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Discovery was established as a small
specialist health insurer two decades
ago, with a clear core purpose:

to make people healthier and
enhance and protect their lives.

Driven by constant innovation over the years, we
have created a multifaceted, integrated financial
services organisation that employs a shared-value
insurance model to change the way insurance
works.

L SLEAS

NORMALISED ! INVESTMENT FOR

NEW BUSINESS UP 4 OPERATING PROFIT UP GROWTH UP

22% = 11% 7 3%
to R16 231 million* : to R6 407 million 3 toRe23million

* Excluding R4.2 billion for Bankmed
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ABOUT THIS
REPORT

This report has been prepared in line with the guidelines of the International Integrated Reporting
Council. Building on our reporting in previous years, we have aimed to make this document

more concise, presenting our readers with a complete picture of our shared-value insurance
model and strategy, but remaining focused on the issues that are material to the business

and stakeholders.

This integrated annual report is supplemented by a separate Sustainable Development Report and
website, in which we provide additional detail about our contribution to achieving global and local
sustainable development objectives. Our Sustainable Development Report is prepared in
accordance with the G4 guidelines of the Global Reporting Initiative (GRI) at a core level and is also
our first Communication of Progress to the United Nations Global Compact (UNGC). Discovery

became a UNGC signatory in June 2015.

Scope and boundary

In this report, we cover the operations of Discovery
Limited, including Discovery Health, Discovery Vitality,
Discovery Life, Discovery Invest, and Discovery Insure in
South Africa, VitalityHealth and VitalityLife in the UK, as
well as our other international operations, under
Discovery Partner Markets. These include Ping An Health,
The Vitality Group (including the John Hancock and
ManulLife partnerships), AlA Vitality and Generali Vitality.

Non-financial data is included for all South African-based
operations.

Material issues for reporting

We identified six issues which we believe represent some
of the most material challenges for the business today and
which have driven our selection of content for this report.
The issues were identified following extensive management
discussions and workshops, as well as a review of key risks
identified by the organisation, and issues highlighted in
commentary from external stakeholders.

We discuss material issues throughout our report and
include a summary on page 30.

Discovery and King lll

During the year under review, Discovery complied with the
mandatory principles of governance, as contained in the
JSE Listings Requirements, as well as with the principles of
King Ill. In assessing adherence to King Il principles, a
compliance programme is in place whereby the level of
compliance of the Group is monitored at regular intervals.
Read our report on King Il at www.discovery.co.za/info/
Governance.

Approval by the Discovery Board
of Directors

The Discovery Limited Board of Directors approved the
Discovery Integrated Annual Report on 6 October 2016,
based on the recommendation of Discovery's Audit
Committee.

Signed by the Chairperson of the Discovery Limited Board
of Directors.

Monty Hilkowitz

Preparation of Discovery'’s
Annual Financial Statements
for the year ended 30 June 2016:

= Annual Financial Statements
— L Capon CA(SA) (prepared)
— L van Jaarsveldt CA(SA) (prepared)
— R Farber CA(SA) FCMA (supervised)
= Embedded Value Statement
— M Curtis FASSA, FIA (prepared)
— A Rayner FASSA, FIA (supervised)



Statement from Discovery Group
Internal Audit

Discovery Group Internal Audit performed a limited review
of the statements and quantitative data contained in the
Discovery 2016 Integrated Annual Report, with the
exception of the Annual Financial Statements.

Set out below is a summary of the procedures performed
pertaining to the financial and non-financial information as
contained in the Integrated Report, as well as for the Key
Performance Indicators (KPIs) and the Global Reporting
Initiative (GRI) indicators in the People and Sustainable
Development Report for the year ending 30 June 2016,
which were included in the scope of the limited assurance
engagement.

= Discovery Group Internal Audit obtained an
understanding of:

— The Stakeholder engagement process;

- The selection and application of Integrated and
Sustainability Reporting Policies;

- How Management has applied the principle of
materiality in preparing the Integrated Annual
Report and the specified KPIs and GRIs in the
People and Sustainability Development Report.

= Discovery Group Internal Audit made enquiries of

Management, Employees and those responsible for

the preparation of the Integrated Report and the

specified KPIs and the GRIs, as considered necessary.

= Discovery Group Internal Audit inspected relevant
supporting documentation and obtained such external
confirmations and Management representations as
considered necessary for the purposes of the audit
engagement.

= Discovery Group Internal Audit performed analytical
procedures and limited tests of detail responsive to
the risk assessment and the level of assurance
required, including a comparison of judgementally
selected information to the underlying source
documentation from which the information has
been derived.

Based on the evidence obtained in completing this limited
assurance engagement, Discovery Group Internal Audit
believes that the information (quantitative and qualitative),
disclosed in the Integrated Annual Report, sufficiently and
appropriately represents the Group’s performance for the
year ended 30 June 2016.

