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Annual Report of the Board of Directors
For the 3™ General Assembly

1.Introduction

The Board of Directors of Bunna Insurance Share Company is
pleased to present this annual report of the company to the
esteemed shareholders for the third time. This report discusses
about the implementation of planned activities for 2015/16 budget
year ended on June 30, 2016. Audited annual financial statement

and business plan of 2016/2017 are also included in the report.

2. International and National Economy

2.1 Global Economy

The baseline projection for global growth in 2016 is a modest 3.2%
broadly in line with last year similar period, and a 0.2% downward
revision relative to the January 2016 World Economic Outlook
Update. The recovery is projected to strengthen in 2017 and
beyond, driven primarily by emerging market and developing
economies, as conditions in stressed economies start gradually to
normalize. But uncertainty has increased, and risks of weaker
growth scenarios are becoming more tangible. (World Economy

Outlook updated, April 2016).
2.2 Africa’s economy

Africa’s economic performance held firm in 2015, amid global
headwinds and regional shocks. Growth in real GDP is estimated at

3.6%, higher than the 3.2% for the global economy and 1.5% for the


http://www.imf.org/external/pubs/ft/weo/2016/update/01/
http://www.imf.org/external/pubs/ft/weo/2016/update/01/

euro area. Africa remained the world’s second fastest growing
economy after East Asia. In 2015, sub-Saharan Africa (excluding
South Africa) grew faster than the continental average, at 4.2%,
with East Africa leading the way at 6.3%. Growth in Central, North
and West Africa was above 3%, while Southern Africa grew by an
average of 2.2%. Looking ahead, average growth in Africa is
expected to remain moderate at 3.7% in 2016 but could accelerate
to 4.5% in 2017. This forecast hinges on the strength of the world
economy and a gradual recovery in commodity prices (African
Economic Outlook, 2016). According to UNECA on its economic
report of Africa 2016 Ethiopia and Kenya grow 7.3% and 6.4%
respectively in 2015.

2.3 National Economy

According to the World Bank report, the Gross Domestic Product
(GDP) of Ethiopia worth’s 61.54 billion US dollars in 2015. Among
which 42.7% 1is from Agriculture. The GDP value of Ethiopia
represents 0.10 percent of the world economy. Falling oil prices
contributes for the quick Economic growth in 2015/16 and also
service and agriculture sectors are likely to drive growth, along with

the booming construction sector.

2.4 The Insurance Industry Trends

According to Swiss Re sigma report on June 2016, Global insurance
premiums grew by 3.8% in real terms in 2015, amidst variations in
regional growth rates. The overall performance was steady after a 3.5%-
gain in direct insurance premiums written in 2014, and coming in an

environment of just moderate (2.5%) global economic growth, the latter a



key driver of insurance demand. There was a slight slowdown in the life
sector in 2015, with global premium growth dipping to 4.0% from 4.3%,
due to weaker performance in the advanced markets. On the non-life
side, strong growth in the advanced markets of Asia, and improvement in
North America and Western Europe, contributed to a 3.6% increase in
global premiums, up from 2.4% growth in 2014.

The number of insurance companies in Ethiopia is 17, of which 16
are privately owned and 1 is government owned. For the last five
years (2012-2016), the industry average annual growth is 20% in
terms of Gross written premium. At the end of 2015/2016 the
industry registered Gross written premium of Birr 6.43billion, of
which Birr 6.09 billion is from Non-life and the remaining Birr 333
million is from life insurance. From this markets share of Bunna

Insurance S.C is 1.73% and ranked 13thin terms of markets share.

3. Company’s Annual Operational and Financial Performance
(July, 2015-June, 2016)

3.1 Operational Performance

3.1.1 Gross written Premium (GWP)

The Company has registered a Gross Written Premium (GWP)of
Birr105,934,925.The actual performancesl15% higher from the
budgeted premium of Birr 92,164,790 and 48.21% higher from last
year similar period premium production of birr 51,073,766.And our
annual growth of over 48% is more than double of the industry’s
average annual growth of 20%. The detail of the performance by
class of business compared with the budget and the last two years

is presented in Figure-1.



Figure-1 detail performance by class of business compared with the

budget and the last two years.
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As shown in Figure -1, during the budget year Motor, Pecuniary
and Liability insurance are performed above the budget by
39%,25% and 20%respectively. Whereas, workmen’s compensation,
Fire & Allied perils, Marin, Engineering, General Accident classes of
business are performed below the budget by 22%, 32%, 35%, 37%
and 85% respectively.



