComFrame is designed to build upon the ICPs,
specifically focusing on the group-wide supervision of Internationally Active Insurance
Groups (IAIGs). Its objective is to enhance the effectiveness of group-wide supervision and
ensure it accurately reflects the actual business practices of these complex entities.
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5.10.3  The Insurance Capital Standard (ICS) represents the quantitative
component of ComFrame. It has been developed as a consolidated, group-wide capital
standard specifically for [AIGs. The ICS framework comprises three main elements: valuation
methodologies, qualifying capital resources, and a standard method for calculating the ICS
capital requirement.

5.10.4  The IAIS actively monitors structural shifts within the life insurance sector
through its Global Monitoring Exercise (GME). A key focus of their monitoring has been the
increasing allocation of investments to alternative assets and the growing adoption of cross-
border Asset-Intensive/Funded Reinsurance (AIR) transactions. AIR has been identified as an
increasingly popular tool for risk transfer in the life insurance sector. Supervisory authorities
have identified several key concerns related to alternative assets and AIR, including valuation
uncertainty, potential for hidden leverage, liquidity risks, complex links to private equity
firms, conflicts of interest, credit risk, and information gaps. To address the challenges in
defining and regulating alternative assets, the IAIS has proposed a principles-based definition.
This approach emphasises valuation uncertainty, illiquidity, and complexity, aiming to foster
a common understanding among supervisors and facilitate cross-border risk assessments.
While the ICS aims to enable IAIGs to absorb losses and provide comparable information
for supervisors globally, its ultimate impact is contingent upon its implementation by
individual states. The IAIS, as a standard-setting body, does not possess legal authority to
impose its standards directly on jurisdictions. The IAIS also dedicates significant attention
to macroprudential and financial stability considerations. Its primary objective in this area
is to ensure that the financial system and insurance sector can absorb, rather than amplify,
adverse shocks. This includes continuous monitoring of systemic risk, particularly the role of
reinsurance in global financial stability.

5.10.4.1 The IAIS’s standards are not binding on any jurisdiction and become
effective only upon domestic implementation. This “soft law” approach, while promoting
global consistency in principle, means that true consistency is not achieved through direct
enforcement but through a process of voluntary adoption, adaptation, and domestic legislative
implementation. This creates inherent friction between global aspirations and national
sovereignty. This inevitably leads to regulatory fragmentation and uneven implementation
across jurisdictions, particularly for complex and nationally sensitive areas like pooling
arrangements. Even with sophisticated global frameworks like ComFrame and the ICS,
significant variations in regulatory requirements and supervisory practices will persist.
For global insurance and reinsurance pooling, this necessitates continuous bilateral and
multilateral dialogues to influence and harmonise practices. Ultimately, the effectiveness
of global pooling arrangements often hinges on the interoperability of diverse national
regulations rather than the existence of a single, uniform global rulebook. This also implies
that firms operating internationally must navigate a complex web of varying compliance
requirements, increasing operational burden.

5.10.4.2 Reinsurance, while a mechanism for risk transfer, can also be a conduit
for systemic risk, as indicated by concerns about “interconnectedness” and “reinsurance
spiral”. At the same time, reinsurance provides individual insurers with significant benefits,
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such as reducing risk volatility, stabilising solvency, optimising capital, and enhancing
disaster resilience. This reveals a critical tension: reinsurance is a vital tool for enhancing the
resilience of individual insurers, but its inherent interconnectedness within the global financial
system means it can also amplify or transmit systemic shocks if not adequately monitored and
supervised. Regulators, particularly the IAIS, face a delicate balancing act. They must facilitate
efficient and robust risk transfer through reinsurance, including pooling arrangements, to
strengthen the stability and capacity of individual insurers. Simultaneously, they must develop
and refine macroprudential frameworks, such as the IAIS Holistic Framework,?3 to monitor
and mitigate the potential for reinsurance to contribute to systemic risk or create contagion
across the broader financial system. This necessitates robust group-wide supervision, as
addressed by ComFrame, and enhanced transparency in complex reinsurance structures, such
as AIR, to prevent the build-up of hidden risks that could destabilise the market.

5.11 Nuclear risk: International Conventions for Nuclear Insurance

5.11.1 Although nuclear conventions do not mandate specific pooling arrange-
ments, their global liability standards and legal frameworks have profoundly shaped the
evolution of national nuclear insurance pools. We therefore summarise the major international
treaties that underpin and inform nuclear liability regimes worldwide. The international civil
liability regime for nuclear damage rests on three companion treaties that pursue the same
objective: swift, certain, and adequate compensation for the public, while respecting national
sovereignty over nuclear power. Spurred on by rapid postwar expansion of civilian nuclear
power and insurers’ insistence on clear, uniform liability rules, Western Europe adopted the
Paris Convention on Third Party Liability in the Field of Nuclear Energy in 1960 under
the OECD. Non-OECD states followed with the Vienna Convention on Civil Liability for
Nuclear Damage in 1963 under the IAEA. This applies globally; it was amended by a 1997
Protocol to increase liability amounts (Reitsma, 2000).

5.11.2  Both conventions channelled strict, capped liability to operators, so
that private markets could insure the emerging nuclear risk. These primary international
legal instruments govern nuclear liabilities, giving rise to the required nuclear insurance
requirements.

5.11.3  TheParis Convention, administered by the OECD’s Nuclear Energy Agency
(NEA), entered into force on 1 April 1968. It obliges each contracting state to channel all
liability for nuclear damage to the operator of a nuclear installation; it imposes strict, no fault
liability; requires the operator to maintain financial security up to a stated limit—originally
15 million Special Drawing Rights (SDRs); and guarantees that courts in the installation state
have exclusive jurisdiction. The aim was to foster a fledgling commercial nuclear industry by
replacing the uncertainty of tort law with a uniform, insurer-friendly framework.

5.11.4  The Vienna Convention (1963) entered into force on 12 November 1977
once five states had ratified. Like the Paris Convention, the Vienna Convention channels
and caps operator liability, mandates strict liability and financial security, and offers legal

23 https://www.iais.org/activities-topics/financial-stability/holistic-framework
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reciprocity among parties. However, it applies a broader geographic reach, enabling
developing states to accede without joining the OECD system.

5.11.5 Given the original Paris Convention limits were viewed as inadequate,
OECD states adopted the Brussels Convention on Supplementary Compensation for Nuclear
Damage (CSC) in 1963; it came into force on 4 December 1974. The CSC layers two additional
tiers of public funds on top the operator’s basic Paris Convention limit: a state contribution
from the installation country and a collective contribution from all contracting states, financed
pro rata to their gross national products. This tiered structure can raise available compensation
to 300 million SDRs, or more, ensuring victims are paid even when damage exceeds the
operator’s insurance coverage (Rimsaite, 2013).

5.11.6  The CSC has entered into force and is intended largely to supersede other
conventions, providing an additional layer of liability coverage.?*

5.11.7 A cornerstone principle in nuclear insurance is the imposition of strict
liability on operators of nuclear installations. This means operators are liable for any nuclear
damage caused by their activities regardless of fault, a measure designed to ensure robust
public protection and simplify claims processes for victims. While liability is strict, it is also
limited in both amount and time under international conventions and national legislation.
Beyond these specified limits, typically covered by private insurance, the state often assumes
responsibility as the “insurer of last resort,” providing a critical financial backstop for
catastrophic events. Nuclear pools were formed precisely because individual insurers lacked
the capacity or appetite to underwrite such high-severity, low-frequency, and potentially
catastrophic risks.

5.11.8  Nuclear pools function by combining the underwriting capacity of
multiple insurers to jointly cover risks specific to the civil nuclear industry. They are
essential for meeting the complex insurance needs of nuclear operators and enabling their
“social licence” to operate. To further diversify and distribute potentially catastrophic risks,
national nuclear pools engage in reciprocation agreements, sharing domestic nuclear risks
with other international nuclear insurance pools. This involves common account reinsurance
arrangements across the globe.?

5.11.9  Due to the infrequent but severe nature of nuclear losses, such as Chernobyl
in 1986 and Fukushima in 2011, insurers participating in these pools must maintain substantial
capital reserves and highly liquid financial capacity to ensure prompt claim payments. Any
significant increase in liability limits could challenge the viability of the current international
convention framework.2°

5.11.10  Government backing generally plays a major role in nuclear insurance
management. The US Price—Anderson Act (PAA), for instance, was specifically enacted

24. Liability for nuclear damage. https://world-nuclear.org/information-library/safety-and-security/
safety-of-plants/liability-for-nuclear-damage (Accessed 24 July 2025)

25. Nuclear pools (NRI). https://nuclear-risk.com/about-nri/nuclear-pools/ (Accessed 24 July 2025)

26. Nuclear liability insurance. https://insuranceeurope.eu/publications/2051/nuclear-liability-
insurance/ (Accessed 24 July 2025)
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to remove the deterrent to private sector participation.?” This demonstrates that the private
market alone cannot adequately address such extreme tail risks. This establishes a powerful
precedent for how other exceptionally challenging risks, such as systemic cyber attacks
or extreme climate events, might eventually be managed. It implies that for perils with
immense, difficult-to-quantify potential losses that could jeopardise national stability,
pure market solutions are insufficient. Instead, government intervention, often through
mandatory coverage, state guarantees, or specialised pooling mechanisms, becomes a
necessary regulatory response to ensure coverage availability and societal resilience. This
highlights a fundamental shift from purely private risk transfer to a shared public-private
responsibility for national well-being.

5.11.11 While international conventions aim to harmonise nuclear liability
frameworks globally, the regulatory landscape exhibits significant deviations. The USA, for
example, does not adhere to the Paris or Vienna Conventions, instead adopting a different
approach with the PAA. Furthermore, the numerous existing global pools operate under
differing constitutions and procedures, reflecting the various legal, economic, and market
conditions in their domestic territories. Even among Convention signatories, the liability
amounts differ, with Germany notably imposing unlimited liability. This “patchwork” of
regulations creates complexity. This situation underscores a persistent and fundamental
challenge in global financial regulation: the inherent tension between the desire for
international harmonisation, which is crucial for cross-border risks like nuclear incidents, and
the assertion of national sovereignty, unique domestic legal traditions, and specific economic
conditions. This means that while broad principles, such as strict liability and mandatory
financial security, are widely accepted, their specific implementation, liability caps, and
the extent of state involvement vary considerably. This necessitates intricate international
reciprocation agreements among national pools rather than a single, universally standardised
global insurance product. For firms operating in this space, understanding and navigating
these jurisdictional nuances is paramount for effective risk management and compliance.