Comments

We value feedback and comments from our stakeholders
on our integrated annual report, as well as our other
publications. Please send your comments to
askthecfo@discovery.co.za

Contact us

Mr Richard Farber, Discovery Chief Financial Officer
+27 11 529 1855
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How we report to our
stakeholders

Together with our integrated annual report, there are
other reports and publications we make available to
stakeholders. These reports provide detailed
information on Discovery and our economic, financial,
and social performance during the financial year, as
well as our prospects.

Integrated Annual Report

Our integrated annual report provides an analysis of
our financial, economic, and social performance in
relation to our business strategy going forward.

www.discovery.co.za/
@ info/2016integratedreport

Annual Financial Results Presentation

A presentation of Discovery's annual financial results
to investors.

www.discovery.co.za/
@ info/2016annualresults

Full Annual Financial Statements

This presents the full financial statements and
administration requirements (AGM notice, proxy form).

www.discovery.co.za/
@ info/2016financials

Sustainable Development Report and
associated website

These chart Discovery's relationship with the broader
society and describes how we work with social and
business partners to achieve common sustainable
development goals.

www.discovery.co.za/
@ info/2016SDReport

King Il Register

The King Il Register provides a complete view of how
Discovery addresses the principles of King Ill.

@ [www.discovery.co.za/info/2016King3

Governance

This year we include a summarised governance section
focusing on governance, compliance and regulation.
Detailed reports can be found on the website.

@ I:Www.discovery.co.za/info/governance



HOW WE PERFORMED
DURING THE YEAR

Th|S year Showed a Strong A substantial spend on new initiatives,

f. . | d . funded by debt and a rights issue.
INancial an Operatl ng This marked a 73% increase over the
performance, Wlth previous year, equal to 13% of earnings.
Contlnued |nvestment Robust performance in spite of a
. C e \atil ; ; )
in new initiatives. VO a.tl e econom.lc environment
In Discovery's primary market of South
The financial performance for the period was Africa, the 'GTOUP had to face a depreciating
characterised by three distinctive features: currency, rising interest rates and economic
assumption changes. In Discovery's second
1 | Solid performance by existing businesses. primary market of the United Kingdom
This was driven by Discovery Health, (UK), Discovery faced both currency
Discovery Life, Discovery Invest, and sensitivity and a record-low interest rate
Discovery Insure. VitalityHealth's environment due to the UK's intended
performance was notable for its progress exit from the European Union.

in the second half of the year.

New business
annualised premium
income

Increased 22% to
R16 231 million
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Normalised headline earnings
Up 7% to
R4 312 million
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Growth in
embedded value

Up 2% to
R53 080 million
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Key highlights:
The resilience
of Discovery’s primary
markets of South Africa
and the United
Kingdom in challenging
economic environments

Sustained investment, including:
i

A continuing roll-out of Vitality
Shared-Value Insurance to new markets
i
Adjacent expansion in our primary markets
with the intention to enter banking
in South Africa
=
Refining the science of the Vitality
Shared-Value Insurance model further
through the methodology that underpins
Vitality Active Rewards with Apple Watch

"
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Normalised profit from operations

Up 11% to
R6 407 million
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Our business model is even Continued replication and
more relevant than before. advancement of Discovery's unique
. ' business model
as we have the ability to offer

When Discovery started almost 25 years ago, the

health’ pI’OteCtIOI‘l and SaV|ngS complexity of the South African healthcare

environment at the time provided a powerful and

prOdUCtS that Create and Share relevant incubator for innovation. South Africa’'s
Value and are dynamIC and high disease burden, the undersupply of doctors

and Discovery's desire to build an inclusive,

a”OW people to man age the|r community-rated health insurance system necessitated

a new paradigm for addressing healthcare challenges.

eVOIVi ng health and Wel I NESS this was in the form of wellness and prevention,
needS th ro ug h Out th el r I |VeS typically under-consumed because benefits are hidden

while the cost and effort required are immediate,

and be rewarded as opposed to healthcare, typically overconsumed as
. benefits are immediate while price is hidden.
for improvements.

Societal need - rather than being an external force and
source of opportunism — has always been fundamental
to our business strategy and culture. As outlined in this year's integrated annual report, Discovery's
business model reflects this. It incentivises members to improve their health, provides access to a broad
range of wellness and prevention pathways for them to do so, measures engagement clinically and
actuarially, and uses the actuarial surplus generated from improved health to fund further incentives.

Discovery has succeeded in triggering a positive systemic change that rewards lower-risk behaviour and
enables the dynamic pricing of mortality, morbidity, and health risk. This shared-value insurance model
encourages members to become healthier, and rewards them for doing so, with their premiums increasing
or decreasing based on their engagement. As a result, we experience lower claims rates, with a higher
retention rate for healthier lives. Through our health-promotion programme, Vitality, we deliver health and
value for our clients, our partner insurers, and society at large. Refer to page 22.

