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= Total earnings R45,1 million

®m Headline earnings per share

28,5 cents

o GROUP BALANCE SHEET

R millian

30 june
2003

Note Unaudited

31 Dec
2002
Audlted

30 June
2002

Unaudited

ASSETS

Non-current assets

- Tangible assas

- Intanglbie assets

— Financial assecs

— Investments of the life
insurance subsidiaries

Current agsets

7 063,2

10 0245

98321

21,2
69,0
21,2

6951,8

2.6
699
28,0

9 904.0

42,9 ]
122,4
528

9 614,0

m Total SA assets under

management R10,0 billion

- Group embedded value

lion

SUMMARISED GROUP INCOME STATEMENT ‘

& months
30 June
2003

R million Note Unaudited

% monchs
31 Dac
2002
Audited

3 months
30 fune
2002
Unaudited

Sage Life aperating fund
(deflcit)/surplus

Net earnings/(loss) ateributable
to Sage Life shareholder's fund
Other earnings/{loss) attributable
o Group activities

Finance costs

{44,5)
65,5

58,2
(33.3)

1283
“o)

(152
(56,5)

18,8
170.3

(122.3)
(8.5)

801,0

663,5

7282

Tota) assets

7 864,2

10 688,0

10 560,3

EQUITY AND LIABILITIES
Total shareholders’ interest

— Ordinary shareholders’ interest
~ Qutside shareholders’ interest
Non-current liabllicies

- Life funds

~ Liabilities under insurance contracts
— Liabilities under investment contracts

~ Equity linked notes 2
Current liabllities

~ Interest bearing
- Other

85,3

(155.4)

1422

Earnings/(loss) before
exceptional items
Exceptional items 4

45,9
(0,8)

(48,0}
91.5)

453
©8)

Total earnings/(loss) B 45,1

(235.5) 445

85,3

(247.8)
924

7 249,7

10 065,3

§810,3

9 5069

35080
3302,3

9 5069

439,4

5584

to
Yotal earnings/(loss)
Add exceptional ltems

headline earnings

(239.5)
91,5

44,5
08

® Board restructured and
management teaim strengthened

W Stronger balance sheet following

R350 million.capital raising

EMBEDDED VALUE Sage Life

& months

R million

30 june
2003

9 months

31 Dec
2002

Shareholder's fund .
Net value of life Insurance business in force

&§71,7
17,9

6717
6600

~ Value of life insurance business in force
- Cost of capital

€33,3
(15.4)

§84.2
24.2)

Embedded value

295.6

13317

Embedded value earnings
Bmbedded value at end of perlod
Embedded value at beginning of period

295,86
33,7

Y3307
25280

2 651,0
25280

Dividends declared
Increase In capital

(e,

(1 1963)

550

123.0

Embedded value earnings

38,1)

(1 141.3)

< of embedded value earnings

Headline earningsi(loss)

{48.0}

45,3

Weighted average number
of ordinary shares ('m)
Total number of shares
in issue ('m)
< convertible

529,2

778,1

669.8

3 1314
157,8

1989
5792

195,8
4740

Total equity and liabilities 5

7864,2

10 688,0

iQ 560,3

debentures in Issue ('m)
Total earningsi(loss) per
ordimary share {cents)
Headline sarnings/(loss)
per ordinary share (cents}

150,3
1550
2,0

(159,4)
(31.9)

1480
148,1

2.0

NOTES TO THE GROUP BALANCE SHEET

1 RECONCILIATION BETWEEN
SHAREHOLDERS' FUNDS
IN SAGE LIFE LIMITED AND
SAGE GROUP LIMITED
Shareholder’s fund — SAGE LIFE LIMITED
~ Adjustment to fair values of
Sage Life subsidiartes

677,7

(148,0)

671.7

(163.0)

1.852.5

(4 6129)

Sharehcider’s fund of Sage Life Limited
at Met Asset Value
- International operations
- ELN's
— Domestic Interest bearing debt
Gross ’
Preference shares issued by
Sage Life subsidiary
Inter company
~ Goodwill
~ Tanglble and intangible assecs -
— Net working capital

529,7
(439,4)
I

508.7
27.2

(558,4)

(188.9)

2196
382,0
(667,4)
(185.8)

(197,4)

66,0

(198.9)

10,0

(195.8)

10,0

e

t4.8

55,5

PR LI TR

15,6
337,
(85.8)

399

Shareholders' funds
= SAGE GROUP LIMITED

. 853

(247.8)

2 NON-CURRENT LIABILITIES

$55.3 million (2002: $65 million) B% unsecured Equity Uinked Notes (ELN's)
redeemable 3t juty 2005, valued at fair value.