5.12  Aviation risk: International Convention for Aviation Insurance

5.12.1 The global commercial aviation sector relies on pooling.?® International
conventions significantly influence airline passenger liability, particularly the Convention
for the Unification of Certain Rules Relating to International Carriage by Air (Warsaw
Convention) of 1929, which was replaced by the more modern 1999 Montreal Convention.2®

5.12.2  The Montreal Convention establishes a regime of strict liability for damages
arising from international air carriage, meaning airlines are liable regardless of fault, up to
specified limits that are periodically reviewed.3? Passenger liability insurance is mandatory

27. The Price—Anderson Act. American Nuclear Society. https://www.ans.org/pi/ps/docs/ps54-bi.pdf
(Accessed 24 July 2025)

28. Beinsure (July 2025). https:/beinsure.com/promising-outlook-for-global-aviation-insurance-
market-economic-insights/ (Accessed 24 July 2025)

29. Tbid

30. https://www.iata.org/en/programs/passenger/mc99/ (Accessed 24 July 2025)
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in many countries, particularly for commercial or large aircraft, reflecting a global emphasis
on passenger protection. Historically, aviation risk has been considered volatile for individual
insurers to bear alone, leading to the formation of pooling arrangements where companies
join forces to share risks. This collaborative model remains prevalent in the commercial
aviation sector today, providing crucial risk diversification.

5.12.3  Innovative structures like Marsh’s Aircraft Finance Insurance Consortium
(AFIC), developed in cooperation with Boeing, demonstrate how pooling extends beyond
traditional risk transfer. AFIC offers aircraft finance non-payment insurance, supported by a
panel of global insurers, and importantly, provides capital relief under the Basel framework
as implemented in Europe and the USA. This positions such consortia as alternatives to
traditional export credit agency (ECA) support for large aircraft financing.3! Aviation insurance
encompasses a broad spectrum of coverage, including aircraft physical damage, public liability
for third-party property damage, passenger liability for injury or death, Combined Single Limit
(CSL), ground risk hull insurance for aircraft not in motion and taxiing, in-flight insurance,
war risk insurance, product liability insurance, and hangar keepers’ liability insurance.

5.12.4  The aviation industry’s consistently characterised “high-risk profile”
and the volatility of aviation risk for individual insurers directly prompted the creation of
specialised regulatory frameworks.3> The USA’s Liability Risk Retention Act (LRRA) of
1986, for instance, facilitated Risk Retention Groups (RRGs) as an alternative to traditional
insurance markets.3? This demonstrates a clear causal link: the unique concentration and
specialisation of risks within a particular industry can drive legislative and regulatory
innovation, leading to the development of bespoke insurance entities and alternative risk
transfer mechanisms that diverge from standard, broad-based insurance regulation. This
pattern suggests that when traditional insurance markets struggle to cover highly specialised
or volatile sector-specific risks adequately, legislative bodies may respond by creating tailored
regulatory environments, like the RRG framework, to ensure the availability and affordability
of coverage. This has significant implications for other emerging specialised sectors facing
similar challenges, indicating that future regulatory responses may increasingly involve
sector-specific dispensations rather than a one-size-fits-all approach, thereby fostering niche
pooling solutions.

5.12.5  The AFIC is highlighted not just as an insurance product but as an
innovative platform that provides capital relief under the Basel framework as implemented
in Europe and the USA. This is a crucial detail as it shows that pooling arrangements are
not solely governed by insurance-specific regulations but can be strategically designed to
interact with and optimise compliance under broader financial regulations, such as banking
capital requirements like Basel III. The consortium structure allows a panel of insurers
to collectively underwrite non-payment risk, which in turn reduces the capital burden for

31. https://www.marsh.com/en/industries/aviation-space/expertise/aircraft-finance-insurance-
consortium.html

32. https://theinsuranceuniverse.com/aviation-insuranceregulations-2/ (Accessed 24 July 2025)

33. https://www.riskretention.org/news/what-is-a-risk-retention-group-rrg-and-how-does-it-differ-
from-traditional-insurance-companies (Accessed 24 July 2025)
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lenders. This illustrates a growing trend where specialised insurance solutions, particularly
those structured as consortia or bespoke products, are becoming integral to facilitating large-
scale capital markets and asset financing. By optimising regulatory capital requirements
for financial institutions, these pooling arrangements contribute to greater efficiency and
availability of funding. It signifies that the regulatory landscape for insurance pooling is
increasingly interconnected with and responsive to the regulatory demands of the wider
financial services industry, moving beyond traditional insurance solvency concerns to
encompass systemic financial stability.

5.12.6  Broader aviation liability is also governed by general national regulations
in various countries, alongside specific International Civil Aviation Organization (ICAO)
regulations. In the UK, entities managing aviation insurance pools, such as Global Aerospace
Underwriting Managers Limited,3* are regulated by the Financial Conduct Authority (FCA).

5.13 Marine risk: International P&I clubs for marine insurance

5.13.1 The International Group of Protection & Indemnity Clubs (P&I Clubs) is a
dominant force in marine liability, collectively providing cover for approximately 90% of the
world’s ocean-going tonnage. These Clubs are independent, not-for-profit mutual insurance
associations.?>

5.13.2 P&l Clubs are distinct in their structure as member-owned, not-for-profit
mutual insurance associations. Instead of fixed premiums, members contribute “calls” into
a common risk pool. This pool can be replenished through further calls if large payouts
deplete funds, or members may receive reduced calls in subsequent years if there is a surplus.
P&I Clubs specialise in covering open-ended, often indeterminate, risks that traditional
commercial insurers are reluctant to underwrite. Their coverage encompasses a wide array of
third-party liabilities, including loss of life and personal injury to crew or passengers, cargo
loss and damage, pollution such as oil spills, wreck removal, collision liabilities, and general
property damage. They also provide war risk coverage and address environmental damage
liabilities.

5.13.3  Acore function of the International Group is the coordination and operation
of its claims pooling arrangements.3¢ Liabilities that exceed an individual Club’s retention
limit, which is currently set at US$10 million, are shared among all twelve member Clubs
according to the terms of their Pooling Agreement. This claims-sharing mechanism is robustly
supported by extensive, annually renewed commercial market reinsurance and captive
reinsurance programmes. P&I Clubs are governed by a board of directors, typically elected
by their members, responsible for strategic direction and operational oversight. They employ
rigorous risk management strategies, including reviewing ship operations and safety records,
conducting surveys and inspections, analysing claims data, and utilising actuarial models.

34. Global Aerospace Aviation Insurance (2025). https://www.global-aero.com/about/history/
(Accessed 24 July 2025)

35. The International Group of P&I Clubs. https://www.igpandi.org/article/about/ (Accessed 24 July
2025)

36 P&I Clubs. https://www.igpandi.org/article/group-agreements/ (Accessed 24 July 2025)
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5.13.4  For P&I Clubs operating within the European Union (EU), compliance
with Solvency 11 is a significant regulatory consideration. This framework mandates stringent
capital adequacy requirements and detailed financial reporting. The cost of meeting escalating
International Group pool claims directly impacts the solvency position of individual Clubs
and can necessitate increases in member contributions (North of England P&I DAC Solvency
& Financial Condition Report, 2023). The Marine Insurance Act 1906, in the UK, outlines
essential elements for valid marine insurance contracts including insurable interest, utmost
good faith, indemnity, and premium payment. It also details requirements for disclosure and
representation, and defines various policy types, such as voyage, time, and mixed policies, as
well as covered risks including hull and machinery, cargo, liability, war, and terrorism. These
principles form the bedrock upon which marine insurance, including P&I Club operations, is
built.3

5.13.5  P&I Clubs provide coverage for open-ended risks that traditional insurers
are reluctant to insure and for broader, indeterminate risks that marine insurers usually do
not cover. This highlights a significant market gap for complex, high-liability, and difficult-
to-quantify maritime risks. The mutual model, characterised by member-ownership, non-
profit operation, and funding through “calls,” serves as an effective solution to this gap. The
collective pooling mechanism within the International Group further amplifies the capacity
to absorb these risks. The enduring success and global dominance of P&I Clubs demonstrate
that for certain categories of complex, high-severity, and difficult-to-price risks, a mutual,
cooperative pooling structure can be a more sustainable and effective solution than traditional
for-profit insurance. This model’s ability to align member interests, share expertise, and
distribute indeterminate risks could serve as a blueprint for addressing other emerging
risks, where conventional commercial markets face capacity constraints or are hesitant to
provide comprehensive coverage. It suggests a regulatory recognition of the value of mutual
structures for specific market segments.

5.13.6  P&I Clubs manage their large loss exposures through a combination of
their internal pooling agreement and extensive, annually renewed commercial market and
captive reinsurance programs. Concurrently, EU-domiciled clubs are explicitly subject to
the Solvency II regime, which dictates stringent capital requirements and detailed financial
reporting. The fact that a significant portion of a premium increase for a P&I Club is
directly attributable to the costs of meeting the escalating value of International Group pool
claims reveals a direct and tangible link that the claims experience within the mutual pool
influences its reinsurance costs. This in turn impacts the financial burden on its members,
all while operating under the prudential constraints of solvency regulations. This illustrates
a complex regulatory ecosystem where mutual pooling, despite its member-driven and self-
governing aspects, is deeply integrated with and significantly impacted by external prudential
regulations like Solvency II, as well as the broader commercial reinsurance market. The
solvency requirements imposed on individual clubs, even as part of a larger international

37. https://maritimafrica.com/en/wp-content/uploads/2025/01/Marine-Insurance-Act.pdf (Accessed
24 July 2025)
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pool, directly influence their pricing strategies, capital management, and ultimately the
financial stability of the entire mutual system. This necessitates that P&I Clubs not only
manage their internal pooling effectively but also strategically navigate their relationships
with commercial reinsurers and comply with evolving cross-border solvency regimes,
highlighting the interconnectedness of different regulatory layers.

5.14 Natural catastrophes

5.14.1 We did not identify comparable international conventions for natural
catastrophe risk pooling, as is the case for nuclear, aviation and marine risks.

5.142  Sovereign natural catastrophe pools appear to be governed by their own
charters and inter-governmental agreements among member countries. They seem to function
as “development insurance companies”, such as CCRIF SPC, and are frequently established
with technical leadership and financial grants from international bodies like the World Bank
and the Global Facility for Disaster Reduction and Recovery (GFDRR).38

5.143 Sovereign catastrophe risk pools enable participating nations to diversify
their risks, retain a portion of risk through joint reserves, and transfer excess risk to global
reinsurance and capital markets. Their primary benefit is providing rapid liquidity to member
governments following catastrophic events, thereby acting as a crucial disaster risk financing
instrument. They cover perils such as tropical cyclones, earthquakes, excess rainfall, and
drought (Ciullo et al., 2023).

5.14.4  Parametric insurance is a key mechanism employed by many sovereign
pools, such as CCRIF SPC. Payments are triggered and calculated based on predefined event
parameters, such as wind speed, earthquake magnitude, or rainfall volume, rather than actual
assessed losses. This structure facilitates significantly faster payouts, often within weeks
compared to months or years for traditional indemnity policies and reduces moral hazard. A
notable downside is basis risk, where economic losses may differ from the payout. Regulatory
frameworks for parametric insurance are still evolving, with few jurisdictions having specific
regulations. This requires them to fit within existing indemnity-based legal frameworks, with
Puerto Rico’s Rule No. 103 as an exception.*

5.14.5  The success and sustainability of many catastrophe risk pools are heavily
reliant on strong political commitment from member states and significant financial and
technical support from international donors. These pools are viewed as a strategic shift from
reactive humanitarian assistance to proactive, planned disaster risk management.