As outlined on page 22, it is evident that the societal needs Discovery identified and responded to, have
only become more acute. Risk is now predominantly driven by four lifestyle behaviours — poor diet, physical
inactivity, excessive alcohol intake and tobacco use — which drive four chronic diseases (cardiovascular
disease, diabetes, chronic lung disease, and various cancers). However, most life underwriting in the
industry remains static and fails to account for the health improvements people make during their lifetime.

Technology is also playing a bigger role, with health promotion becoming more personalised, due to
wearable devices. This has profound implications, given that insurers, alongside governments, are the only
stakeholders with the capacity to monetise the positive effects of health behaviour change.

Our business model is even more relevant than before, as we have the ability to offer health, protection
and savings products that create and share value and are dynamic, and allow people to manage their
evolving health and wellness needs throughout their lives and be rewarded for improvements. This paves
the way for growth in existing sectors and territories, expansion into new territories in existing sectors, and
expansion into adjacent sectors and new business and product lines. These aspects are outlined in this
integrated annual report on pages 36 and 37.

The financial and societal success of shared-value insurance has resulted in it becoming a compelling
proposition to other insurers. Discovery has continued to enhance the sophistication of its business model
to export it to leading insurers around the world. It has done so through the establishment of the Global
Vitality Network.

INTEGRATED ANNUAL REPORT 2016 7



Review from Adrian Gore continued

The Global Vitality Network
consists of partner insurers
that employ the Vitality
Shared-Value Insurance model
and participate in collective
network assets, such as
opportunities for growth through
the strength of the partner
insurers themselves, global
reward partnerships, technology
collaborations, and academic
and media partnerships.

This is a system of partner insurers that employ the
Vitality Shared-Value Insurance model and participate in
collective network assets. These include opportunities
for growth through the strength of the partner insurers
themselves, global reward partnerships, technology
collaborations, and academic and media partnerships.
Over the past five years, Discovery has entered into
partnerships with AIA in Asia and Australia, Generali in
Europe, John Hancock in the US, John Hancock's parent
company Manulife in Canada, and Ping An in China.
Recently, Discovery announced a partnership with
leading Japanese insurer Sumitomo. All these
organisations now act as ambassadors and proponents
of shared-value insurance.

Discovery has continued to expand into adjacent
industries, by extending shared-value insurance from
our original product offering of health insurance and
protection. In the past five years, the Group has
developed a highly successful short-term insurance
offering that employs the Vitality philosophy to
encourage safer driving. Research shows that people
are as irrational about their driving as they are about

their health. Using the latest telematics technology, driving behaviour is tracked and measured, and drivers
are incentivised to reduce their driving risk. Emerging evidence validates that driving behaviour improves
as a result, with benefits for the driver (fewer accidents and cash back on fuel spend), ourselves as the
insurer through fewer claims, and society at large in the form of safer roads for other drivers and
pedestrians. Refer to pages 75 to 77.

Given the irrationality at play in savings behaviour, there is an opportunity for the shared-value insurance
model to disrupt traditional banking business — Discovery's next targeted adjacency. During the year
under review, important progress was made in achieving the Group’s strategy of entering into banking

in South Africa.

The expansion of Discovery’'s model through a new insurance category
— Vitality Shared-Value Insurance

One area that has received significant focus over the past few years is the execution required to export the
Group's shared-value insurance model to new markets. To achieve this, Discovery has reorganised the
management of global partnerships, giving rise to a division called Discovery Partner Markets. This division
oversees the international roll-out of the model, providing systems, consulting support and governance to
its partners, while partners act as franchisees, acquiring licences to use the Vitality Shared-Value Insurance
model and related assets, in exchange for a “franchise fee” and a share of premiums.

The underlying strength of the Discovery Partner Markets proposition is being supported through the
expansion of the Vitality Shared-Value Insurance model and the Global Vitality Network. The Vitality
Shared-Value Insurance model has now been adopted by six partner companies in 14 markets around the
world with Vitality impacting close to four million lives globally (including South Africa). In Europe, Generali
launched in two markets over the past six months. In the more established partner markets, Discovery is
seeing evidence of the efficacy of the Vitality Shared-Value Insurance model in the Group’s results.

Supporting Discovery’'s ambition to develop international partnerships, considerable work was done with
Apple to develop a global wellness infrastructure, namely Vitality Active Rewards with Apple Watch. This
enables the real-time measurement and incentivising of wellness behaviour, as well as creating
personalised goals for members. The success of Vitality Active Rewards with Apple Watch in changing
wellness behaviour and segmenting insurance risk in South Africa and the United States has advanced
the science underpinning the Vitality Shared-Value Insurance model.
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Results during the first six months of the benefit being available to clients, showed dramatic and sustained
behaviour change, with a 20% increase in physical activity for those who engaged in the benefit, and 81%
for those clients with the Apple Watch. This is the most successful benefit of Vitality to date, as measured by
take-up and engagement, with engaged members expected to demonstrate lower morbidity and mortality
experience than other Vitality members over the long term. The benefit was also recently launched in China
through Ping An Life. It will be attached to Ping An Life's flagship life insurance product, available through its
one million strong agency force. This presents a meaningful opportunity to elevate the Vitality brand in
China. Vitality Active Rewards will be rolled out globally over the next 12 months.