The foreign tiability has been fully hedged by means of a forward exchange contract

at a spot rate of R7.48/5.
3 CURRENT LIABILITIES

Bank borrowings totalling R112,5 million at 30 June 2003 are secured by means
of 2 pledge of 22,7% of the ordinary shares in Sage Life Limited.
4 NET DEBT AT SAGE GROUP LEVEL

Equicy Linked Notes

Domestic interest bearing
debt (gross)

Rights offer proceeds

(net, included In current assets)
Shareholders’ cash

(included in current assets)

439,4
197,4
(219.6)

(34.4)

5584

1989

(102.7)

6674

1958

(185.0)

382,8

654.6

4782

5 TOTAL ASSETS UNDER
MAMAGEMENT

~ SA total assets

~_5A Unit Trusts assets — off balance sheet

7 864,2
21412

7 5771
23997

7 7850
| 565.0

— International (discontinued)

10 005,4

99768
31109

S 7500
217753

10 005,4

13 0B7.7

12 525.3

6 COMPARATIVES

Certain comparative figures have been regrouped and restated where necessary
in order to provide more meaningful comparable disclosures.

Fellowing the change in year-end from 3| March to 31 December, comparative
figures are for the three months to June 2002 and nine months to December 2002

respectively.

7 SAGE LIFE FINANCIAL RATIOS
Sage Life shareholder's fund

Capleal adequacy requirements (CAR)
CAR covered by Sage Life shareholder's
fund (times)

Sharehoiders’ fund as a percentage of

~ Policy liabilities (%)

= Non-market related ilabllices (%)

677,7
442,6

ts

10,0
23,1

&71.7
438.1

1.5

10,1
23,7

18525
473.0

39

27,2
66,7

SUMMARISED CASH FLOW STATEMENT

Cash sutflow from operating activities
Cash inflow/(outflow)

from investing activities

Cash inflow/(outflow)

from financing

(6.2)
135,3

(17.9)

(124.0)

30

(15,2
(50,4

8.2

NOTES TO THE SUMMARISED GROUP
INCOME STATEMENT '

1 NET EARNINGSH{LOSS)
ATTRIBUTABLE TO SAGE
LIFE SHAREHOLDER'S FUND
Earnings of unlisted subsidiaries
trvestment income
Realised and unrealised net
surpluses on financial assets
Foreign exchange translation adjustments
Loss on disposal of international operations
Adjustments to fair value off subsidiaries
Taxation
Other

(R
14.5

2,7

(10289)
(152,6)
(30.2)
2.9)

Reversal of adjustments to fair
value of subsidlaries

(! 185,5)

| 181.5

Embedded value from new business
Earnings from exlsting business

6,7
5,7

“0.1
50.5

779

~ Expected return
~ Operating experience varlations
~ Operating assumption changes

42,9
17,3
(54.5)

kAN
749
(135.5)

8.6
343
150

Investment raturn on shareholder's fund
Economic assumption changas

50,5
(109,0)

() 185.5)
(46.5)

517
(26.6)

Embedded value earnings

a0

(1 141,3)

123.0

APE for embedded vatue purpeses

Embedded value of new business as

a percentage of APE {new business/APE)
Principal accuarial assumptions
Risk discount rate

Pre-tax Investment recurns

~ Equities and offshore investmants

- Propertias

- Fixed internst securlties

- Cash

Expense Inflation

97,7
%
A

1,50

11,50
10,50
9,50
7,50
5,50

2574
%
157

1275

12,75
1,75
10,75
8,75
475

856
*
223

13,75

13.78
12,75
1175
9,75
6,75

EMBEDDED VALUE Sage Group Limited

Group embedded value
Sharsholders’ funds

Adjustment for Group corporate expenses
Adjustment for revaluadon of

unlisted subsidiaries

Net value of lIfe Insurance businass in force

85,3
(35.2)