5.14.6  Regulators are, however, increasingly emphasising the need to integrate
climate risk assessments into insurance underwriting practices and to develop comprehensive
climate adaptation strategies. European oversight is provided by the European Insurance and
Occupational Pensions Authority (EIOPA), which regularly updates and issues Solvency I1

38. GFDRR (2017). https://www.gfdrr.org/en/feature-story/what-makes-catastrophe-risk-pools-work
(Accessed 24 July 2025)
39. CCRIF SPC, supra
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parameters related to natural catastrophe risk,*® including the integration of climate impacts.
EIOPA is considering the inclusion of emerging perils like droughts, wildfires, and coastal
floods.*!

5.147  The role of sovereign catastrophe risk pools in moving the management
of disaster and climate shocks away from ad hoc humanitarian assistance toward planned
development is explicitly stated.*? This represents a profound shift in global policy. The
ability of entities like CCRIF SPC to provide quick liquidity to governments for initial disaster
response and to maintain basic government functions demonstrates a clear progression. The
inadequacy and inefficiency of reactive, ad hoc disaster aid has driven the development of
proactive, pre-arranged financial mechanisms, with pooling, particularly parametric models,
at their core. This trend signifies a growing global consensus on the imperative of proactive
financial preparedness for natural disasters. It implies that future international development
aid, climate finance, and disaster relief strategies will increasingly prioritise supporting the
establishment and strengthening of such regional or national risk pools. This shift aims to
reduce reliance on unpredictable post-disaster humanitarian assistance, enhance the speed
and effectiveness of response, and foster greater national and regional resilience in the face
of escalating climate risks. It also positions insurance mechanisms as integral components of
broader development and climate adaptation strategies.

5.14.8  The increasing frequency and severity of natural disasters are consistently
linked to climate change. This phenomenon is leading to dramatically increasing premiums
or the withdrawal of insurance cover creating significant protection gaps (Collier et al., 2021).
Regulators, such as EIOPA, are responding by emphasising enhanced natural catastrophe
insurance requirements, mandating the integration of climate risk assessments into insurance
underwriting processes, and even considering new mandatory coverage, as seen in Italy.*3
Industry leaders recognise that climate perils surpass the capacity of the insurance industry
alone, advocating for public assistance.**

5.149  Climate change is not merely an additional risk factor; it is a fundamental
transformative force reshaping the entire insurance regulatory landscape. It is compelling
regulators to move beyond their traditional roles of prudential oversight into areas of direct
market intervention, such as mandatory coverage, facilitating public-private partnerships, and
designing new pool structures, to address emerging protection gaps and ensure the continued

40. Marsh (2025). https://www.marsh.com/en/services/environmental-risk/insights/new-
developments-nat-cat-insurance-regulation-europe.html (Accessed 24 July 2025)

41 Ng, JK, van Wijk, M & Hunsicker, C (2024). Briefing note. https://www.milliman.com/en/
insight/2023-2024-reassessment-natural-catastrophe-risk-standard-formula (Accessed 24 July
2025)

42. GFDRR (2017), supra

43. Foglia, G & Ramos, G (11 July 2025). https://www.dacbeachcroft.com/es-ES/what-we-think/the-
nat-cat-isurance-pool-a-turning-point-in-catastrophic-risk-management-in-italy (Accessed 24 July
2025)

44. Giles, I, May, C, lannitti, S & Baty, B (2024). Norton Rose Fulbright. https://www.
nortonrosefulbright.com/en/knowledge/publications/fa0b3cbd/the-role-of-insurance-in-a-
changing-climate-what-next (Accessed 24 July 2025)
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insurability of critical assets and liabilities. This suggests a future where climate resilience
becomes a core regulatory objective, potentially leading to more prescriptive requirements for
insurers regarding climate risk management and greater government involvement in risk sharing
for climate-related perils, blurring the lines between private market and public responsibility.

5.15 Terrorism schemes

5.15.1  The withdrawal of terrorism coverage by private insurers following
catastrophic events like 9/11 underscored a fundamental market failure for risks deemed
uninsurable due to their systemic, high-severity, and unpredictable nature. This forced
governments to intervene and establish public-private partnerships, such as TRIA, Pool Re,
and GAREAT (see section 5.17). These schemes, characterised by government backstops,
mutual reinsurance, and mandatory offers of coverage, demonstrate a regulatory recognition
that for certain extreme perils the private market alone cannot provide adequate capacity or
affordability. This approach ensures the availability of critical coverage, fosters economic
resilience, and insulates taxpayers from the full financial impact of catastrophic events. The
existence and evolution of these schemes illustrate a broader principle. When risks reach a
systemic level that threatens national economic stability, governments assume a role as an
insurer of last resort, effectively socialising the tail risk that the private market cannot or will
not bear. This collaborative model is a crucial regulatory innovation for managing risks that
transcend traditional insurability.

5.15.2  Adefining characteristic of most terrorism insurance schemes is significant
government backing. These schemes were primarily established after major terrorist events,
such as 9/11, due to the widespread withdrawal of terrorism coverage by private insurers,
highlighting a critical market failure. This model signifies a crucial public-private partnership
for managing systemic risk. In jurisdictions like the USA, TRIA (2002) mandates that insurers
offer terrorism coverage to commercial policyholders, but it does not require policyholders to
purchase it. Similarly, in the UK, Pool Re member insurers must offer terrorism cover upon
request. These schemes often operate as mutual reinsurance models with state guarantees.

5.16 Employee benefit pools

5.16.1 Employee benefit pooling arrangements are typically structured as associa-
tions of multinational companies (or their subsidiaries) and by extension their domestic
insurers. They provide a mechanism which links insured employee benefit plans for a sub-
sidiary in one market to the employee benefit plans for related party subsidiaries in other
markets worldwide. As such, economies of scale on a global level can be achieved while
respecting each country’s customary practice and local regulations. This can be done on
either a single employer or a multi-employer system.

5.16.2  Premiums are paid by subsidiaries in a domestic market to their group risk
insurer, and claims are settled by the relevant group risk insurer that forms part of a global
pooling network. At the end of each underwriting year the local group risk insurers involved
in a given multinational pooling account, will submit their underwriting results to the
multinational network (“pool”). A multinational account is then drawn up showing premiums

SAAJ 25 (2025) | PROCEEDINGS OF THE ASSA CONVENTION 2025 | © ASSA licensed under @ 4.0



INSURING THE UNINSURABLE—THE CASE FOR POOLING ARRANGEMENTS IN SA | C345

paid minus claims paid as well as the insurer’s risk retention and administration charge. If the
experience of the insured group is favourable, then there will be a surplus in the multinational
account payable to the participating multinational in the form of a dividend (economic value
share). Some estimations indicates a 5% to 10% reduction of local premiums can be achieved
through these employee benefit pooling arrangements.*

5.17 Domestic national insurance laws and regulations

This section explores the specific regulatory frameworks governing various types
of insurance pooling arrangements in a particular market, detailing relevant jurisdictions,
governing acts, and key regulatory aspects. Whilst the previous section focused more on
internationally relevant regulations and standards, this section provides examples of how
individual jurisdictions approached pooling regulations.

5.17.1 NUCLEAR INSURANCE POOLS

5.17.1.1 Nuclear insurance pools are established in over 20 countries worldwide.*¢
Notable jurisdictions include the USA, the UK, France, Germany, Japan, Belgium, Denmark,
Finland, Italy, Norway, Switzerland, Netherlands, and Austria (Reitsma, 2000). Whilst
international conventions played a key role in their development, local regulations were
critical in creating the need for, or enabling, pooling arrangements.

5.17.1.2 The UK played a leading role in this regard and pioneered the national
nuclear insurance pool approach, leading to the formation of entities like Nuclear Risk
Insurers Limited. This was driven by the Nuclear Installations Act of 1959. The groundwork
for nuclear liability and insurance arrangements began earlier, around 1956, in response to
the growing civil nuclear industry and the need for a structured liability and nuclear insurance
solution.

5.17.1.3 The USA in turn does not adhere to the Paris or Vienna Conventions,
although it has adopted similar principles. Instead, it operates under the PAA of 1957, which
establishes a distinct nuclear liability regime.

5.17.1.4 The PAA mandates that Nuclear Regulatory Commission (NRC) licensees
and Department of Energy (DOE) contractors maintain financial protection. Power reactor
licensees are required to secure a primary layer of private insurance, currently US$500
million, and contribute to a secondary insurance pool of approximately US$158 million per
reactor, totalling about US$15 billion for 95 reactors. American Nuclear Insurers (ANI) is
the sole pool providing nuclear liability insurance in the USA, retaining a portion and ceding
the remainder to international insurers. The PAA covers a broad range of damages, including
bodily injury, property damage, and evacuation expenses.*’

5.17.1.5 Germany is notable for imposing unlimited liability on nuclear operators,

45. Insurope (n.d.). Employee Benefits Multinational Pooling. https://www.insurope.com/component/
attachments/attachments.html?task=download&id=705&method=view (Accessed 6 October
2025)

46. Liability for nuclear damage, supra

47. The Price-Anderson Act, supra.
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a significant deviation from the limited liability principles in international conventions
(Rimsaite, 2013).

5.17.2 AVIATION INSURANCE POOLS

5.17.2.1 The USA is a key jurisdiction for RRGs in aviation insurance.*® The
commercial aviation sector globally also relies on pooling.*?

5.17.2.2 The LRRA of 1986 specifically facilitates the formation and operation of
RRGs. RRGs are subject to a unique blend of US federal and state regulations, often with
certain exemptions from conventional state insurance laws.

5.17.2.3 Risk Retention Groups in the USA are a distinct type of insurance entity
that allows businesses within the same industry, such as aviation, to pool their risks and
self-insure. They emerged as a flexible and cost-effective alternative to traditional insurance
markets. RRGs are typically non-profit organisations, owned and controlled by their member
businesses, and offer customised coverage solutions. Regulatory oversight involves obtaining
a charter from a specific state and registering with the National Association of Insurance
Commissioners (NAIC), which provides a centralised platform, monitors financial condition,
and develops model laws to guide state regulation.

5.17.3 MARINE INSURANCE POOLS (P&I CLUBS)

5.17.3.1 The Marine Insurance Act 1906, in the UK, is a foundational piece of
legislation that governs marine insurance contracts, policy types, and risk management
practices. While not directly regulating pooling, it sets the underlying legal principles for the
risks covered by P&I Clubs.>

5.17.3.2 P&I Clubs operate under a sophisticated internal governance structure
comprising a Group Constitution, the International Group Agreement (IGA), and a Pooling
Agreement. The Pooling Agreement specifically defines the risks that can be pooled, the
exclusions, and the methodology for sharing covered losses among participating Clubs.>!

5.17.3.3 P&I Clubs are also subject to the comprehensive Solvency II regime,
which is a harmonised EU-wide regulatory framework for insurance companies, mandating
specific capital adequacy and reporting requirements, including Solvency Financial Condition
Reports (SFCR).

5.17.4 NATURAL CATASTROPHE INSURANCE POOLS

5.17.4.1 As mentioned earlier, our research could not establish an international
equivalent convention for natural disaster insurance risk management. However, natural
catastrophe insurance pools operate at both regional and national levels. Prominent regional
sovereign pools include the CCRIF SPC, the ARC, and the PCRAFI (Ciullo et al., 2023).