Going forward, the Group's focus will be on refining the way in which shared value is measured. Discovery's
participation in major national and international initiatives exploring the concept and measurement of
shared value will enable the Group to maintain thought leadership in this area, and contribute to its
further development.

The year under review

The year under review was notable for three reasons. First, for a solid performance in our established
businesses and a stronger performance in the second half of the year; a sustained investment in growth,
including a continuing roll-out of Vitality Shared-Value Insurance to new markets; adjacent expansion in
Discovery's Primary Markets with the intention to enter banking in South Africa; and refinements in the
science underpinning the business model through the Vitality Active Rewards methodology. Secondly, it was
marked by challenging market conditions, which showed the resilience of our business model in Discovery's
primary markets of South Africa and the United Kingdom.

Discovery made a total investment of R823 million in new initiatives over the course of the year, funded by
both debt and a rights issue. This marks a 73% increase over the previous year, equal to 13% of earnings,
and double the long-term average investment between 2011 and 2015. Although this had a dampening
effect on short-term profits, this investment is expected to be profit-enhancing in the long term.

In Discovery's primary market of South Africa, progress was made with respect to Discovery’s intention to
enter banking. The licensing and regulatory processes commenced and while the licence application is
pending regulatory approval, key engagements are underway with the South African Reserve Bank and
other regulatory bodies. Discovery has attracted a combination of senior seasoned bankers. With Discovery
executives, they will lead the execution and delivery of the banking business. It is in the process of finalising
operating processes, including system selection. Insights are being developed that will be utilised in the
design of our final product offering.

Businesses in South Africa and the United Kingdom continued to gain market share and demonstrated
robustness in new business and financial performance. This validates the relevance of the Vitality
Shared-Value Insurance model in a complex operating and macro-environment.

Discovery Health and Discovery Life delivered strong performances overall, with normalised operating profit
increasing by 12% and 18% respectively for the second half of 2016 compared with the second half of 2015.

Discovery Health's performance exceeded expectations in a period characterised by high healthcare
inflation driven by higher hospital use. Discovery Health continued its significant investment in digital
healthcare assets, with further expansion in the functionality and coverage of HealthlD, the country’'s
leading electronic health record system. This is now in regular use by over one million members and almost
50% of doctors treating members of Discovery Health's client medical schemes. The fully digital healthcare
plan - the Discovery Health Medical Scheme Smart Plan — has also continued to prove successful in
attracting a younger demographic. Discovery Life showed accelerated growth and performance while
increasingly recognising and rewarding better health and longevity, and sharing gains from health
improvements through paybacks from actuarial surplus — highlighting the value derived by healthy clients.

Vitality UK, Discovery's second primary market, delivered a strong performance, and demonstrated its
resilience in an uncertain political and economic environment. Both VitalityHealth and VitalityLife continued
to realise the benefits of Vitality. VitalityHealth experienced strong new business growth over the period,
with particularly strong growth in the profitable individual market — up by 44% — and direct-to-market
channels, which now comprise almost 40% of new business. VitalityLife produced a strong performance in
the face of complex changes and achieved success in positioning its new-generation risk offering in the
market. This was evident in the strong continued adoption of the Vitality-integrated model over the period,
with the Vitality Optimiser product comprising over 60% of all new business sales. The performance of all
Discovery businesses is discussed in detail in the business reviews.

INTEGRATED ANNUAL REPORT 2016 9
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Review from Adrian Gore continued

The Discovery Foundation, now in
its tenth year, has been instrumental
in retaining doctors in public health,
advancing research in crucial

areas of medicine and supporting
improved health outcomes in rural
areas. In the past 10 years,

over R160 million in grants has
been awarded, supporting

the education and training
requirements of some 300
healthcare specialists

and institutions.

professional services and mentors.

Report pages 50 to 51.

Discovery as a force for
social good

Discovery is active in supporting healthier and more
prosperous communities (see Discovery's
Sustainable Development Report pages 38 to 39 for
additional detail). Initiatives such as the Discovery
Foundation, now in its tenth year, has been
instrumental in retaining doctors in public health,
advancing research in crucial areas of medicine and
supporting improved health outcomes in rural
areas. In the past 10 years, over R160 million in
grants has been awarded, supporting the education
and training requirements of some 300 healthcare
specialists and institutions.

One of Discovery's core values is intellectual
leadership. A pioneering approach to the
development of shared-value products and services
in the insurance sector has created financial capital
for the Discovery business, shareholders and
members, and other significant benefits, as
described throughout our integrated annual report.

Discovery's intellectual capital is an asset for the Group, underpinning the expansion of the Vitality
Shared-Value Insurance model to international markets. We therefore invest continually in training and
development initiatives for employees (see our online Sustainable Development Report).

