

6.1.1 Prudential Africa Top Risks
Prudential Africa is not material to the Group in financial terms, given the current size of the balance sheet reported as of FY 2017 (total assets: £72m, liabilities: £39m and cash of £5.5m on SII basis). The vast majority of investment assets are held as cash, deposits and debt securities. The latter principally being invested in Government paper. For the LBU’s, the major products that these investments back are universal life type savings products, whole life products and endowments. 
Currently the Group holds capital for Africa recognising that whilst it is a developing geography and is currently immaterial in size, there may be financial and operational risks to which we are exposed. Nonetheless, consideration by Group Actuarial and Group Risk should be given to holding capital for reputational risks potentially arising from financial crime, fraud or regulatory breaches .  
The business is growing and in 2017 we acquired a majority stake in Zenith Life of Nigeria and signed exclusive bancassurance partnerships with Zenith Bank in Nigeria and Ghana. Zenith is Nigeria’s biggest bank, and provides corporate, business and personal banking products through its network of more than 350 branches, serving over 1.6 million customers. Zenith Life has been rebranded as Prudential Zenith Life Insurance.
As the business grows and new markets are added the materiality will be gradually increasing. In June 2017 Prudential Group Holdings Ltd (PGHL) issued a letter of support to Prudential Africa Holdings Ltd. (PAHL) to confirm that PGHL will make resources available to PAHL, if necessary, to enable it to meet its liabilities as they fall due during the year.	Comment by Yeside Kazeem: We are still awaiting confirmation that this has been renewed
In addition the business could cause risks to Prudential’s reputation disproportionate to its scale. As a result, it is important that risk management is a key part of the development of the business from the beginning. The top 10 risk themes that have been identified across the African businesses are presented in the Appendix J. 
Across the region, KYC evidence/documentation is not always readily available, given individual government issued identification is not yet compulsory in many countries. In Ghana for instance, many people do not have government issued ID and there is no formal ‘address’ system – there is also a ‘financial inclusion’ law, which states that no-one may be financially excluded simply because of a lack of formal ID. One of our bancassurance partners establishes the ‘address’ of its customers by getting them to circle their property on Google Maps. In Kenya, however, the system is more sophisticated, with almost everyone possessing a government ID card, which is then linked to the tax authorities’ database. We also note that as part of the acquisition strategy in Africa, a full sanction screening process is carried out for all existing policyholders during the due-diligence process. 


	No.
	Top Risk
	Description
	Mitigation actions
	Monitoring Processes
	Exposed LBUs

	1
	Governance and regulatory risk
	The risk of non-compliance with local regulations, applicable international laws and regulations (in particular US Foreign Corrupt Practices Act and UK Bribery Act) and the Group's compliance and governance requirements. 
	The LBU teams have a Head of Compliance, responsible for ensuring compliance with local, international and Group regulations. The Regional team has a Head of Compliance and a Head of Financial Crime to assist the local team in awareness of international and Group regulations as well as managing this risk.
In particular the Group Corporate business line carries higher ABC risk given it is intermediated by brokers and procured by HR departments on behalf of the ultimate beneficiary. This line of business is subject to enhanced scrutiny, training, controls and audits, and any concerns are immediately escalated to Prudential Africa senior management.

	Each LBU Head of Compliance  acts as a central point of contact for the local regulator and compliance reporting. Where possible, the Regional and Group team assist in regulatory lobbying by providing resources, content and access. The LBU Heads also carry out a regular review of their compliance with local regulations. 
Financial Crime audits have been carried out in all businesses including an independent post transaction audit of the Nigeria business which raised no red flags.  
	This risk is material to all LBUs.

	2
	Security / Political risk
	The risk that the LBU is exposed to security risks such as physical security, cyber security, business continuity management, fraud and travel security amongst others. As a result of the markets in which the LBUs are located, there is an increased security risk from political instability . The business continuity risk is that the business fails to maintain the continuity of operations due to, for example, natural disasters, pandemic, facility failure, political/social unrest, system disruption, or from a lack of contingency and resiliency planning.
	The Regional team has a senior resource leading on security. 
As Nigeria has high security and travel risk ratings, a local head of security has also been hired.  In country security awareness training has been delivered to staff exposed to higher risks and will be expanded to include all staff, management and Board members. The LBU is also developing an  emergency response as well as a number of additional security risk mitigating activities.
Security and Travel security policies will be rolled out to all LBUs within 2018, taking into consideration country, security and travel risk rating profiles and LBU profile.
Fraud controls and agreed actions arising from the Fraud risk assessment being undertaken will be implemented.  Fraud training has taken place in the businesses and will be repeated in 2018.
All Prudential Africa LBUs have BCM plans which are at  various stages of implementation. 
In all LBUs the priority will be the storage and retrieval data, data recovery plan (DRP), business continuity plan (BCP), incident management plan (IMP) and health and safety of staff. 

	There is regular engagement amongst the LBUs, Regional team and Group Security on these risks.
In particular, there is an Africa Security Committee to review assessments of critical and non-critical sites. Regular reporting is done on BCM and Cyber security status by all LBUs.  


	This risk is material to all LBUs.