Figure-2 Portfolio Mix by Class of Business
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As Shown in Figure-2 above, the portfolio mix analysis shows that
Motor Insurance takes the Lion’s share compared to other classes of
businesses which is 59.3% followed by Pecuniary 19.5%, Liability
7.9%, Engineering 4.7%, Marine 3.7%, Fire and Allied Perils 2.8%,
Workmen’s Compensation 1.6% and GPA 0.4%.

3.1.2 Claims Incurred

During the last budget year, gross claim paid is Birr 37,593,456
which is 26% higher from the budgeted Birr 29,752,900. And
outstanding claim is Birr 35,432,271 which is 57% higher from the
forecasted outstanding claim of Birr 22,573,323.

During the year under review, the actual Gross claim incurred is
Birr 53,050,566 which is higher by Birr 15,428,362 or 41% from
the budget. The detail by class of business is presented in figure -3.



Figure-3: Gross Claims Incurred by Class of Business for the

year 2015/2016

35,000,000

30,000,000

25,000,000

20,000,000

15,000,000

10,000,000

5,000,000

Marin
Motor

Fire
and
Allied
Perils

Pecuni
ary

Engine
ering

Work
men's
Comp
ensati
on

Liabilit
Yy

Gener
al
Accide
nt

M Gross Claims Paid 32,532,|1,776,0

80,608 | 85,322

295,710|2,663,2

160,267

B Gross Claims Outstanding (19,602,7/402,693

33,150

11,416,5|956,757

654,5002,235,02

130,800

3. 2 Finance performance

3.2.1 General and Administration Expenses

As Shown in Table-1,

during the year under review,

Birr

18,889,991has been budgeted for General and Administrative

Expenses. The Actual Expenses spent during the budget year is Birr

19,654,320 which is slightly higher than the projected amount by

Birr 764,338 or by 4%.

Table-1: Annual Expenses by Major Categories

ANNUAL EXPENSES
(JULY - JUNE,2016)
EXPENSE TYPE ACTUAL BUDGET

Salary & Employee Benefit 7,795,406 9,527,251
Repair & Maintenance 514,728 86,000
Financial Charge 74,952 65,000
Depreciation & Amortization 2,224,161 2,384,148
Other General Expense 9,045,082 6,827,592
Total 19,654,329 18,889,991




3.2.2 Underwriting Result

The actual underwriting result, during the year is Birr 15,275,931
which is below the budget Birr 18,082,389 by 15.5%. The major
reasons for under target achievement of underwriting result are
high motor claims incurred and one hundred present claim reserve
amount maintained for different bond claims incurred during the
budget year. Contribution of each class of business for underwriting
surplus is summarized in Table-2 below.

Table-2: underwriting result Actual verses Budgeted

Underwriting Underwriting Target
result Actual result Budget Achieved
Class of Business (in Birr) (in Birr) in %
Motor (4,207,079) 7,090,208 (59.3)
Marin 3,044,675 2,009,262 151.5
Fire and Allied Perils 2,326,806 1,323,266 175.8
Pecuniary 11,090,393 4,389,393 252.7
Engineering 2,693,003 1,736,493 155.1
Workmen's Compensation (175,319) 164,808 (106.4)
Liability 211,866 780,485 27.1
General Accident 291,586 588,474 49,5
Total 15,275,931 18,082,389 84.5

3.2.3 Other Income

During the year under review, Birr 7,742,905 has been generated
as other Income. The main sources of the other income are Time
Deposit made at different Banks, Government Bonds and Dividend
Income from Bunna Bank. The actual performance is higher from
the budget by Birr 362,4990r 5 %. Table-3 depicts sources of other

income in details.



Table-3: Source of Other Income

Target

Other Income Actual Budget Achieved in %
Interest on Saving Deposits 616,490 300,000 205
Interest on Time deposit 6,043,073 6,055,998 100
Interest on Government Bond 394,918 440,384 90
Other Income 60,067
Dividend Income 628,356 584,024 108

Total 7,742,905 7,380,405 105

3.2.4 Profit/ Loss

The Company has registered a profit of Birr 1,100,317 during the
year which is lower from the target Birr 15.4 million by Birr 14.3
million or 92.8%. The low achievement in underwriting results has

been the significant factor of low profit performance.

3.2.5 Asset and Liability

As at June 30, 2016 the Total Assets of the Company reached to
Birr 168,564,608. On the other hand, the total liability of the
company at the end of the budget year was Birr 104,271,611. The
total liability of the company includes primarily outstanding claims,
due to reinsurance and reserves for unexpired risk. However at the
end of the budget year, the Net Asset of the company is Birr
113,370,838.