Discovery is also proud to be a catalyst in creating opportunities for employment and economic
development. Given existing pressures on government and businesses, the most sustainable way to create
jobs at the required rate is to stimulate the development of and to support different stages of small and
medium enterprises (SMESs). Discovery is privileged to be part of an initiative under guidance of the South
African Minister of Finance, Pravin Gordhan, to develop a solution in response to the varied challenges
small and medium businesses face. Following consultation with experts across the private, public and
non-profit sectors, the SA SME Fund was announced in September 2016. This Fund, seeded with capital
from the private sector, will be additive to the ecosystem of existing SME support. Its aim will be to give
high-potential entrepreneurs and SMEs the opportunity to create jobs, access to accredited funders,

Discovery's other partnerships, which include active participation in international bodies such as the United
Nations Global Compact, business partnerships through initiatives such as Britain's Healthiest Company,
and social partnerships such as with the City of Johannesburg, enrich our intellectual capital by improving
an understanding of the context in which Discovery operates and enabling the Group to shape our
environment for greater social benefit. Through a leadership role, Discovery with pharmaceutical company
Novo Nordisk, in a recently-announced United Nations Global Compact initiative, aims to improve
understanding of the role of health in sustainable development and to develop metrics against which
businesses can report their health and wellness impacts. Refer to Discovery's Sustainable Development

People as one of Discovery’'s most important assets

Employees play a critical role in enabling the Group to achieve its business objectives. In South Africa in
particular, there is a clear imperative to achieve an inclusive and transformed workforce that equitably
represents all sectors of society. Recruiting and retaining black South Africans in senior positions remain a
key priority. Discovery competes with other businesses in South Africa for a limited pool of talent and the
Group has therefore set a target of 25% representation by employment equity candidates in each of the
business unit executive committees. We have met this target in all but two business units.
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Some of the many initiatives undertaken to support transformation in Discovery’'s workforce include:

= Sourcing black talent through the Discovery network of employees

= Developing talented black employees

= Encouraging equity employees to develop skills classified as scarce and critical

= Providing new bursaries for the children and families of long-serving equity employees, who wish to
acquire scarce and critical skills

Globally, Discovery invests significantly in employee health and wellness awareness, as there is recognition for
the strong link between employee health, wellness and productivity. Discovery therefore provides detailed
reporting on the health of our employees. See pages 26 to 35 of Discovery's Sustainable Development Report.

Looking forward

Discovery set an ambitious 2018 vision in 2014 to be the best insurer in the world and a powerful force for
social good. The Group continues to make progress towards achieving these goals. In the longer term,
Discovery will continue to leverage the shared-value insurance philosophy that underpins all businesses and
initiatives in our markets and adjacencies, and we will continue to invest in new initiatives that are profit
and society-enhancing. Over time, Discovery is building businesses that will become additions to the
Group'’s portfolio and which will track well above economic growth. Discovery is well capitalised to fund
further growth initiatives and has buffers in place to withstand adverse economic circumstances, while
safeguarding future earnings and maintaining acceptable levels of debt.

Discovery's strategy will continue to be one of strong organic growth and building the Vitality Shared-Value
Insurance model globally.

Conclusion

The year under review has been one of robust performance in spite of a volatile economic
environment, an acceleration of the Group’s performance and a substantial investment in new
initiatives, most notably, the evolution of the Vitality Shared-Value Insurance model and Global Vitality
Network. The success during the past year has been made possible by the vision, entrepreneurial spirit
and commitment of our people, who | believe is one of Discovery's biggest assets. A special mention
must be made commending Richard Farber, Discovery's Chief Financial Officer over the past 13 years,
who will be relocating at the end of 2016. We thank him for his significant contribution to the Group's
success. Richard will remain a Director of Discovery. On behalf of the Discovery Board of Directors, we
would like to wish Richard and his family well in his future endeavours.

We remain excited by the potential of the unique business we have built over the past 25 years, and
look forward to moving closer to our ambition of being the best insurance organisation in the world.

INTEGRATED ANNUAL REPORT 2016 11
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The full-year period ending

30 June 2016 showed a robust
performance by the Group. Normalised
profit from operations increased to
R6.4 billion (+11%) and new business
increased to R16.2 billion (+22%)
(excluding R4.2 billion in respect of the
Bankmed Medical Scheme administration
and managed care services contract
taken on in the prior year).

This full-year performance was robust and driven by
an acceleration in the latter half of the year with
operating profit increasing 14% versus 7% in the
first half. Normalised headline earnings increased to
R4.3 billion (+7%). The reduction in headline
earnings to R3 641 million from R5 285 million was
due to the accounting treatment from the
acquisition of Prudential's remaining stake in the UK
joint venture in November 2014. The excess
between the consideration paid and the carrying
amount of the puttable non-controlling interest's
financial liability was included as a profit in headline
earnings in the prior year. This is reversed out when
calculating normalised headline earnings.
Embedded value grew to R53 billion (+2%), with the
muted growth driven by an increase in the risk
discount rate used to value the business, due to
observed market economic factors.