48. https://theinsuranceuniverse.com/aviation-insurance-regulations-2/, supra

49. Beinsure (July 2025). https://beinsure.com/promising-outlook-for-global-aviation-insurance-
market-economic-insights/

50. https://www.numberanalytics.com/blog/deep-dive-marine-insurance-act-maritime-law, supra

51. P&I Clubs. https://www.igpandi.org/article/group-agreements/, supra
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5.17.4.2 Nationally, the USA has various state-level regulations for catastrophe risk
capital and programmes like the National Flood Insurance Program.32 In the USA, companies
utilising intercompany pooling arrangements or quota share agreements that cover 100% of
certain catastrophe risks may be eligible for exemptions from specific capital requirements,
reflecting a regulatory acknowledgment of effective risk transfer within groups.3

5.17.4.3 Italy has recently introduced mandatory natural catastrophe coverage
and is establishing a national insurance pool. At the national level, Italy’s Law No. 213 of
30 December 2023 introduced mandatory natural catastrophe coverage for enterprises.>*
Italy’s new national pool aims to centralise reinsurance negotiation, facilitate dialogue with
the public retrocession layer (SACE), and standardise risk transfer practices.

5.17.4.4 Spain operates the Consorcio de Compensacion de Seguros, a government
entity providing extraordinary risk coverage.>

5.17.4.5 Australia established the Australian Reinsurance Pool Corporation (ARPC)
for cyclone events through an amendment to the Insurance Act 1973, creating the Cyclone
Reinsurance Pool.’® Australia’s ARPC, established by legislation, administers both terrorism
and cyclone reinsurance pooling, with mandatory reinsurance for eligible cyclone risks.

5.17.4.6 The TCIP was established in 2000 to address chronic under-insurance of
earthquake risk. Under the Compulsory Earthquake Insurance Law, all residential buildings
in designated urban areas must carry coverage, with private insurers competing to underwrite
policies on TCIP’s behalf. The government provides an explicit sovereign guarantee for
extreme losses and a regulatory “back-stop” fund to ensure that claims are paid even if market
capacity is exhausted. Today, TCIP insures over 50 percent of eligible dwellings. Coverage
is highest in major cities but remains below universal penetration due to enforcement and
affordability challenges. The programme has demonstrated rapid, well-capitalised payouts in
the wake of the February 2023 Kahramanmarag earthquake.

5.17.4.7 Morocco’s system blends market-based insurance for policyholders with a
solidarity mechanism for the uninsured. Since 2015, every property and casualty policy sold
in Morocco automatically includes a Compulsory Extension of Guarantee against earthquake
and flood, ceded to a public-private pool. With overall penetration still below 5 percent, a
separate Solidarity Fund (FSEC) compensates uninsured victims. After the September 2023
Al Haouz earthquake, the FSEC mobilised approximately US$300 million in parametric

52. FEMA. Insurance, finance, and regulation primer for terrorism risk management in buildings.
https://www.fema.gov/pdf/plan/prevent/rms/429/fema429 ch2.pdf (Accessed 24 July 2025)

53. National Association of Insurance Commissioners (2024). Calculation of catastrophe risk charge
RCAT PRO27A, PR027B, PR027BI, PR027BII, PR0O27BIII, PR0O27BIV PR027C, PR027CI,
PR027CII, PR027 CIII, PR0O27CIV, PR027D, PR027, PR0O27INT, and PRO27INTA. https://
content.naic.org/sites/default/files/research-climate-scenario-ye24-rbc-cat-blanks-extracts.pdf
(Accessed 24 July 2025)

54. Foglia & Ramos, supra

55. https://www.marsh.com/en/services/environmental-risk/insights/new-developments-nat-cat-
insurance-regulation-europe.html, supra

56. Australian Reinsurance Pool Corporation. https://arpc.gov.au/about/ (Accessed 24 July 2025)
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reinsurance cover, of which US$275 million was paid out via the pooled reinsurance
programme. The government guaranteed counterparty performance and set premium rates
through its insurance supervisor (ACAPS). This dual structure ensures broad social protection
without unduly distorting the private market.

5.17.5 CIVIL UNREST SCHEMES

5.17.5.1 Our research could not verify the existence of a specific (re)insurance
pooling arrangement, like nuclear pools, specifically for political violence and civil unrest.
Whilst civil unrest is included in some terrorism pool arrangements, such as Pool Re in
the UK, Terrorism Risk Insurance Program Reauthorization Act (TRIPRA) in the USA, the
Austrian Terrorism Pool, and GAREAT in France, the type of domestic civil unrest seen in
South Africa, which is not associated with terrorism per se, does not appear to have prompted
pooling arrangements in other jurisdictions.

5.17.5.2 The type of civil unrest found in South Africa thus led to a different
insurance solution, not strictly private market pooling. SASRIA was established in 1979
in response to widespread civil unrest and the need for affordable cover against political
violence, riots, and public disorder. Whilst SASRIA operates on a coinsurance basis with
primary insurers, it is a state-owned insurer with its own balance sheet and reserves, and not a
pooling association. SASRIA does not reinsure the primary insurers’ risk. Instead, it takes on
the risk itself for the special perils it covers. The primary insurers act as agents for SASRIA
in collecting premiums and issuing the SASRIA coverage. They do not share in the losses
that arise from SASRIA-related claims.

5.17.5.3 The SASRIA Act No. 68 of 1979 requires that every fire, theft, motor and
household policy written in South Africa automatically includes SASRIA cover, ensuring
nation-wide protection without separate purchase. Premiums are thus pooled centrally, and
claims triggered by clearly defined events such as riots, strikes with violence, and sabotage are
paid directly from the accumulated reserves, rather than from the primary insurers’ balance
sheets. SASRIA in turn reinsures into the global market to secure capacity for extreme losses.

5.17.5.4 Today, SASRIA provides cover to over 90 percent of South African house-
holds and businesses, with a claims-settlement track record that underscores its role as the
country’s premier risk-transfer vehicle for politically motivated perils. SASRIA provides an
example of mandatory insurance cover in South Africa, structured on a coinsurance basis,
which could potentially be applied to other risks rather than by using pooling arrangements.

5.17.5.5 Inconclusion, the regulatory landscape for global insurance and reinsurance
pooling arrangements is a complex, evolving ecosystem. It is shaped by the inherent
characteristics of specific risks, the individual insurers capacity limitations, the imperative for
financial stability, and the ongoing challenge of achieving global consistency amidst national
regulatory diversity. The increasing frequency and severity of systemic risks, particularly
those related to climate change and potential cyber catastrophes, will likely continue to drive
further innovation in pooling structures and necessitate deeper collaboration between the
private insurance industry and governmental entities to ensure adequate risk transfer and
societal resilience.
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5.17.5.6  Our research shows that whilst international conventions and regulations
have driven the formation of specific pooling arrangements, many countries have innovated
at local level with the establishment of regulations that have enabled pooling arrangements
in response to local market needs.

5.18 Voluntary association pooling rules

5.18.1 In some jurisdictions, where legal entity structuring is not possible or
desirable, pools are formed around voluntary associations and therefore require supplementary
governance arrangements. This is done in the form of pooling rules or risk pool agreements.
Even in jurisdictions where specific regulations enable pooling arrangements, given the
foreign cooperation (actual risk and/or economic value share) with specialist risk pools in
other countries, there is a need for voluntary pooling agreements.

5.18.2  International insurance pooling arrangements for specialist risks thus
generally operate under a set of voluntary pooling rules that define how participating
local insurers cooperate and share risks. Pooling rules balance local independence with
global cooperation. Each insurer manages their share of risk locally, while collaborating
internationally to create scale, share underwriting capacity and results, and provide clients
with coordinated insurance cover that combines local and foreign capacity. Some domestic
pools supplement the international best practice pooling rules for that class of business, with
local cooperation agreements.

5.18.3  Below are the key principles governing the relationship amongst partici-
pating pool members.

5.18.4 VOLUNTARY PARTICIPATION

5.18.4.1 Domestic pool members, usually local insurers or reinsurers, join by
voluntary agreement, not compulsion. The exception is mandated cover arrangements, where
legislation drives compulsory participation. This is often done through a deed of adherence
to a standardised set of pool rules. Membership can be open to any number of participating
domestic insurers but can also be exclusive within each country with only one member
insurer per country for a given pool. There is generally a requirement that members must be
registered insurers with the relevant approved classes of business.

5.18.4.2  Eligibility requirements for new pool members are often set and maintained
for existing members. Adherence to these requirements needs to be monitored to prevent
adverse selection, where only high-risk participants join, destabilising a pool.

5.18.4.3 The agreement is captured in a voluntary association agreement, the pool
rules, that govern the relationship amongst parties. This can also be done in a constitution
format for pools that are legal entities with the latter allowed in some jurisdictions.

5.18.4.4 Cooperation terms with international pools are typically covered in the pool
rules of the relevant domestic pool. This applies for both domestic insured assets covered by
foreign underwriters and foreign assets covered by domestic underwriters. The pool rules
typically identify whether an administrator entity is appointed on behalf of pool members to
administer the affairs of the domestic pool
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5.18.5 AUTONOMY OF LOCAL POLICIES

Each local insurer remains individually responsible for their share of underwriting,
issuing, and servicing policies under local laws, regulations, and practice. Generally, there is
no joint liability amongst pool members, with this being made clear to the policyholder. The
pool does not override local insurance contracts or regulatory obligations. The participating
members do agree, however, to cooperate with standardised processes, terms and conditions,
pricing etc. This is typically achieved through the recognition of a lead underwriter. In
practice, terms are often followed based on guidance from international pools in the same
specialist class of business.

5.18.6 POOLING OF RESULTS

Generally, the administrator entity for the pool will share the same financial bordereaux
(claims, premiums, expenses etc) with all domestic insurer members, and indicate the relevant
percentage share of each coinsurer. Premiums are generally received in the same proportion
as the cover percentage individually accepted. The above financial bordereaux are shared
with foreign underwriters or international pools that coinsure on the same domestic risks.
Surpluses are proportionately shared by the pool members and can be processed as premium
refunds or reductions in subsequent year premiums or expenses. The same is applied on the
proportion of risk underwritten by the foreign pools or foreign underwriters

5.18.7 RISK SHARING AND TRANSPARENCY

5.8.7.1  Transparency on underwriting risk, operational procedures, financial over-
sight, reinsurance pooling, independent audits, etc. is important to maintain trust amongst
participating pool members, but needs to be done in a way that doesn’t result in potential
competition regulation contraventions.

5.8.7.2  If available capacity from the pool is not fully utilised, each member’s
share is typically adjusted in proportion to their initial percentage cover commitment.
Members agree to provide accurate and timely data to the pool. Surpluses are distributed, or
deficits carried, according to agreed formulas, ensuring fairness among members.

5.8.7.3  Pooling rules typically govern whether insurer members may or may not
onwards reinsure a percentage of their underwriting share. Often this is prohibited so that the
pool, as a whole, can arrange reinsurance pooling support on standardised terms.

5.18.8 PROFIT-SHARING AND DEFICIT HANDLING
Pools typically aim to return surpluses to all pool members and /or the policyholder.
Deficits can be carried forward against future surpluses where possible.