3.2.6 Capital and Investment

The company’s paid up capital has increased from 50.6 million in
2014/2015 to 75.2 million as at June 30, 2016 which shown an
increase of 24.6 million or 48.6%. The company also Invested in
Bunna International Bank and Ethiopian Re-insurance Birr 21
million and Birr 5 million respectively. The Shareholders’ Fund

stricture as at June 30, 2016 is shown in Figure-4.

Figure-4: Shareholders’ Fund Structure
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3.3 Marketing, Planning, Investment& Business Development
3.3.1 Companies Image Building

During the fiscal year 2015/2016, various activities were planned
and implemented by the company to build its image. To mention
some of them advertisements (On TV, Radio, Printing media, etc)

has been done, various sponsorship of events has been held and



different giveaway materials prepared and distributed to major
customers to enhance the name and services of the company in the

market.

3.3.2 Organize and Create Distribution Networks
e Branch Expansion
The company planned to open three branches, two in Addis Ababa
and one in regional city. As per the plan we have opened full-fledged
branches at Saris, Dir tera, and Adama and started operation.
¢ Intermediary Relation
The company recruited and trained 34 new sales agents and they
are already in the market. This makes total number of our sales
agents in the market over seventy. In order to motivate these sales
agents, we have awarded certificate and recognition award for best
performer sales agents of the year.

e Soliciting New Business
During the budget year, an effort has been exerted to penetrate the
market by soliciting new business using various strategies which
include obtaining the data of newly registered domestic and foreign
investors. To this end over 446 investor’s data are collected and

distributed to branches to act on it.

3.4 Human Resource & Property Administration

3.4.1 Employees Data

At the end of the budget year, Staffs of the Company reaches82 of
which 35 are Female and the remaining 47 are Male. Twenty-seven

new permanent employees are hired. Ten employees had leaved the

10



company due to resignation and termination of contract. And when
we look at educational status of our staffs, 52 of them have first
degree and above, and only 7 employees are under diploma
certification.Figure-5 depicts number of staff by Educational

Background.

Figure-5: Manpower by Educational Background
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3.4.2 Training and Development

During the year, 82 staffs including board management members
and senior level management members took training in
Transformational leadership and change management, Advanced
Performance Evaluation & Monitoring, Advanced Branch Mgt, Rules
and Regulations of VAT and Income Tax, IFRS Training,

Reinsurance and Customer Service Training.
3.4.3 Property Administration

Following operational activities growth of the company and branch

expansions, fulfillment of required logistics is intensively performed.
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In order to increase utilization of physical resources, working

guidelines are developed and implement.

4. Growth of Paid-up capital

One of the most important tasks which preoccupied board and
management throughout the budget year was to increase the
company’s paid-up-capital to the level that meets the NBE
requirement. As a result, the company increased its paid-up
capital to Birr 75.2 million by raising additional capital of Birr
24.6 million. It is a big step ahead for the company to fully
comply the National Bank of Ethiopia directive and it gives relief
for the board and the management to spend their time on

drafting and implementation of strategic plan.

. Other Achievements

-Revision of rate chart has been done on some class of
businesses to be competitive and profitable.

—-Reinsurance negotiation and treaty agreement was finalized.
—Proper cash management was performed and additional income
was generated from interest in time deposit.

-Different working manual are developed and implemented.

—-Annual budget for the year 2016/2017 is prepared.

6. Major Challenges Faced

During the budget year, the following major challenges were faced:

Fierce competition in the market focusing on rate cutting (price
war).

Risk selection problem and as result, high Claims incurred.

12



- Reluctant of Brokers to work with our company.

- Inconvenient head office location.

- Difficulties of getting skilled & experienced personnel from the
market.

- Slowdown of business activities in some sector of the economy.

- Public riots in some parts of the country.

7. Future Strategic Directions

The Board of Directors and the management are planned to exert
maximum efforts in the next budget year of 2016/17, by taking
into consideration the challenges it has faced so far.
Accordingly the followings are strategic issues for the budget year
2016/2017:

e Making the Company Profitable

¢ Raise the Paid Up Capital

¢ Human Resource Development

e Company Structure review and wage structure.

e Five year Strategy formulation.

¢ Investing on Profitable Venture.

e New product development

e Market development and Promotion.

e System automation and Networking

e Performance Evaluation and reporting.

e Acquire head quarter building and recovery yard.

13
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