Financial highlights for 2016

VitalityLife commenced writing new business
on its own licence with effect from
1 January 2016. In terms of the funding for
statutory capital requirements, part of the
proceeds of the rights issue concluded in
April 2015 was allocated to VitalityLife and is
expected to be sufficient for its statutory
capital requirements for a number of years
to come. New business strain (commission
and acquisition costs) will be funded by a
combination of full risk transfer financial
reinsurance and debt. This replaces the
negative reserve funding previously provided
by Prudential Assurance Company Limited
(Prudential).

Costs related to the rebranding of PruHealth
and PruProtect to VitalityHealth and
VitalityLife totalling R365 million in the year
ended 30 June 2016, have been excluded
from normalised headline earnings.
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Financial Statements Discovery

At the end of June 2016, Discovery finalised
the syndicated refinancing of our R3 billion
bridging loan (replacing all of our South
African borrowings). We now have the
following long-term facilities:

- Afixed-rate term loan facility of R1.6 billion
was entered into with Rand Merchant Bank,
a division of FirstRand Bank Limited.

The facility has the following profile:

< R500 million at a fixed interest rate of 10.79%
per annum, payable quarterly in arrears,
with capital repayable on 10 June 2021.

o R1.1 billion at a fixed interest rate of
10.44% per annum, payable quarterly in
arrears, with an amortising capital profile,
having the first repayment on 10 June 2019
and final settlement on 10 June 2021.

A subsidiary of the Discovery Group issued

1 400 A preference shares at an issue price of
R1 million each (a total of R1.4 billion), by way
of a private placement to Investec Bank
Limited. The preference shares were issued at
a fixed coupon rate of 8.015% per annum,
paid bi-annually. The shares are cumulative,
non-participating, non-convertible preference
shares and redeemable on 29 June 2021.

In December 2015, Discovery paid R1.4 billion
to FirstRand Bank Limited (FRB) to increase its
economic interest in the Discovery branded
FNB credit card (Discovery Card) from 20% to
74.99%. The increase in economic interest
was realised through Discovery's subscription
for redeemable preference shares in the
share capital of FRB.

In terms of IAS 38: Intangible Assets, the
preference shares have been disclosed as an
intangible asset in the Statement of Financial
Position as the substance of the arrangement
is a right to receive an additional 54.99% of
the profits generated by Discovery Card. This
will be amortised through profit or loss,

as profits are expected to emerge and added
back into the calculation of normalised
headline earnings.

R121 million is receivable in respect of the
54.99% profits generated by Discovery Card
from 1 July 2015 to 30 June 2016. As the
contractual rights under the preference
shares were only finalised in April 2016, any
profits earned prior to that, being R86 million,
represent an adjustment to the purchase
price of the intangible asset rather than
income received. This therefore reduced the
value of the intangible asset recognised and
was added to normalised headline earnings.

é Read our capital discussion
on page 14 of this report.
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Review from Richard Farber continued

Challenges experienced in 2016

In our primary market of South Africa, the current economic climate poses challenges for our industry
and our business. With an expectation of rising inflation and interest rates, low GDP growth and a
weak currency, our members, clients and policyholders will face challenging economic times over the
next 12 to 24 months. This raises the risk of lower new business volumes, increased lapses and the
buying down of cover. However, Discovery is a well-diversified business, by industry and geography,
which together with unique and valuable benefit and service differentiators will enable us to perform
well relative to the wider industry.

We closely monitor metrics that reflect the impact of these economic conditions on Discovery. We
continue to experience low lapse rates in Discovery Health and Discovery Life, low missed debit
orders across our businesses and our credit card book continues to perform extremely well relative
to the market. In Discovery Health, we have seen a slowdown in the growth of new members joining
existing employers in Discovery Health Medical Scheme - a reflection of a slower-growing economy.
This resulted in lives administered by Discovery Health Medical Scheme increasing by 1.5% for the
financial year.

As outlined in our annual financial results presentation, in our international business of VitalityHealth
we experienced challenges moving to our own system infrastructure following the migration from
the Transitional Services Agreement with Standard Life Healthcare. This resulted in significant
claims adjustments and increased operating expenses totalling £5 million in the first six months of the
financial year.

On 24 June 2016, the announcement of Brexit sent shockwaves through the global economy. United
Kingdom (UK) GDP growth expectations were revised downwards and the Bank of England reduced
interest rates. The decline in UK bond yields resulted in increased life-product capital requirements,
release of margins and a reduced ability to absorb future adverse outcomes.

Discovery's objective regarding capital management is
capital optimisation and value creation for the Group
while keeping within the Group's stated risk appetite,
meeting regulatory requirements, and allowing for the
Group’s investment strategy.

Capital, capital management and the use of financial reinsurance

A key focus area for the business during the year under review was capital and capital management. Capital
refers to:

= Required capital: This is the amount of capital needed to act as a shock absorber to protect against
losses arising from adverse events and to maintain regulatory and economic solvency. This includes
both the minimum capital requirements as per the relevant regulatory regime and any additional buffer
required by the Group’s risk appetite.