	3
	Administration processes (including accounting and financial controls)
	The risk that ineffective administration processes in our rapidly expanding LBUs lead to wrong decisions, poor customer service (and the attendant reputational risk), an inability to cope with the growth of the business, excessive cost growth, poor financial planning or financial loss caused by paying invalid claims/commissions.
	Prudential Africa is well-advanced with a project to select and implement a regional IT platform. In addition, Kenya has implemented an upgrade to its PAS system whilst Uganda has put in place a financial system . All LBUs are creating processes to address the gaps.
	The Regional team through dialogue, challenge and audit reports is working to ensure adequate controls are in place.
	This risk is faced by all LBUs to varying degrees, compounded by the lack of robust IT architecture at this stage. 

	4
	People
	The risk that we are not able to recruit people of sufficient capability and experience to continue to drive the growth of the business and its changing management needs.
	Pru Africa is developing its own set of development initiatives to build the capabilities of the local teams.
	The Regional HR team has started a talent mapping process to create a pool of prospective senior external candidates across all LBUs. 
	All LBUs

	5
	IT development
	The risk that IT solutions do not meet business needs, architecture is inappropriate due to failed development or is of insufficient reliability or adaptability.
	Prudential Africa is well-advanced with a project to select and implement a regional IT platform. In the meantime, Uganda and Kenya have implemented systems and other LBUs have created processes to mitigate against and address IT gaps.
	The Regional team has started a process of putting in place a Regional IT system which will help mitigate most of this risk.

	The risk is faced by all LBUs.
However, it is the most relevant for Uganda and Zambia.

	6
	Investment and Credit Risk
	Risk of investment losses or that investment targets (including those priced into products) will not be achieved. Both the income and value of investment assets on both the shareholder and policyholder accounts are at risk. In particular, most of the shareholder funds within the LBUs are kept in local bank deposits.
	All LBUs have adopted an investment risk and credit risk policies and have set up investment operating committees who have the mandate to ensure that investment targets are set relative to the liabilities that the respective business has, investment performance and credit risk is monitored on a monthly basis. 
Each LBU Board has an investment sub-committee which reviews investment performance and credit risk quarterly.  

	The Regional team carries out monthly monitoring of the credit exposures relative to approved limits across the region. The Regional team also sits in on LBU IOCs.
In all but two of our LBUs we have external investment managers in place. This ensures that the LBUs have access to current market information and reduces the risk of not meeting the targets which have been set. 
In Zambia and Nigeria, there is an internal investment function which supports the  businesses. Each LBU’s Board reviews credit and investment risk on a quarterly basis.
	All LBUs

	7
	Product pricing risk
	The risk that the assumptions used for pricing (financial and non-financial) are not accurate, leading to lower levels of profitability (or even losses) than planned.
	Prior to launching any product in any LBU the product goes through a regional approval committee which comprises the Africa CEO, the Africa Product Actuary and the Head of Compliance, Legal and Governance. A product policy is being implemented across the LBU’s and guidance provided to LBU’s on the terms of reference and areas of consideration for their product review committees. 
	Annual product profitability reviews are carried out for each product in each market. 
Where possible, we also use local consultants to ensure that we get access to local information.
	All LBUs

	8
	Intermediary risk
	The use of intermediaries (agents and brokers) for client acquisition and customer service provision. 
There is limited direct control over activities of the brokers and agents and yet their activities impact the organization as they represent Prudential.
	New agents  are paired with experienced agents/team leaders to ensure that quality of sales practice is maintained. In all our markets, compliance training is emphasised and agents must meet the required pass mark for the tests. 
All agents have regular refresher training on not just compliance issues but also products being sold. 

	In all LBUs agents are closely monitored. Where possible e.g. Kenya and Uganda, new agents are checked against local databases of dismissed agents. 
Welcome calls are done on all new individual business to ensure that clients are fully aware of the products they have purchased and help identify any miss-selling issues.  
The Pillar II staff in country are also trained to review and report any issues from submissions that they receive.
Complaints log are monitored and reviewed monthly as well to spot any trends. 
Speak-Out has also been implemented across all our LBUs which allows customers to make anonymous reports. 

	All LBUs

	9
	Underwriting risk
	Even when products are correctly priced on average, claims in particular on Group business are volatile and the business is exposed to the tail risk of large losses which although not material to Prudential plc in extreme events could require a capital injection to an individual LBU. 
[bookmark: _GoBack]Zambia is also exposed to catastrophe risk from Group life schemes covering the mining region. The Nigerian business also have a large concentration of its Group Life business from International Oil Companies.   
	The severity of the claims on the LBU books is managed via reinsurance in which for each LBU there is a maximum retention per life.  For the Group health business in Zambia and Uganda, smart cards have been implemented to help curb overspending on individual limits and minimise fraud cases.
Catastrophe Reinsurance is being arranged for Zambia and Nigeria due to their large group life exposure. 
	Management monitors the claims ratio regularly and the regional team also reviews the reinsurance arrangement. 

	All LBUs

	10
	Economic risk
	This is the risk that the economies in which we are present do not perform as we expected. This includes significant changes to key economic indicators such as interest rate, inflation rate, exchange rate and GDP growth rate. This is material, as it impacts on Pru Africa strategy from determining sales levels to assumptions used for reserving.
	By building a portfolio of businesses across the continent, Prudential is diversifying its single-country macro risk.
Latest macro data is used in setting business plan, product pricing and investment strategies.
	At the quarterly board meetings, the CEOs, in their report, present an update on the economic indicators for their markets and give an indication of the impact of the trends on the strategy for the business as well as changes that might be needed. 
	All LBUs