5.18.9 CONFIDENTIALITY AND NON-SOLICITATION

Members must protect client information and not use the pool to solicit another
member’s client in their home territory. Cooperation is based on mutual trust and the integrity
of data shared.
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5.18.10 EQUAL TREATMENT OF MEMBERS

All members participate on the same rule base, without preferential terms. Disputes
are handled according to the pooling agreement and often escalated to the pool administrator.
A Management Committee is typically appointed from the participating insurers in the pool
to help direct the affairs of the pool and liaise with foreign pools. General meetings are called
based on pre-determined frequency and reporting requirements.

5.18.11 TERMINATION & CONTINUITY

Membership may be terminated by notice, but local insurers must ensure continuity
of client cover for the remainder of the annual cover period. The pool rules provide for a
smooth transition of clients if a member exits, but generally do not release a pool member of
underwriting capacity agreed to in the current underwriting year.

5.19  In our view, lack of specific regulations for pooling arrangements do not necessarily
prohibit leveraging pooling arrangements to achieve a particular strategic goal; for example,
recognising pools as a distinct class, or mandating placement of specialist risk covers with
pooling arrangements. However, regulations may assist in enabling a widespread use of
pooling arrangements and assist domestic market participants to access foreign insurer
balance sheets where local capacity is limited.

6. FACTORS TO ENABLE POOLING ARRANGEMENTS IN SOUTH AFRICA

Thus far we have set out why (re)insurance pooling arrangements play a crucial role
in solving for the lack of private market insurance capacity for certain types of risks. We have
covered both international developments, as well as developments in different specialist risk
types and how these have emerged, whether government-led or industry-led. We have also set
out examples of the role of local domestic regulations in either mandating pooling arrangement
solutions or enabling pooling arrangements by accommodating voluntary pooling associations.
This section explores how South Africa’s regulatory and market environment could evolve
to enable the formation of (re)insurance pooling arrangements capable of addressing the
country’s limited capacity for high-severity, low-frequency risks such as natural disasters
and nuclear events. Drawing on international experience and guidance from the World Bank,
it argues that pooling structures can mutualise catastrophic losses, enhance affordability, and
strengthen market resilience where fiscal constraints limit direct government intervention. To
do this, South Africa’s regulatory framework requires targeted reform across three key areas:
licensing, solvency, and market conduct. The following discussion outlines these areas and the
complementary roles that government, regulators, insurers, reinsurers, and intermediaries can
play to foster a more enabling ecosystem for pooling arrangements.

6.1 World Bank guidance

6.1.1 From the outset we concur with guidance from the World Bank that
public-private partnerships may be required to solve for catastrophic type risks, especially
for emerging economies, and in this case for natural disasters (NatCat pools). In 2025 the
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World Bank group released a publication summarising the different types of Public Private
Insurance Programmes (PPIPs) found globally. It laid out a framework of what a successful
PPIP should look like, summarised into four categories: adaptive social protection, national
catastrophic risk insurance pools and programmes; sovereign catastrophe risk insurance
pools; and sovereign alternative risk transfer mechanisms. These provide a graduated
spectrum of risk-financing solutions, as illustrated in Figure 7.

Adaptive Social f\ National catastrophe risk
Protection (ASP) insurance pools and programs
PPIPs Targeting @ Government @ Domestic insurance markets
Individuals and
H — ) . 2 Public premium subsidies
(el BusinesEEs International aid (for individuals and MSMEs)
ﬁﬁ International reinsurance
ZZF International reinsurance
@ Government as reinsurer of
\/ last resort
Sovereign catastrophe /\ Sovereign alternative risk transfer
PPIPs Providing risk insurance pools
Coverage for the Domestic insurance markets ﬁ Government
Central or Local
G t — PO N
overnments International aid Financial markets
ﬁh International reinsurance
Financial Capacity of the Government
Low <« » High
Level of Market Development
Note: MSMEs= micro, small and medium enterprises.

FIGURE 7. Categorisation of public private insurance programmes in EMDEs>’

6.1.2 Adaptive social-protection schemes sit at the entry level: they bolt disaster
“top-ups” onto welfare transfers, expanding coverage rapidly in aftershocks while relying on
donor funding or sovereign parametric insurance to meet large losses.

6.1.3 Next are sector-specific regional insurance platforms, such as livestock or
crop pools in the Horn of Africa, which aggregate smallholder exposure, deliver bundled
savings-and-insurance products, and buy reinsurance collectively to slash transaction costs.

57. Adam, B, Hallegatte, S & Mahul, O. (2025). Mobilising public-private solutions to manage
the financial impacts of natural hazards in emerging market and developing economies. World
Bank Group. https://www.financialprotectionforum.org/publication/mobilizing-public-private-
solutions-manage-financial-impacts-natural-hazards-emerging
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6.1.4 With deeper markets, governments can launch public premium-subsidy
programmes, for example, India’s Pradhan Mantri Fasal Bima Yojana (PMFBY), where
private insurers underwrite multiple perils, but the state absorbs most of the premium so that
millions of farmers can afford insurance for their crops.

6.1.5 As domestic capacity strengthens, countries move to national catastrophe
insurance pools for homeowners, like Turkey’s TCIP, which make cover compulsory,
accumulate joint reserves, and leverage pooled buying power to secure cheaper reinsurance.

6.1.6 Some jurisdictions add a dual layer, pairing mandatory extensions for
insured households with a solidarity fund for the uninsured, as Morocco does, to ensure broad
social protection.

6.1.7 At the sovereign apex are multi-country catastrophe risk pools (e.g., CCRIF
SPC and ARC), which deliver rapid, parametric liquidity to governments and are capitalised
by donor contributions and international reinsurers.

6.1.8 Finally, fiscally stronger countries layer in public-asset insurance consortia
and alternative risk-transfer instruments (CAT bonds, swaps) to protect critical infrastructure
and secure post-disaster reconstruction funds.

6.1.9 In the above insurance taxonomy, pooling arrangements, whether national
household pools or sovereign risk pools, occupy the upper risk-transfer end of the continuum.
They mutualise tail losses through joint reserves and unlock capital-efficiency gains, while
relying on adequate legal and supervisory frameworks to sustain collective risk-bearing.

6.1.10  From the above, it can be seen that pooling arrangements can be designed
to meet different market’s needs and tailored in jurisdictions where governments have
constrained fisci. As mentioned earlier, in South Africa’s context, private market industry
players should play a role in solving for natural disaster insurance cover, potentially through
a pooling arrangement, as opposed to relying on government intervention, which may not be
the most efficient outcome. This is particularly due to South Africa’s fiscal constraints.

6.1.11 However, at the same time, we believe government and regulators can play
arole in actively promoting and enabling pooling arrangements. With NatCat risks there will
be a need to offshore material proportions of risk to foreign underwriters and (re)insurance
pools. Local market participants are unlikely to be able to provide enough capacity, whether
on a voluntary coordinated basis or on a mandatory basis. We have not quantified the extent
of such foreign insurance market capacity needs but have used nuclear insurance and the
SANP as a benchmark for the argument.

6.2 Regulatory considerations

6.2.1 South Africa’s regulations are in our view not currently conducive to
either grow the market for catastrophe risk insurance or attract participant domestic insurers
into pooling arrangements through incentives. South Africa does not have specific financial
services regulations formally recognising pooling arrangements or mandating compulsory
pooling structures for catastrophe-related risks, other than SASRIA. Whilst coinsurance
market practices are not new in commercial insurance in South Africa, the local market’s
participation in domestic or international pooling arrangements remain limited.
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6.2.2 Lloyd’s syndicates continue to play an important role in South Africa,
supported by a specific regulatory regime that recognises them as local insurers in our
insurance regulations. Even where there is reliance on Lloyd’s syndicates, as is the case
for nuclear insurance in South Africa, they too do not provide all the required underwriting
capacity for South Africa’s domestic nuclear power plants.

6.2.3 The recommendation to consider pooling arrangements does not diminish
the role foreign reinsurers and their subsidiaries or branches currently play, or could play,
in South Africa. Rather, the point is that there is no holistic regulatory framework for
catastrophic risks, specifically one that enables pooling arrangements, that can make it easier
to solve for garnering additional required capacity.

6.2.4 Given the fiscal constraints on government and the nature of catastrophe
risks in South Africa, foreign pool and foreign underwriter participation needs to be
encouraged, not discouraged. Greater recognition could therefore be given to the role of
international pooling arrangements for specialist risks and how these arrangements could
respond to the need for sufficient financial security for such risks in South Africa.

6.2.5 Foreign pools, in the form of nuclear insurance or reinsurance pools today,
participate on a voluntary basis with SANP in underwriting the nuclear risks at Koeberg and
NECSA. They have no obligation to support South Africa’s cover needs but do so in the
public interest. This model could be replicated for other risk types.

6.2.6 Generally, international pooling systems rely on the principle of risk-and/or
economic value share to sufficiently diversify risk exposures globally amongst participating
(re)insurers. As such, if more South African (re)insurers participate in foreign pools for
foreign risks, it will help facilitate support for South Africa’s domestic needs in the case of
natural catastrophe cover.

6.2.7 The core of our argument is thus that South African financial services
regulations need to evolve to promote the creation of more pooling structures so that
policyholder needs in the country can be met. At the same time, the current domestic insurance
market players can play a more leading role in pushing for reforms.

6.2.8 The need to review regulations for alternative insurance market solutions
is also emerging in other markets. Kate Bible, Chief Actuary and Head of Capital for Aon’s
Reinsurance Solutions in Australia and New Zealand was quoted as saying that:

compared with international peers, Australian insurers have fewer options for reinsurance

products that qualify for regulatory capital relief. The Australian Prudential Regulation

Authority began consulting in late 2024 on ways to expand insurers’ access to a broader range

of reinsurance solutions, including alternative products, with recommendations expected by

year-end... However, Australian regulations currently limit credit to these potentially cheaper
funding sources. Material adjustments to these regulations could help unlock access to these
alternative capital sources, leading to improved pricing and terms for some components of

reinsurance ...>8

58. Mixides, T (4 September 2025). Actuaries Institute. https://www.reinsurancene.ws/reinsurance-
shields-australian-insurers-from-billions-in-losses-actuaries-institute/
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6.2.9 The following sections focus on three core areas for regulatory evolution,
which we believe would unlock the most value:
— licensing arrangements
— solvency provisions; and
— market conduct legislation.

6.3  Licensing arrangements

6.3.1 Currently, licensed foreign jurisdiction underwriters are prohibited from
providing insurance cover in South Africa if they are not registered locally. However,
policyholders and their brokers are allowed to solicit offshore cover if they cannot find
sufficient capacity in the South African market.

6.3.2 It is worth noting that the old Financial Services Board of South Africa, now
the Financial Sector Conduct Authority (FSCA), and Prudential Authority (PA), published a
Position Paper on Reinsurance Regulatory Review in 2015. The paper was a crucial document
that set out the final reforms for the prudential regulatory framework for reinsurance in South
Africa. It was developed as part of the broader move towards the Solvency Assessment and
Management (SAM) regime.