= Funding available: This is the amount of liquid and tangible assets across the Group (in excess of what
is required to meet the entities’ statutory or required capital requirement), which can be made available
to the Group to meet funding requirements (for example to fund growth, new strategic initiatives and
Group dividend payments). This would include funding for new business strain.

Discovery's objective regarding capital management is capital optimisation and value creation for the Group
while keeping within the Group’s stated risk appetite, meeting regulatory requirements, and allowing for the
Group's investment strategy.

The objective of capital optimisation and value creation will be realised by:

= Optimising the risk-adjusted return on capital

= Reducing the cost of capital

= Maximising expected earnings

= Ensuring the most efficient deployment of capital to entities within the Group.

In capital allocation decisions, forecast return is expected to be at least equal to the Group's
required hurdle rate of risk-free +10%.
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The table below summarises the minimum statutory capital across material Group subsidiaries and the actual
solvency capital held as a percentage of this requirement, for each of them at 30 June:

Actual solvency

Insurance operations Jurisdiction Statutory solvency requirement 2015
Discovery Life South Africa 1 x Statutory Capital Adequacy 356% 386%
Requirement (CAR)
Discovery Life South Africa 13/52 x annualised operational 281% 201%
Investment Services expenses
Discovery Life South Africa 13/52 x annualised fixed 218% 308%
Collective Investments operational expenses plus a
(DLCI) portion of risk capital on
investments held by DLCI
Discovery Insure South Africa 1 x Statutory Capital Adequacy 265% 266%
Requirement (CAR)
VitalityHealth Limited United Kingdom  Highest capital requirement 140% -
determined under the Solvency I
Directive
VitalityHealth United Kingdom  Highest capital requirement 481% -
Insurance Limited determined under the Solvency I
Directive
VitalityLife Limited United Kingdom 1 x Solvency Capital Requirement 295% n/a

under Solvency I

The Solvency Assessment and Management regulatory regime, expected to be effective in South Africa

in 2017, will implement a Group statutory capital requirement. Discovery has been monitoring and
reporting the Group's statutory capital position to the Financial Services Board as part of the industry-wide
parallel-run exercise. The implications of the new regime have been considered in formulating the capital
management strategy going forward.

Financial Leverage Ratio

As part of the capital management process, the Group monitors its capital structure utilising the Financial
Leverage Ratio (FLR). This ratio is calculated as total debt divided by total debt plus total equity. The Group’s
strategy is to maintain a prudent FLR broadly in line with industry norms. In line with the Group's risk
appetite statement, an FLR of less than 28% needs to be maintained.

The table below summarises the Financial Leverage Ratio at 30 June:

R million 2015

- Negative reserve funding 4248 5437
- Borrowings at amortised cost 5400 954
- Guarantees issued for reinsurance contracts 1322 1274
Total debt and guarantees 10 970 7 665
Total equity 30 607 27 356
Financial Leverage Ratio (%) 26.4% 21.9%
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Review from Richard Farber continued

Borrowings at amortised cost

An analysis of borrowings at amortised cost from 2015 to 2016 is provided below

2016 2015 Change

Rm Rm

SA borrowings 402 2.612
UK borrowings 506 1.720
Other 46 114
Total 954 4.446

South African borrowings

The increase in South African borrowings is largely attributable to a timing difference as part of the
proceeds from the rights issue in April 2015 which was earmarked for VitalityLife statutory capital, and used
to repay the R1.5 billion bridging loan incurred in the acquisition of Prudential’'s remaining stake in the UK
joint venture (November 2014). This was to minimise interest costs until the statutory capital was required
to be paid across to VitalityLife. This took place in December 2015 ahead of the granting of our life
insurance licence in the UK and required the raising of a “replacement” bridge loan of R1.5 billion.

In addition, funding was required for other parts of the Discovery Group.

UK borrowings

The growth in UK borrowings (HSBC) of R1,720 million (£87 million), needs to be viewed in the context of
the reduction in Negative Reserve Funding of £68 million (R1,189 million). Prior to April 2015, the new
business costs of the VitalityLife business (Negative Reserves) were funded by Prudential. This was replaced
by drawing down on facilities provided by HSBC to fund the acquisition of new business.

Financial reinsurance

= Cash financial reinsurance with recourse
VitalityHealth and Discovery Insure have made use of financial reinsurance as a financing tool for
acquisition costs. Discovery Insure’s use of financial reinsurance was discontinued from 1 July 2015.
As these short-term businesses are unable to defer acquisition costs or create negative reserves,
the receipt from the reinsurer is recognised in income upfront in the year received. Thereafter,
the repayment to the reinsurer and the cost of funding are expensed to the income statement.
As guarantees have been provided for the repayment of balances owing to the reinsurers, these
outstanding balances are included as debt in our calculation of the FLR.