148,0
617.9

(247.8)

163,0
660,0

458

16129
7985

(40)

Group embedded vaiue

B16,0

5752

24612

2 OTHER EARNINGS/(LOSS)
ATTRIBUTABLETO GROUP
ACTIVITIES

Loss from other Group activities

Foreign exchange translation and fair

value adjustments

Net gain on ELN repurchases

Provision against share scheme loans

Taxation

Internatianal minority Interest

5,9)

58,9
14,6
0,9
®,5)

(141,5)

1023
(57.7)
(106}

(82}

(156.4)

365

(1;)

58,2

(1157

(122.3)

3 FINANCE COSTS
Finance costs at Sage Group level (38,5)
Incer company 2

(56,6)

(19.5)

B3 (56.6)

(15.5)

4 EXCEPTIONAL ITEMS
Amortisation of goodwill
Impalrment of assets refating to
discontinued operations -
Other discontinuation costs -

9,8)

(1.3}

[
(80.1)

©8)

(©,8)

(191.5)

©8)

5 ACI33

With the Implementation of AC |33, the fair value adjustment ameunting ta a net
credit of R5.2 milllon for the Equity Linked Notes (designated as "held at fair
value"} has been reflected in the income statement for the six months ended

30 june 2003
s SHARES ISSUED

On 17 June 2003 a special issue of 65 696 970 shares took place at R 1,65 per share.
This was follaowed by a rights issue on 30 june 2003 of |42 424 242 shares at Ri 65
per share, the proceeds of which were received on 7 July 2003,

\TEMENT OF CHANGES IN EQUITY

Balance ac the beginning of the period
AC133 transitional adjustment co
opening retained earnings

(247,8)

(44,8)

53

Restated opening retained earnings (292,8)
Income attributable to shareholders . 45,1
Cividends paid -
Shares issued during the period 50,0
Other (share issue expenses) (1,2)

53
(239.5)
(24,3}

.5
©.2)

Balance at the end of tha periad 85,3

(247,8)

Note

1 The AC133 transitional adjustment
is made up as follows:

~ ELN llabllicy adjustment co fair value

~ Financial assets impalrment

(41,8)
G.9

(34.8)

NEW BUSINESS - SOUTH AFRICA

Sage Life Limited

Life insurance premiums (gross)

" Net increase/(decrease)

in cash equivalents

Cash and equivalents

at beginning of period

Adjustmant for cash In discontinued
operations at beginning of period

12
11,0

1)

Cash and equivalents at end of perlod

3310

Sharehotders

- SA -

- International (discontinued)
Policyhalders

34,4

34,4

296,68

331,0

768,35

298,9

Annuallsed recurring
Single

2344
534.5

80,
12188

Local
Bermuda branch

288.1
2464

88,6
130,2

Employee benefits

60,9 1383 47,3

Annualised recurring
Single

41,6
38,3

65,7 229
72,6 24 4

Total life new business

287,6

9072 3462 -«

Group embedded value per share
—haresintie (i) T S0 L e

~ Ordinary shares

— Compulsary convertible debentures

148.1
20

150, ¢

Group embedded value per share (cents)

| 640

SEGMENTAL ANALYSIS

ASSETS

Life insurance SA

Unit trusts

Other operations

Group activies

Incernational (giscontinued = 31/12/02)

7 451,9
29.2
1158
267,3

7 484,1
30,9
302
319

31108

7 608.3
57,6
345

847

27752

Total

7 864,2

10 6880

LIABILITIES

Life insurance SA

Unle trusts

Other operations

Group activitles

Ineernatlonal _(discantinued — 31/12/02)

7 0%5,3
10,8
28,6

$44,2

69829
123
243
8054
30185

Total

7 778,%

10 8434

HEADLINE EARNINGS
Ufe insurance SA

Unle trusts

Other operations

Group actlvities

incernagional (discontinued — 3(/12/02)

