e O
ZEERRN OO
':gswnurmﬂm
U COoLLoQUIUM20TY

THE MODERN ACTUARY - CHALLENGE<INFLUENCE<LEAD

ASTIN - IAAHS - IAALS - IACA - PBSS

www.colloquium2019.org.za

2 - 5 April
2019

Cape Town
South Africa

Hosted by

ACTUARIAL
Q> ¢




el
AEERARY

Actuaries and Affordable Housing in Africa

Johan Human
LifeHouse Finance

HMIgaHOUSE

ACTUARIAL
@>0CIETY

0L0o
SECTIONAY \AcoLLo0uIumM2olsy



el
AEERARY

Y ‘Start with your Why’ — Simon Sinek
The Golden Circle

Every person knows What they do.
Your job title, function, the products you sell or services
you offer.

Some people know How they do it.
The actions you take that set you apart from others.

Few people know Why they do it.

The purpose, cause or belief that inspires you. w HAT
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- IAA
‘ The Golden Circle + Human Brain

LIMBIC BRAIN
« All of our feelings, like trust and loyalty
* All human behavior and decision-making
* No capacity for language

()

HOW
WHAT

“ DUsE - Sl
O A0
SECTIONAY A coLLo0uIumM2onsy

7\

LIMBIC BRAIN

NS

NEOCORTEX




el
AEERARY

- IAA
S AAI

A profession serves a public purpose
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PURPOSE SELF THE WORLD

HIAaHOUSE
0L0
SECTIONAY \coLLoaulumM2oe




V4 a

AEERARL . | s
.== ﬁ | ﬁ |
N AAI .
MEANINGFUL TO E)(e Yc i Se CONSEQUENTIAL TO
SELF THE WORLD

What basic human need/s does our profession serve ?

What type of impact does the fulfilment of this need have on Society ?

What feeling/s does this elicit for you ?

What feeling/s experiences do we want society to experience when interacting with us ?

What type of Society does this create ?
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CONSEQUENTIALTO

THE WORLD

“We co-create a society of inclusivity and belonging by enabling and
empowering social solidarity across apparently diverse interest
groups”

or even more succinctly

(o

We co-create a world of belonging by practicing inclusivity”
HOUSE
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Empathy is the ability to see and
understand the perspective of others in
such a way that they feel seen and heard

in the process.

OX

HMIF3HOUSE . .
n Imagination L0
SECTIONAY \coLLoaulumM2oe




‘Housing is not only a very primary human need, but it
also serves as a key component of wealth creation.
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Context
Hout Bay / Imizamo Yethu Township, Cape Town, South
Africa
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B Al Wealth Creation

IS CAPITAL INCOME DISPLACING LABOR INCOME? ONLY IF YOU COUNT HOUSING
Net Capital Income as Shares of Total Private Domestic Net Value Added in the
US , Canada, Germany, France, UK, ltaly, and Japan

1948-2010*
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i Context
N AA The African Opportunity

By 2100, 40%

Why Africa
is the next
growth frontier

a n d W hy zca)StSESt ero ink tl ital
nsumer marke

W E C A R E 600 million
internet in 2025

360 million

smart phone
users in 2025

#AfricaNow2018
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Y%A Traditional Lenders have moved away from the Mortgage Market and overall lending is down
by 28% from pre-2008 levels

Credit Granted in Real Terms Real Credit Granted (Rm per Quarter)
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The overall level of credit extension has dropped, but mortgages have dropped even more — 59%
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Rand Amount of Mortgages Granted by Size of Mortgage
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Less than 1.5% of total mortgages granted are iro people earning less
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Standard unit

Affordability threshold

How do we consider affordability

Income threshold

30-40%
of income
on housing ‘ <v>
Floor space -
B AR Amenities
of income on food, health care, <1 hour median income
and other expenses
nd b

Als S
96 million 235 million
urban households are urban households live in
erstretched substandard housing

fir S i
nar any
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Source : McKinsey Global Institute

106 million additional low-income households
will face the affordability housing challenge

TeReee

.. affecting 1.6 billion people or
one-third of urban population
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M AA How do we consider affordability ?