6.3.3 The fundamental outcome was that South Africa’s reinsurance regime
would require foreign reinsurers, wishing to reinsure South African risks, to register as a
licensed branch in South Africa unless the foreign reinsurer is regulated by a country with an
equivalent regulatory framework according to the Financial Services Board. Such traditional
jurisdictions that were expected to be approved were notably the UK and EU.

6.3.4 The paper noted as a key reform (Financial Services Board, 2015):

Participation of foreign insurers in the South African market will be broadened by allowing

them to operate on a branch basis, thereby improving reinsurance capacity, competition and

the spread of reinsurance risk. The concept of “approved” and “non-approved” reinsurance that

currently applies to cross-border business conducted with foreign reinsurers will be replaced

by the new framework. Different prudential requirements will apply to locally-incorporated

reinsurers, branches of foreign reinsurers, and Lloyd’s to reflect their different prudential risks.

6.3.5 The benefit of participation of foreign reinsurers was noted as:

The main benefit of broadening participation is that it helps address the shortage of reinsurance
capacity in the South African market, thereby contributing to improved competition and a
greater spread of reinsurance risk. (Financial Services Board, 2015)

6.3.6 What was noticeably absent from the above reinsurance market focus was
the role of pooling arrangements that already existed at the time, such as SANP. There was,
however, reference to the “treatment of non-traditional types of reinsurance and alternative
risk transfer”, as well as “cross-border [direct placements] to foreign reinsurers” transactions,
which is separate from placements with local reinsurers and Lloyd’s syndicates. The paper
specifically noted the volume of direct placements with foreign reinsurers as “an indication
that the local market lacks capacity for specific risk categories”.
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6.3.7 There was also recognition that regulatory and supervisory frameworks
must avoid or mitigate opportunities for cross-border regulatory arbitrage. Regulatory arbitrage
is the practice whereby firms take advantage of loopholes in regulatory systems in order to
circumvent unfavourable or stricter regulation. (Financial Services Board, 2015)

The regulator was concerned that a broadening of participation by foreign insurers could create
unintended consequences. Even when foreign reinsurers operate in equivalent jurisdictions,
there will still be residual risks, largely relating to the difficulties of cross-border resolution
in the event of the failure of an internationally active insurance group. The regulator was
worried about further complications in prudential oversight, especially in crisis situations.

6.3.8 However, the regulator did acknowledge that local direct insurers and
local professional reinsurers will be allowed to place reinsurance directly with a foreign
reinsurer. However, foreign reinsurers will continue to be prohibited from soliciting business
in South Africa on a cross-border basis. SANP is an example of a third category, being the
direct placement of a share of coinsurance cover from the policyholder to a foreign licensed
underwriter or reinsurer, due to the lack of workable alternative solutions to address for the
nuclear liability cover needs.

6.3.9 Current insurance licensing conditions, in our view, create an onerous
obligation on foreign pools and/or their members to be registered to provide insurance cover in
South Africa on catastrophe type risks eg. natural disasters. Individual exemption applications
from such a wide range of foreign underwriters are costly and create an unnecessary burden
on both the foreign participants and the regulator.

6.3.10  As evidence of the above, there was a Joint Prudential Authority and
Financial Sector Conduct Authority Guidance Notice 1 of 2019 published on the application
of section 5 of the Insurance Act 2017, prohibiting the conduct of insurance business in South
Africa without a licence. The Joint Guidance offered a relatively focused interpretation of
what it means to solicit insurance business in South Africa, whether directly or indirectly
through intermediaries, including activities that influence or sway a customer in the placement
of their insurance business.

6.3.11 A strict interpretation of section 5(2) of the Insurance Act reflects that
a foreign pool and/or its member underwriters will be regarded as conducting insurance
business in South Africa, when they do not have a presence in South Africa, but where they
have appointed a South African entity to provide financial services, in particular, intermediary
services, on their behalf. There is no requirement that those financial services provided have
any influence or sway on the placement of insurance business by the foreign pools. The
requirement is simply that the South African intermediary provides a financial service in
South Africa to the foreign pool and/or its member underwriters in respect of the foreign
pools insurance.

6.3.12  This view is supported by example 1.5 in the Joint Guidance which states:

A foreign insurer or foreign reinsurer appoints a financial services provider registered in

South Africa or another jurisdiction to solicit business from South African entities or provide

financial services in South Africa on its behalf. The financial services provider acts on behalf
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of the foreign insurer or foreign reinsurer or on behalf of more than one foreign insurer or
foreign reinsurer. It does not act on behalf of the South African based policyholder or potential
policyholder. In these scenarios, section 5(2) finds application. (our emphasis)

6.3.13  Inthis example, the provision of “a financial service” is distinguished from
the “soliciting of business”. Even if the foreign underwriter, unlicensed in South Africa, did
not aim to solicit business in South Africa, but responded to the need for catastrophe risk
insurance due to limited domestic capacity, such foreign underwriter will be deemed to be
in contravention of South African insurance licensing requirements if they appoint a South
African intermediary to assist in managing such arrangements, for example, collection of
premiums, handling of claims etc.

6.3.14 Section 5(2) of the Insurance Act is not limited to financial services, and
includes any services provided by a third person to the foreign insurer in South Africa in
respect of that foreign insurer’s insurance business.

6.3.15  Foreign pools or underwriters generally reactively respond to the
solicitation of cover by South African policyholders or their brokers if they cannot find
the required capacity locally. In the case of coinsurance arrangements in particular, which
pooling arrangements generally operate on, such foreign underwriters are more dependent
on a South African intermediary to perform regulated activities on their behalf.

6.3.16  An intermediary facilitating the placement of complex catastrophe type
risks are coordinating a complex set of insurance transactions and relationships with domestic
insurers and foreign pools to meet the policyholders’ needs. This is a critical function, given
the coinsurance nature of the insurance placements for catastrophe risk underwriting. Foreign
pool participants also need to appoint a South African broker to perform certain administrative
functions on their behalf, in addition to regulated intermediary activities. They may rely on
them to perform certain binder functions, namely “enter into”, “vary”, or “renew policies of
insurance”.

6.3.17  The above regulatory constraint is not ideal for growing pooling arrange-
ments. We believe it could be solved by considering the following amendments.

6.3.17.1 Prudential Standard GOI 7 —Miscellaneous Regulatory Requirements for

Insurers

— Section 6 of GOI7 allows for “Excluded Business”, and specifically notes that as per Section
5(9)(a)(i) of the Insurance Act, 2017 “the Prudential Authority may prescribe that certain
types, kinds or categories of insurance business are, subject to any requirements prescribed
by the Prudential Authority, exempted from the application of the Act.” We recommend
this section be updated for catastrophe risks and recognised pooling arrangements, but
in a manner that does not encourage abuse of foreign licensed underwriters who are not
licensed in South Africa.

— The only listed arrangement that could potentially be deemed as providing relief
resembling catastrophe or disaster cover is “agricultural co-operatives registered under
the Co-operatives Act, 2005”. The regulator could similarly add catastrophe-related risks
to this list—including nuclear, natural disasters, and terrorism—as well as risks where
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corporate policyholders are unable to secure sufficient capacity locally, for example,
cyber, aviation, and marine insurance.

6.3.17.2 Section 5(1) read with Section 5(2) of the Insurance Act

— As explained above, the wording of section 5(2) is quite wide and appears to include
intermediaries providing services on behalf of foreign underwriters. However, from
discussions with market participants it appears some individual underwriter members of
foreign pools are not necessarily registered as (re)insurers in South Africa, as they believe
they do not actively compete for or solicit business in South Africa, but rather respond to
requests for cover.

— Some market practices covered in the Joint Guidance note of 2019 mentioned above were:

— Reverse solicitation occurs when a South African policyholder or insured seeks
insurance from foreign underwriters. Foreign underwriters are permitted to respond,
typically via exemption applications, without being deemed to conduct business
directly in South Africa. The requirement is that the foreign underwriter must have no
presence in South Africa, and all financial services relating to the insurance policy must
be dealt with offshore.

— Where a foreign underwriter does not voluntarily contact policyholders or potential
policyholders, or otherwise directly solicit business in South Africa, it is not required
to be licensed.

— However, a foreign underwriter may not indirectly conduct business in South Africa
through an agent, including an intermediary. The test applied is one of agency i.e.
whether the agent is acting in South Africa on behalf of the foreign underwriter when
soliciting or placing business.

6.3.17.3 1t is this latter clause that is problematic for pooling arrangements. Given
the coinsurance model typically involved in pooling arrangements, it is necessary in practice
to have an agent in South Africa to coordinate placement of cover when solicited by a broker of
a policyholder, and to assist in premium collection, claims handling and other administrative
functions. Such an agent in practice collects premiums from the policyholder or their brokers
and then divides it up amongst the participating local pool underwriter members, the foreign
pools, and their underwriter members. We are not aware of a mechanism whereby pooling
arrangements can be licensed as insurers; in the absence of a policyholder directly paying the
proportionate premium to each coinsurer, an agent is required to fulfil that need. The practical
need for an agent results in indirectly representing foreign pools and their underwriter
members.

6.3.17.4 We argue that it is counterproductive and impractical to require that each
foreign pool and/or underwriter apply to be licensed in South Africa and that a different
solution is therefore required. This regulatory vacuum is potentially one of the reasons why
pooling arrangements have not gained ground in South Africa as it creates too much regulatory
uncertainty for foreign market players. The PA can thus facilitate the introduction of a special
regime for foreign pooling arrangements but in a way that does not directly compete with
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local underwriters for catastrophe-related covers, to help stimulate participation of South
African underwriters in insuring catastrophe risk.

6.4  Solvency provisions (risk-based solvency)

6.4.1 Whilst pooling arrangements appear to be a viable solution for generally
uninsurable catastrophe type risks, the ability to charge an actuarially sound premium rate,
reflecting the underlying risk profile, remains critical. This is difficult to achieve, given the
lack of historic claims experience, relatively lower frequency of incidents, and reliance on
specialist underwriters and engineers that need to provide expert opinion on risk exposures. In
addition, high capital requirements generally deter insurers from providing such product lines.

6.4.2 Low frequency, high severity, single peril and single geography risks build
up retained earnings quickly and may look profitable just by virtue of nothing happening in
the catastrophe market. It is important for pools to build up retained earnings and buffers
over long periods of time. Short-term regulatory interventions, in the form of onerous
capital requirements, are often harmful to the market for catastrophic risk cover. Specialist
dispensations are therefore required. Regulators, in turn, rightly seek assurance that claims
will be paid by all participants in an event, including foreign participating underwriters.

6.4.3 Post-loss premium surcharges or premium increases as potential funding
mechanisms are usually not successful. Policyholders or communities are often displaced after
a catastrophic event and cannot afford to pay premiums after a disaster. Often, a combination
of fund sources is considered, for instance, pre-loss premiums, retained earnings, capital,
contingent debt, traditional (re)insurance, self-insurance funds, derivatives, and CAT bonds.
Self-insurance arrangements play a key role as mentioned for ELINI and EMANI in nuclear
risk, discussed in Paragraph 3.6.3.