10,8
8,1
2,0

24,9

1,3

106

24
(49.5)
(123,2)

45,5

(48,0)

TOTAL SA FUND INFLOWS
Life insurance

Unlt truses

Orther operacions

550,0
326,9
4.2

I 1887
9163
10.8

3388
Q.3

Total

281, |

21158

726,

TOTAL SA FUND OUTFLOWS
Lie Insurance

Urit truses

Other operations

(370,8)
(456,1)
0,2)

(963.7)
(1 032,0)
(6.5)

(308,1)
(326.9)
©.7)

Totat

(827,1)

(2 002,2)

(635.7)

NET SA FUND FLOWS
Life insurance

Unit trusts

Other operations

179,1
(129,1)
4.0

2250

783
119
0,2

Total

54,0

1136

50,4

SHAREHOLDER'S FUND ANALYSIS

(at fair value) Sage Life Limited

~Listed investments — ABSA
“"Other Investments
~ Unlisted subsidlarias

454,3

168,3

404,4

161,8

399.0

| 268,2

B

Net asset value
Revatuation adjustments

20,3
| 48.0

1.2)
163.0

(344
16129

« Properties
- Other interest bearing investments
# Current and other assets

77,3
74,4
15,9

9.7
V.8

1498
35,8

Unit trust sales
External
Internal

326,9
| 437,7

9163
| 438.8

33g8
‘5063

Taxation and amount due
to policyhoiders

790,2

12y ”

&71,7

18525

t 7646

2 3551 845.1

677,7

6717

18525

2
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COMMENTARY

ACCOUNTING POLICIES AND
PRESENTATION

zERIM REPORT

SAGE GROUP LIMITED

FOR THE SIX MONTHS ENDED 30 JUNE 2003

Investments
Durlng thé review period, there has been an overall
decline in equity values but continuing positive
performance in the fixed interest sectors, The
investment performance of client assets continues to

The accounting policies adopted comply with South
African Statements of Generally Accepted Accounting

improve on a relative basis, even though absolute
recurns remain muted in line with market conditions.
Sage Life's major employee benefit portfolios

Practice as well as with applicable legislation. These
accounting policies are consistent with those applied

continue to feature In the tap quartile of inde-
pendent rankings over the past one and three years

at 31 December 2002, except for the adoption of the
accounting standard AC(33 (Financial Instruments:

while six of the Sage unit trusts are ranked in the top
quartile in their sectors for the 12 months to June

Recognition and Measurement) which became

effective for financial years on or after | July 2002,

AC133 is a prospective statement, which means that
historical figures are not adjusted to the new basis of

2003, The shareholder fund in Sage Life has been
partially protected from the general market trend by
the positive performance of the ABSA holding.

Financlal Results

accounting. Instead adjustments to determine the

new equity as well as the asset and liability base are

dealt with as an opening transitional adjustment In

retained earnings.

Group total earnings for the review period amounted
to R45,1 million, significantly up on the loss of
R23%.5 million for the nine months to December
2002. Totw! earnings per share amounted to 28,0 cents
compared with a loss of 159,4 cents in the previous

In accordance with ACI33,
assets, policyholder and shareholder assets have
been designated as "available for sale". Due to the
fact that pollcyholder assets back pollcyholder liablli-

in respect of financial

ties, the gains or losses are subsequently transfecred

to or from the Hfe fund liabilities, Sharehalder

nine months. The Implementation of accounting
standard ACI(33 had the effect of Increasing total
earnings by R5,2 million in the review period.

Ne dividend has been declared at the interim stage
or Is anticipated for the ba_lance of the financial year,
as part of the process of further strengthening the

available-for-sale assets are valued at fair value and

Group's financial position. The directors will be

gains ar losses are Included In income.

liabilities are concerned and in accordance with this
statement, read together with the guidance on the application of

Insofar as

AC133 to liabilicies arising from long-term insurance contracts as
approved by the Accounting Practices Commilitee, certain liabllities
have been designated as
continue to be valued In terms of the Financial Soundness Vatuation
basis with the actuarially determined liabilities now being disclosed
separately from “liabilities under investment contracts”

"Investment contracts'. Insurance contracts

on the

baiance sheet. Investment contracts are valued at fair value in
accordance with AC133. The net result relating to these contracts

are reflected in the income statement.