..': Context

SOUTH AFRICA

Annual income profile for rural and urban households based on consumption (PPP$)
PPP$40 001 - PPP$10 000 000
PPP$23 001 - PPP§40 000 | PPPS24057

Population: 57730 000

PPP$120[]1 _PPP$23 UUU O0.00.l.I..ll.ll.ll.ll.'l.!l..._'l'l Urbamsatlon rate‘ 1‘990/0
PPP$19 186
PPPS3 001~ PPRSI2 00 I
PPPSS 00T - PPPS3 000 I Costofcheapest 352 000 ZAR

newly built house: PPP$57 705
PPP$3 601 - PPP$5 000

PPP$2 401 — PPPS3 600 - 1IN Urban households
that could afford this 34.38%
PPPS1 601 — PPP$2 400 N | house with finance:
PPP$801 — PPPS1 600 N +oop, 61 Soth A
<PPPSB00 1 ‘ Rand
No. of households (thousands) 2000 1500 1000 500 0 500 1000 1500 2000
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- - - Average annual household income needed for the cheapest newly built house by a formal developer, 2017
++=+ Ayerage annual household income using expenditure, 2017 (PPPS)
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.:: Context

NIGERIA

Annual income profile for rural and urban households based on consumption (PPP$)

PPP§40 001 - PPP$10 000 000
PPP$23 001 - PPP$40 000
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PPP§1 601 - PPPS2 400 house with finance:

PPP$801 - PPP$1 600 igeri
$ P$ 1 PppS: 1027 nger@n
<PPP$800 L0
No. of households (thousands) 6000 4000 2000 0 2000 4000 6,000
Rural  Urban
- - = Average annual household income needed for the cheapest newly built house by a formal developer, 2017
BI33HOUSE +s+« Average annual household income using expenditure, 2017 (PPP$) 1 ,JTHLT/;?{I AL

@:0CIETY

O
Source : CAHF Yearbook 2018 SECTIONE A COLLOQUIUNZD]S



.:: Context

i
‘l . oy
AA How do we consider affordability ?
Affordability gap Country income group’
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Affordability gap
% of GDP
16
Lagos
14
12
Dhaka Mumbai
10
8 _t
. ® Beijing
3 Shanghai
4 A) London
2 e
. :; ;'.".’?..i...-i-,-- l e o . | ‘ New York TOkYO
1 2 3 4 5 6 8 10 11 12 13 14 15 16 17 18 19 20 21 22 23 36 37 38
Population
Million
BI3aAHOUSE 2012 to 2025 - Investment Opportunity of $ 16 trn \(%éﬁ%%
Viability Gap-$1to S 3 trn L E

mnuunﬁmuunuuwuznls



el
AEERARY

o Toward a Solution

Affordable housing can be addressed systematically: setting targets,
employing cost-reduction levers, and strengthening local delivery

Aspiration * Define income and affordability thresholds
and targets = Set standard unit sizes along the housing ladder
= Set targets for volumes and gaps to bridge

Operations and

Cost- Land Development maintenance Financing
; Unlock land for Improve capital Improve energy Reduce borrowing
reduction : i : ; )
affordable housing productivity via lean efficiency, gain scale costs to buyers;
levers through measures construction, value in maintenance, and assist in developer
such as transit- engineering, set standards to financing
oriented develop- procurement avoid dilapidation
ment, idle-land excellence, and
policies, release of industrial construction

public land, and
inclusionary zoning

Housing Community engagement Delivery model
delivery Manage stakeholders and rigorously Choose a combination of delivery
platform qualify beneficiaries models that fit the local context
Funding Governance
Create mechanisms to pursue all Build local governance with dedicated
possible funding options delivery units, streamlined processes, Hosted by

L| F E H 0 U S E and performance management o éi(%(\ 1]{ Ll T\IY
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Design Thinking as a Tool

UNCERTAINTY / PATTERNS / INSIGHTS CLARITY f FOCUS

INNOVATION

| I /

RESEARCH CONCEPT PROTOTYPE DESIGN

HOUSE Adapted from Central Office of Design
020
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Design Thinking Impact

VIABILITY
(BUSINESS)

DESIRABILITY l
(HUMAN)
ASIBILITY

(TECHNICAL)

INNOVATION
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What if we could...
Ty

* Empower and enable real wealth creation in Africa through home
ownership in a shared value model

+
* Positively address wealth inequality and achieve inclusive economic growth
+

* Co-create employment opportunities in local communities, thereby
expanding local investment opportunities and returns

-+

* Provide institutional investors with superior, diversified long term assets
and returns while at the same time addressing the affordability challenges
for potential homeowners