6.4.4 Pooling arrangements however can reduce the technical premium for a
catastrophic risk through lower operational costs via shared infrastructure and administration,
and lower cost of capital arising from increased financial efficiency and risk diversification
(see Figure 8).

6.4.5 The South African SAM framework, introduced through the Insurance Act
of 2017, is structured to reflect the risk profile of a typical insurer operating in South Africa.

6.4.6 This approach recognises the need for a pragmatic regulatory design
that balances two objectives: ensuring all insurers hold sufficient capital while keeping
the framework cost-effective and practical to supervise. Consequently, SAM is well-suited
to first-party insurance covering standard risks, but it is less effective in capturing more
specialised exposures such as third-party catastrophe risks.

6.4.7 Of particular concern is that the current Catastrophe Risk Statutory Capital
Requirement (SCR) under the standard formula has not been evolved in recent years. It was
calibrated more than ten years ago and has not been updated to allow for changes in the risk
environment, including increased frequency and severity of natural disasters. It is therefore
worth considering potential changes required to the Catastrophe Risk SCR.

6.4.8 Furthermore, for a pool operating under SAM, the framework does not
explicitly recognise the diversification benefits that arise from spreading exposures across
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FIGURE 8. Categorisation of PPIPs in EMDEs
Source: World Bank and IAIS (2025)

multiple countries and members. Capital is instead determined using the standard formula’s

fixed correlation structures, which apply at the level of the pool’s net risk without regard

to the internal diversification achieved through its multinational membership. This means
that the pool’s required capital may be overstated relative to its true diversified risk profile,
and any attempt to argue otherwise is likely to spark some “overrun discussions” with your
auditors!

6.4.9 In our view therefore two main drawbacks under SAM need to be addressed:

— Lack of structural recognition: Pooling arrangements and similar alternative insurance
risk transfer vehicles, such as SANP, need to be explicitly accommodated, so as not to
limit their adoption, especially given the clear diversification benefits seen in other multi-
country pools.

— Outdated parameter calibration: As described in Section 1, the increased severity and
frequency of natural disaster events require a review of SAM parameters. We have not
specifically delved into this area but recommend further research into the appropriateness
of the current SAM catastrophe stresses to ensure they are updated to allow for changes in
the risk landscape, not just for climate risk developments, but also the broader catastrophic
risk landscape

6.4.10 CAPITAL REQUIREMENTS FOR NATURAL CATASTROPHE POOLS UNDER
SOLVENCY ASSESSMENT AND MANAGEMENT
We begin with an overview of the current SAM’s Prudential Standard FSI 4.3 and its
treatment of natural catastrophe scenarios for all non-life (re)insurers as shown in Table 3.
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TABLE 3. Standardised scenarios for natural catastrophe risks

Scenario Return period target G 10§rssfla:)t o (et Key lines in scope
Single earthquake 1 in 200 years 0.34% Bu1!d1ng§, contents,
engineering, motor

Single hailstorm 1 in 200 years 0.46% Buildings, motor

Horizontal “busy year”

combination, which 3x1inl0+1x1in 3x0.019+0.0315 All property, motor,

includes flood as well as 20 years =0.0885% engineering exposures

other events

*TSI: Total Sum Insured. These factors (Attachment 8 of FSI 4.3) apply before reinsurance credit and
ignore correlation across cresta zones and lines of business for simplicity; the maximum event retention
(MER) then becomes the NatCat SCR.

6.4.11 LACK OF STRUCTURAL RECOGNITION OF POOLS (AND SOME PERILS)

IN SOLVENCY ASSESSMENT AND MANAGEMENT

6.4.11.1 Effectively, the current SAM approach does not capture the diversification
benefits that could be achieved through a pooling arrangement, which combines multiple
independent or weakly correlated risks such as flood, storm and drought, thereby contracting
the tail of the aggregate loss distribution. A properly specified copula or simulation model
quantifies this reduction in Value-at-Risk, directly lowering required capital.

6.4.11.2 As an example, we lean on research by Ciullo et al. (2023) that shows
that pooling South-East African catastrophe exposures unlocks significant tail-risk reduction.
Under an optimal regional pool, losses that drive extreme capital needs seldom occur in all
member territories at once. Thus, the pool only needs half the capital of the sum of standalone
insurers’ requirements. Broadening the membership beyond regional borders, in a globally
optimised pool further increases diversification from 50% to about 70%. As a result, the
pool only needs 30% of the aggregate standalone capital, demonstrating that a single, well-
capitalised balance sheet is more effective than multiple smaller balance sheets, the very
basis of insurance (Ciullo, 2023).

6.4.11.3 However, under the current SAM regime, this theoretical diversification
benefit cannot be realised in practice. Because the standard formula does not explicitly allow
for diversification within a pool, each member would still face capital requirements calibrated
as if it retained full exposure to the SAM catastrophe stresses. For a pool that concentrates
large sums insured across multiple perils and territories, this results in inflated capital charges
that far exceed the true joint risk. The practical outcome is that participation in such a pool
becomes unattractive: the cost of capital under SAM is more onerous than the economic risk
justifies, thereby discouraging insurers from joining structures that could reduce systemic
vulnerability.

6.4.11.4 From the perspective of the pool, SAM will treat the members of the pool
as standalone insurers, which does not recognise the effects of pooling into one balance sheet
and increase the capital burden on the entire system.

6.4.11.5 This translates directly into an increased premium since insurers load a
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cost-of-capital charge into premiums based on the capital they must hold against tail events.

Reducing the capital requirement has knock-on effects which include:

— reduction of the capital component of the premium,

— joint reserve structures enabling the pool to retain more risk internally, cutting the share
ceded to and cost of reinsurance, and

— larger, more stable excess-of-loss placements for the pool further drive down market-wide
reinsurance rates.

6.4.11.6 In practice, these financial efficiencies could deliver the largest single
premium reduction among pooling benefits, and we recommend further research in this
regard.

6.4.11.7 An example of the above potential efficiency is the federal backed
reinsurance pool against cyclones and terrorism in Australia. According to the Australian
Competition and Consumer Commission’s (ACCC) fourth insurance monitoring report,
since its launch in 2022, Australia’s cyclone pool helped lower average home and contents
premiums by about 11% per A$100,000 sum insured in medium-to-high cyclone-risk areas.
Coastal communities such as Mackay, Cairns, and Townsville have seen even steeper
declines, around 15%. Small business customers in these regions benefited from average
premium cuts of approximately 24%, while strata premiums fell by 7% on average, with
drops of up to 28% in Townsville and 23% in Karratha (ACCC, July 2025).

6.4.11.8 The success of pooling arrangements in reducing insurance premiums
thus require some concessions to be made by the regulator to the capital requirements of
ceding insurers. This would allow insurers to benefit from lower capital loading by the pool,
enabling access to lower premiums for covered risks.

6.4.12 DYNAMIC RISK DEVELOPMENT—SHOULD SAM PARAMETERS BE
REVIEWED?
We use the KwaZulu-Natal (KZN) floods as another example that demonstrates how
SAM can be inadequate in certain circumstances. Consider an insurer that writes all property
exposures in KZN:
— Estimate of KZN Total Sum Insured exposures (TSI)
— South Africa’s combined residential (R6.9 trn) and commercial (R1.92 trn) property
market was valued at R8.8 trn at end-2024.5°
— KZN accounts for 19.5% of the national population (=12.31 m people). Assuming a pro-
portionate allocation of property its share of TSI is roughly R1.72 trn (0.195 x 8.8 trn).

— SAM flood capital requirement
— Under FSI 4.3’s “more frequent catastrophe events” cluster (three 1-in-10-year floods
at 0.019% TSI each, plus one 1-in-20-year flood at 0.0315% TSI), the total flood stress

59. Fiford, S (5 May 2025). https://corporateandinvestment.standardbank.com/cib/global/insights/the-
south-african-real-estate-sector-defies-trends-to-reflect-greenshoots
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is 0.0885% of TSI. Applied to R1.72 trn of KZN exposures, this implies a required
flood capital of
1.72 trn % 0.000885 ~ R1.52 bn

— Actual 2022 KZN flood losses
— The April 2022 floods in KZN were estimated as a 1-in-50 to 1-in-100-year event on
the coast (and up to 1-in-200 inland) by Prof. Roland Schulze.®°
— Industry-wide insured losses were about R27 bn (half of the R54 bn economic damage)
according to Santam.

— Capital shortfall
— A SAM-calibrated flood buffer of R1.52 bn would have covered barely 6% of the
R27 bn of actual claims.

— In other words, the insurer would have suffered losses almost 18% its SAM flood capital
held.

This simple exercise shows that, by capping flood stresses at a 1-in-20-year return period,
SAM’s standard formula substantially underestimates the capital needed for true extreme
floods. While this might have been sufficient at the time of calibrating the SAM stresses,
this is clearly no longer the case, and this is only likely to worsen as climate change drives
more frequent and more severe events that might typically now be associated with 1-in-50
to 1-in-100-year events. It may be worthwhile incorporating a dedicated 1-in-200-year flood
scenario and making explicit allowance for NatCat pooling arrangements and diversification
benefits thereof to more closely align regulatory capital with real-world catastrophe out-
comes. Additional recommendations in respect of solvency are considered below.

6.4.13 MANDATORY INSURANCE SCHEMES

6.4.13.1 To assist further with capital efficiencies for participating insurers in
pooling arrangements, the regulator could consider mandatory participation of both policy-
holders in catastrophe risks and insurers in catastrophe pooling arrangements. This could
be a mechanism to support availability and affordability of insurance by ensuring broader
coverage of such risks. By spreading risk among a larger pool of policyholders and insurers,
pooling can improve affordability and financial resilience, particularly in vulnerable areas,
although these benefits must be weighed against political and practical challenges.

6.4.13.2 Mandatory NatCat coverage, for example, has been used in some juris-
dictions to increase insurance penetration. Such coverage has either been adopted as stand-
alone or part of existing mandatory property damage insurance, with or without the possibility

60. Schulze, RE (2022). The April 2022 floods in KwaZulu-Natal:a hydrologist’s perspective.
Centre for Water Resources Research, University of KwaZulu-Natal. https://ww1.caes.ukzn.
ac.za/wp-content/uploads/2022/06/The-April-2022-floods-in-Kwazulu-Natal-%E2%80%93-A-
hydrologists-perspective-Prof-Roland-Schulze.pdf
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for policyholders to opt out. Another benefit is that it discourages adverse risk selection
and increases diversification, hence impacting affordability through lower premium loadings
while supporting solidarity.

6.4.13.3 Mandatory NatCat coverage spreads risk across a wider base of policy-
holders, including lower-risk individuals. This enables efficient risk pooling, reduces the
volatility of insurance claims, and prevents premium spikes for high-risk policyholders. Such
coverage may lead to more affordable rates.

6.4.13.4 The PA could therefore enable a market for more pooling arrangements
by reviewing mandatory forms of insurance cover in South Africa and their associated
regulations, and perhaps introduce new mandatory forms of cover.

6.4.14 ENFORCING PARAMETRIC COVERS FOR NATURAL CATASTROPHES

6.4.14.1 Traditional indemnity-based insurance may not be fit for purpose for
NatCat events or nuclear disasters. While it is well-suited to the post-event reconstruction
phase, it can be prohibitively impractical, expensive, and slow to administer. The primary
need is availability of financial resources immediately after catastrophic events to protect life
and health and to reactivate essential services and economic activities.