The Equity Linked Notes fability, which includes an embedded
derivative, has been designated as "held at fair value (through the
income statement)”. Both the debt instrument and the embedded
derlvative have been fair valued in accordance with AC (33,

There is currently no International Financial Reporting Standard for
insurance. Although the International Accounting Standards Board
has a project In progress to address thils issue, finalisation is not
expected for a number of years to come. The impact on the results
of the Group for the six months to 30 June 2003 in respect of the
adoption of AC 133 is detailed in note 5 to the income statement.

QPERATING ENVIRONMENT AND STRATEGIC .
PROGRESS

The Group has operated In a partcularly challenging environment
during the review period. Economlc growth has remained muted,
investment markets have been weak, the rand has strengthened but
been volatile and business growth has remained under pressure in the

life insurance and unit trust sectars in which the Group operates.

In addition, the Group has faced the uncertainty created in the wake

of the discontinuation of its international activities in the 2002
financial year. In recent months however, signlficant progress has been
made In restructuring the Group: ;
* The board of Sage Group has been restructured under the leader- 1
ship of the new Non-Executive Chairman, Dr Danie Cronj¢ and, as !
previously annaunced. the management team has been restructured
and strengthened with the appointment of Mr Garth Griffin to the |
new position of Group Chlef Executive.

» The Group successfully completed a R350 million.capltal raising
exercise establishing a more diverse shareholder base, New capitakof
R235 million was raised during the review period by way of a rights |,
issue to shareholders and RE15 million was raised in a specific issue :
to a consortium of Investors represented by, and including, AVASA
Holdings Limited (the AVASA consortium).

The proceeds of the capital raising are being utilised to strengthen the
Group balance sheet by reducing Interest bearing borrowings.
The forelgn Equity Linked Notes, which have been fully hedged, have
been reduced through repurchases and cancellation of $14,7 milliion
at the date of this report ac 2 discount of approximately 12% to their
nominal value. Net debt at Group level has consequently been
substantially reduced to R382,8 milllon at 30 June 2003 from
R&54,6 million at 31 December 2002. Interest cover has improved
to 2,5 times and is expectad to reflect the ongeoing benefit of the
_capital raising.

« Agreement in principle has been reached for the dispesal by °
the Group of its US life operations, namely Sage Life Assurance of -
America Inc to Swiss Re Life and Health US for $100, subject to final® !
regulatory approval which is expected shortly. The winding down of
all ancillary activitie in the US Is virtually complete and ng further
costs are anticipated to be‘ incurred by the Group. b

|
|
i
:
i
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STRATEGIC REVIEW

The board and management have commenced an extensive process
of re-energizing and refocusing the Group’s South African life
insurance and unit trust operatlons and of developing a new vision to
drive longer term strategy. The objective is to position the Sage
Group as a unique and competitive listed financial services group.
This exercise encompasses restructuring and expanding the leadership
team, enhancing financial management processes, addressing future
capital needs, reviewing market segmentation, product development
strategy and distribution structures and
established Sage brand. The strategic review is well advanced and it
s antivipaied that Jdevelopinents will be announced in the next

refuvenating the well

few manths.

OPERATING RESULTS

Trading Review

New Business

As indicated in the corporate update on 5 June 2003, the uncertainty
surrounding the Group prior to the announcement of the 2002
financial results and other developments, inciuding the disposal of the
International operations, materially affected new business results.
New business was aiso impacted by the prevailing economic and
investment climate, in line with the general trend in the insurance and
Investment industries,

Total Seuth African life new business for the six months under review
showed a decline of 23,7% to R165,0 mliflion compared to the same
perlod In the previous year in terms of Annual Premium Equivatent
{annualised recurring premiums and 10% of single premiums).
Total new business in the Individual division declined by 32,7% white
the Employee Benefits division showed an increase of 15.2%.