O ~0
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Hm Toward a Solution

Monthly Repayments in Purchasing Power Terms
Four levers can narrow the affordability gap

) R4 000

Impact of levers on cost of standard unit ;

Indexed to annualized cost of a standard unit R3 500 LifeHouse |

% Income \ = Traditional
available for R3 000
housing by
income segment

100 8-23 e R2 500 -

— 80% area

dian i
ffffffffffffffffff -, .. @ Ee o ~
- , R1500
 — o7 52-78 \
T 50% area

median income R1 000
——————————————————————————————————————— «454% R500
_______________________________________ 0 RO
©33% n M M~ — W0 3G M N~ — W03 M M~ - 103 M I~
30% area L ~ &N &+ 1 © 0w O «— ON M | O 0 O O N M
median income o
=
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e
Annualized Land Develop- Operations  Financing Optimized Closing
costto own  Unlocking ment and main- Reducing costtoown  remaining gap .. . .
astandard  landsupply  Taking an tenance cost, standard through The trad|t|ona| bank_based mOdeI results N h|gh
unit industrial Achieving expanding unit subsidies and
approach scale access' non-standard 1 1
ey o payments at the beginning of the mortgage,
1 Impact of reduced origination and funding costs is quantified; impact of increased access to financing is not. Wthh decrease over t|me ThIS eXC|UdES ad
2 Transitional use of basic housing (with communal toilets and kitchens, for example) to serve very low-income . . . . Hostod by
households. significant proportion of the target market , .7,
NOTE: Numbers may not sum due to rounding. AC [_. L;’\‘]'l ]\[_
SOURCE: McKinsey Global Institute analysis @ S( ).( ’! ETY
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N AA How can we impact affordability ?

SOUTHAFRICA

Annual income profile for rural and urban households based on consumption (PPPS)

.:': Toward a Solution
|

PPP$40 001 - PPP$10 000 000 - e
opulation:
PPPS23001 -PPPSA0OQ  PPRSMOST p
PPP$120[]1 'PPP$23 [][][] o"oOOunnnunlnnnnun_ Urbamsatmn rate 199%
PPP$19 186
PPPSA 01 - PPPS12000 - I
S-S0 — B CH
newly built house: PPP$57 705
PPPSS3 601 - PPPS5 000 - 1IN
PPPS2 401 - PPPS3 600 - 1R Uthan households
that could afford this 34.38%
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k1 Toward a Solution
’ Four levers can narrow the affordability gap

Impact of levers on cost of standard unit
Indexed to annualized cost of a standard unit

o Income
/o available for
housing by
income segment
100 8—23
— 80% area
- median income
—————————————————— e 12-16_______ . 4| 86%
- ——— = 52-78 - 50% area
median income
——————————————————————————————————————————————————————————————————————————————————————————————————————————————— - 54%
fffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff - 33%
30% area
median income
h 4
S —.
Annualized Land Develop- Operations Financing Optimized Closing
cost to own Unlocking ment and main- Reducing cost to own remaining gap
a standard land supply Taking an tenance cost, standard through
unit industrial Achieving expanding unit subsidies and
approach scale access’ non-standard
efficiency housing=

1 Impact of reduced origination and funding costs is quantified; impact of increased access to financing is not.
2 Transitional use of basic housing (with communal toilets and kitchens, for example) to serve very low-income
households.
NOTE: Numbers may not sum due to rounding. )1[;'\]__-

SOURCE: McKinsey Global Institute analysis ETY
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-: Toward a Solution

* An actuarial approach, taking the long term financing realities into account, can

create meaningful impact and significant shared value when applied to the
Affordable Housing market

* The actuarial approach delivers a cashflow and return profile that matches the
liabilities of insurers and retirement funds and their members

e 20 year amortising CPI-linked bonds secured by first mortgages

* Funding platforms that have long term investors, seeking real returns are needed
to deliver the solutions

* Also more flexible — rental housing and properties in possession

O ~0
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s, Conclusion
What is at Risk for the Modern Actuary ?

* If we engage our skills and influence to address significant social
issues, such as Affordable Housing, in line with our understanding of
our social purpose?

* If we do NOT engage our skills and influence to address significant
social issues, such as Affordable Housing, in line with our
understanding of our social purpose?

O ~0
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Thank youl!

HMIgaHOUSE

Johan Human:

Johan@alluviagroup.co.za
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