6.4.14.2 Parametric insurance provides a solution to this challenge by basing
payouts on an objective parameter or index that can be observed rapidly, and often remotely,
after the disaster, eliminating the need for the often-lengthy loss-adjustment process. Rapid
payouts can promote an accelerated recovery and by doing so diminish the macroeconomic
impact of the disaster. Parametric insurance can also enable the provision of insurance where
availability or quality of data is poor. For example, where there is limited information on the
condition of assets, or limited expertise and technical capacity to assess losses.

6.4.14.3 As part of reviewing regulations, the PA could consider mandating specific
forms of insurance, such as parametric and not indemnity cover, for NatCat.

6.4.15 POTENTIAL PITFALLS AND DOWNSIDE RISK CONSIDERATIONS

6.4.15.1 Requiring insurers to cover risks beyond their capacity to absorb could
disrupt coverage for other perils and threaten insurer solvency. Mandatory insurance for
policyholders, if not designed with affordability in mind, can disproportionately impact low-
income households, particularly those in high-risk areas, as premiums may be unaffordable
without government subsidies. Implementing mandatory insurance can be challenging, and
experience of mandatory schemes does not translate to 100 percent coverage.

6.4.15.2 In some jurisdictions, take-up of insurance has been required for access to
government support programmes, when paying utility bills, or when accessing other financial
services such as credit (World Bank and IAIS, 2025).

6.4.15.3 Mandatory insurance schemes can become unsustainable if not combined
with an evolution of regulations in the same field. They should also contribute to insurers’
capacity to cover risks within their capacity without disrupting coverage for other perils or
threatening insurers’ solvency.
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6.5 Market conduct
In addition to solvency regulatory review, market conduct regulations may also
require review.

6.5.1 Market conduct supervision can help to increase the effectiveness of
pooling arrangements in South Africa. To minimise the risk of insurers or intermediaries that
have business models that are unsustainable or pose reputational risk, coinsurance regulations
can be developed for Financial Services Providers (FSPs). The FSCA can review regulations
and introduce a special regime for brokers or intermediaries acting on behalf of pooling
associations.

6.5.2 The European Federation of Insurance Intermediaries (BIPAR), for
example, has guidance notes on coinsurance market practices.®! Similar regulatory principles,
but amended for the South African context, can be published for South African intermediaries,
for example:

— Recognising as a particular intermediary license category a “pooling administrator
company”.

— Ensuring such pool intermediaries liaise via the pool association when negotiating cover
and premiums, to prevent playing off different pool participants against one another.
Whilst this is necessary for traditional coinsurance models to achieve market competitive
outcomes, it is not conducive for pooling arrangements where pool members need to work
with reciprocal global pooling associations to ensure sufficient capacity for a particular
risk and consistent terms and conditions need to be negotiated. BIPAR®? notes:

In the case of a placement of a risk with a lead insurer and following insurers on the same terms

and conditions, the previously agreed premiums of the lead insurer and any following insurers

will not be aligned upwards should an additional follower require a higher premium to complete
the risk placement. Indeed, the intermediary should not accept any condition whereby an insurer
seeks to reserve to itself the right to increase the premium charged in such circumstances.

— Ensure intermediaries provide the same information regarding a policyholder or insured
asset to all pool members for transparency, and not just the lead underwriter.

— Enforce disclosures to ensure the intermediary advises policyholders on different market
structures available to meet their needs and the relative merits and risks of coinsurance in
a pooling arrangement.

6.5.3 The above principles can help to sustain a vibrant coinsurance environment
within pooling arrangements market for South Africa, in which the policyholder still has
choice but aspects like premium alignment is regulated differently.

61. European Federation of Insurance Intermediaries (2008). BIPAR high level principles for
placement of a risk with multiple insurers. https://assets.lloyds.com/assets/y4153/1/y4153.pdf
(Accessed 29 July 2025)

62 Ibid.
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6.6 Recommendations for other role players
We now further address the role various market participants in South Africa can play
to enable further utilisation of the benefits of pooling arrangements.

6.6.1 GOVERNMENTS

6.6.1.1  Government can play a central, multi-faceted role in making PPIPs and
pooling arrangements work. Globally, governments have facilitated the creation of national or
regional risk pools, provided the necessary legal charters, in some instances seed capital, and
generally the diplomatic glue needed for neighbouring countries or local insurers to mutualise
such arrangements. The South African government can therefore take a more proactive
approach in this regard and encourage regulatory evolution for pooling arrangements and
wider industry participation.

6.6.1.2 A successful framework also requires the public sector to champion
PPIPs explicitly, signalling political support, anchoring them in statute, mandating a stable
supervisory regime, and investing in shared data platforms that make hazard, exposure and
loss information available to both public and private participants. Together, these measures
create the enabling ecosystem in which pooling arrangements can scale, remain solvent, and
deliver timely, affordable, risk protection.

6.6.1.3  To reinforce risk reduction, government can grant fiscal incentives to
participating insurers in domestic pooling arrangements. For example, it could include
reduced VAT on catastrophe risk premiums or a lower corporate-tax rate, or an enhanced
rebate on underwriting profits generated from pooling arrangements.

6.6.1.4  Where affordability is the obstacle, government can subsidise premiums
for low-income households, ensuring broad inclusion in taking up catastrophe risk policies.

6.6.1.5 Government can further strengthen a pooling arrangement’s collective
balance-sheet by offering first-loss guarantees or committing to act as insurer of last resort,
which absorbs extreme tail events and reassures private markets.

6.6.1.6  We understand that the South African government is already supportive of
leveraging SASRIA for natural catastrophe risk pooling. The government could also consider
other forms of risk pooling as viable, as demonstrated in this article, specifically if it does not
want to fund the capital required to back a state-owned single insurer model. If government
condones private pooling arrangements, as an example, it could accelerate the formation of
more pools in South Africa to respond to, inter alia, climate risk management demands.

6.6.2 Pool brokers/intermediaries/administrators in turn can encourage pooling
as private market solution in discussions with policyholders, and can actively participate
in soliciting offshore cover, working with recognised pooling associations where there is
lack of capacity in South Africa. They could also form specialist FSPs to coordinate pooling
arrangements with local and foreign pools, binder functions, premium collection, and claims
handling. Specialist underwriting and claims assessment expertise to assist with capacity
building and training on catastrophe type risks could be developed.
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6.6.3 THE ROLE OF (RE)INSURERS

6.6.3.1 To solve for catastrophe risk cover needs in South Africa, we believe
existing insurers can play a leading role by participating in pooling arrangements, and
designing products that cover catastrophe risks. Their product designs could include
catastrophe benefit rider cover, such as premium discounts to property owners who upgrade
their buildings to meet disaster-resilient standards, to encourage proactive risk management
and implementation of risk reduction measures. Risk reduction solutions, such as risk
management or advisory services, could be offered to support activities that mitigate the
impact of natural catastrophes.

6.6.3.2  (Re)insurers could helping develop or fund technology and innovation that
add value in the risk protection value chain for catastrophe risks. This can help narrow the
protection gap by making insurance more available, affordable, accessible, and relevant to
the evolving needs of consumers and businesses, for example, by including cyber risk.

6.6.3.3 New catastrophe insurance products, including parametric insurance,
could be scaled by using technology to leverage and share risk data and by providing related
services to the end customer. Innovations such as mobile phone photo-based underwriting
digital payment solutions to ensure faster claims and claims payments in the event of a
disaster could be considered.

6.6.4 Reinsurers specifically in the above could participate in domestic pooling
arrangements, and act as sponsors by structuring and transferring NatCat risks to the capital
markets through instruments like catastrophe bonds, thereby broadening the availability of
reinsurance capacity. They could provide technical assistance, policy advice and reinsurance
financing (funding) for participating pools or insurers in pools, help facilitate international
cooperation to strengthen the resilience of the South African insurance market, and assist in
actively developing pooling association rules

6.6.5 THE ROLE OF INDUSTRY BODIES

SAIA already supports SANP as a pooling arrangement, as described in Section 4. It
can expand its support for pooling arrangements by facilitating discussions amongst insurers
to form pooling arrangements in South Africa for other types of catastrophe risks. Further
support could include provision of a coordinating platform amongst insurers that prevents
competition risks, such as contravention of competition regulations as insurers cooperate
more in pooling arrangements. Assistance with the development of guidelines for pool
administrators, acting as coordinator with government and regulators and providing a central
database and reporting on pooling associations in South Africa could also enhance its role.

6.7  Limitations of pooling arrangements

The aim of this paper is to create awareness of (re)insurance pooling arrangements
as alternative risk management solution for the South African market. However, it should
be noted that pooling is not the answer to all catastrophe type risks and should therefore not
be seen as a default solution where other market mechanisms fail. The peril and needs must
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be assessed on a case-by-case basis, as well as the ability to leverage international pooling
arrangements.

7. SUMMARY

7.1 In comparison to its international counterparts, the South African insurance market
remains underdeveloped in terms of pooling arrangements for risk management. This paper
argues that incorporating (re)insurance pooling mechanisms could offer a vital alternative
approach for addressing catastrophe-related insurance needs in South Africa. Globally,
pooling structures have evolved into sophisticated models that are tailored to meet diverse
requirements. These arrangements possess the flexibility to accommodate private market
solutions, government-led initiatives, or collaborative public-private partnerships, making
them highly adaptable to various contexts. Given South Africa’s pressing demand for natural
disaster coverage, it is crucial to reconsider pooling arrangements as a viable solution.

7.2 Taking lessons from SANP, the successful implementation of such pooling systems in
South Africa illustrates their potential efficacy. A coordinated effort from different stakeholders
is essential to enable the success of these pooling arrangements. Instead of licensed (re)
insurers restricting coverage or escalating premiums to unaffordable levels when risks are
no longer insurable through traditional means, these entities could voluntarily participate in
pooling arrangements to address catastrophe coverage needs.

7.3 Our analysis clarifies that pooling differs significantly from conventional coinsurance
schemes and necessitates international pooling risk-and/or economic value share for optimal
risk diversification. This underscores the importance of establishing distinct regulatory
frameworks tailored to pooling arrangements. To facilitate the widespread adoption of
pooling solutions, the government and regulatory bodies should consider instituting specific
licensing procedures, risk-based solvency requirements, and comprehensive market conduct
regulations. Furthermore, it is imperative for regulators to conduct detailed investigations
into the potential benefits and drawbacks of mandatory versus voluntary coverage within
pooling arrangements to devise practical solutions that benefit South African consumers.

7.4 South African regulators can gain insights from international precedents and
engage with insurance organisations that have supported the formation of global pooling
structures. Pooling arrangements represent a critical opportunity to address the gaps in
South Africa’s insurance landscape that remain unmet by traditional market players. By
effectively diversifying risk portfolios, pooling can help reduce premiums by minimising
associated costs such as capital expenditure, operational overheads, and expenses related to
risk information. Embracing these arrangements, South Africa can safeguard against natural
disasters more effectively and create a more resilient insurance sector.
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