Extarnal sales by Sage Unit Trusts for the six months totalled
R326,9 million. compared with R861.2 millien In the same period of
the previous year. Repurchases have continued at high levels in line
with the industry trend, resulting in a net outflow of R129,| million for
the period compared to net inflows of R117,1 million in the first half
of last year, good relative investment performance notwithstanding.

The capital raising and cther recent developments in the Group have
been well received internally and by intermediaries and clients and an
Improvement in the new business trend Is anticipated In the second
half of the year.

Expense Management

Within the SA operations, expenses of management for the six months
to June 2003 have been well contalned, showing a reduction of 3,.9%
on a comparative basis with the previous year Steps taken to
rationalise certain activities, notably the full integration of unit trust
and life operations, are expected to yield additional cost savings but,
in the shorter term, these will be partially offset by additional
development expenses to be fncurred in the: restructuring process.

dove o epgrragemient will continue to seekfurther“cost reductions, while

concentrating on the optimal allocation of resources.

Policy Discontinuances g
Discontinuances of policies through laﬁsing and surrenders within
Sage Life increased during the first half of the year; the number of
policies lapsed Increased only marginally (0,7%) while the number of
hd policies su:rer\dered increased by .16, 4% compared to the same
period last year. However, the value.of in force annualised premiums
has continued to increase, albeit marginally, réaching R1 013 million at
th¥’end of june 2003 compared to R990 million a year earlier,

e

monitoring the position carefully with a view to the
H resumption of dividend payments when appropriate.

Group operating earnings were negatively impacted in particufar by
an expense strain as a result of lower new business voiumes,
voluntary terminations by clients and poor investment markets, which
resulted In an operating deficit of R44,5 million from Sage Life's
operating fund.

On the other hand, net earnings attributable to Sage Life's
shareholder’s fund amounted to R65,4 milllon. In the current period,
shareholder earnings from this source benefited from the Imprave-
ment in the ABSA share price.

ps;!e Life's capital adequacy-requirement at. 3Q-june 2003 -was~ -
R442,6 million and the capital adequacy multiple has remained
unchanged at 1,5. This satisfies current regulatory guidelines. Manage-
ment continues to examine ways of ensuring that Sage Life's capital
adequacy requirements are minimised, inter alia through ongoing
Improvement of portfollo structures.

Despite weak markets and a decline in total assets under
management, Sage Unit Trusts produced satisfactory results, with
earnings of R8,1 million for the six months under review compared
with R10,5 millien in the previous nine months. The valuation of Sage
Unit Trusts has been written down by R15 milllon to R145 milllon to
reflect prevailing market conditions.

Other earnings attributable to Group activities amounted to
RS58,2 million for the six months under review The signlficant
favourable influences on these .earnings were foreign exchange
transiation and fair value adjustments amounting to R58,% million,
resuiting from the continuding strengthening of the rand, and the net
gain on ELN repurchases of R14,6 million.

Earnings for the review period were not impacted by the capital
raising which occurred on 17 June In respect of the specific issue and
on 30 June in respect of the rights issue.

EMBEDDED VALUE STATEMENTS

Sage Life .

Sage Life's embedded value at 30 June 2003 was Ri 295.6 milllon,
a 2,7% reduction since 3| December 2002, reflecting investment
market trends, the declining interest rate pattern and the reduction
in new business volumes.

Sage Group

" The embedded value measures the current value of the Graup's net
assets at fair value togecher with the present value of future profits
from business already written by the life Insurance operations (nec of
cost of capital). The Group embedded value at 30 june 2003 amounted
to RBI6,0 million equivalent to 221 cents per share. This includes an
allowance for Group corporate expenses not accounted for in the
Sage Life embedded value.

OUTLOOK

The Group results have been impacted by the volatile and difficult

trading environment as well as by market uncertainty following the

developments and restructuring during the past {2 months. The benefits—s-
" of the restructuring are however now beginning to materialise and witl

the clear focus on South African operations, should be reflected in an

improving new business trend In the second half We expect that the
i outcome of our strategic review will provide further impetus to the
i, Group's focus on delivering value to all stakeholders,

G Griffin
Group Chlef Executive

Dr DC Cronjé
Chairman

26 August 2003
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