= Cash financial reinsurance without recourse
With effect from 1 January 2016, VitalityLife used cash financial reinsurance as a means of funding. The
impact on earnings over the duration of the contract is limited to the cost of funding. Discovery Life's and
VitalityLife's cash financing reinsurance is full risk transfer reinsurance so the reinsurer accepts full risk
(and some upside) on their reinsured block of business. As there are no guarantees or recourse if the
experience is worse than expected (for example, higher lapses or higher claims), the outstanding
balances are not considered as borrowings and are excluded from our calculation of the FLR.

= Cashless financial reinsurance
Discovery Life utilises cashless financial reinsurance achieved by combining the sale of guaranteed
endowments with a reinsurance structure which, together with the negative reserve, allows cash
generated by guaranteed endowments to be freed up as capital. In other words, cash is received from
the policyholders and the reinsurer protects against the lapse risk (the reinsurance piece is cashless). As
no cash is received from the reinsurer, there is no liability to the reinsurer and no impact on the FLR.

Translation impact of the rand exchange on income from operations
outside South Africa

The Group’s net income from operations outside
South Africa is translated into rand at average
exchange rates for consolidation purposes.

A weaker average exchange rate during 2016 Rand/GBP
resulted in an increase in the rand equiva|ent Of .......................................................................................................................
foreign profits (mostly GBP denominated) and an ~ Rand/USD
increase in the rand equivalent of foreign losses
(mostly USD and Chinese RMB denominated).

Average

exchange rate 2015 % change

Rand/RMB
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Q & A with Richard Farber

Some common questions and concerns raised during our
engagement with investors and analysts throughout the financial

year, are answered below.

Is your accounting policy for
long-term insurance contracts
appropriate?

The current accounting standard for insurance contracts,
IFRS 4, does not prescribe any measurement rules for
insurance contracts but requires that an insurer’s policy to
recognise profit on insurance contracts, be applied
consistently. Discovery has consistently adopted the policy
of setting up a negative reserve approximately equal to
the acquisition costs incurred in writing that policy. These
acquisition costs are then amortised over the life of the
policy and the profit inherent in the policy recognised by
Discovery as the risk is borne. This approach is largely
consistent with the current thinking in the development of
a new accounting standard for Insurance Contracts

(IFRS 4 phase 2).

Are you concerned by Discovery Life's
cash flows?

No, there are significant acquisition costs incurred in
writing long-term insurance contracts which are recovered
over the life of the policy. With a fast-growing business
such as Discovery Life, significant investment is required to
fund new business acquisition costs. The key issue is that
this investment must generate acceptable returns in the
long term. We are comfortable that the new policies we
are writing meet or exceed our hurdle rate of risk-free
+10%. Despite the upfront cash requirement, Discovery
Life generated R2 262 million in cash over the period
before financial reinsurance and new business strain.

Is your 2018 ambition still
achievable?

Our 2018 ambition is a stretch target aimed at motivating
our employees to deliver on our short to medium-term
business objectives. We continue to work towards the
deliverables that we have set for ourselves as part of that
ambition. We recognise that our ambition demands
urgency per market and business, despite the strong
performance across the Group. We appreciate that some
elements (such as our profit target) of our articulated
ambition will be harder to achieve than others, but the
organisation is still driven to achieve our ambition.

INTEGRATED ANNUAL REPORT 2016

How does Discovery manage the risk
of increased global competition in the
wellness space?

The topic of wellness has been growing in prominence
over a decade and the rise in consumer awareness around
health issues, coupled with new technologies such as
wearable devices, all point to increased competition. We
are mindful of this issue and invest heavily but
purposefully in research and development, data analytics
and global expertise in clinical skills and behavioural
economics to be at the forefront of product innovation.

To stay a leader Discovery has adopted the following
approach:

= Stay true to the science of wellness and continue
to invest in our extensive knowledge of this

= Use our scale to form unique and innovative
partnerships — where possible on a global level.
Our recent partnership with Apple Watch is a prime
example of this

= Access and leverage the appropriate technologies
to ensure we have the best capabilities

= Generate and analyse significant volumes of data
linking lifestyle behaviours to mortality and
morbidity risks

= Form and be at the centre of a network of insurers
using a shared-value approach to insurance, creating
a global scale that is difficult to replicate.

@ Watch the interview with
= Richard Farber at
www.discovery.co.za/info/CFOReport

Discovery
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About Discovery

PARTNER MARKETS

W H E R E Through its partner markets, Discovery operates in the US, Canada,
Europe and Pan-Asia. In these markets, we offer shared-value
insurance products (Vitality integrated with life assurance).

WE O I EI a I \ I E In China, Discovery has a 25% partnership with the Ping An Group of

China through Ping An Health and offers private health insurance cover

in this market. Shared-value insurance products are offered with Ping An
Life (Vitality integrated with life assurance).

We also offer corporate wellness solutions to clients in the US through

Discovery operates in its | The Vitality Group.
primary markets in South

Africa and the United Kingdom,

where it owns and operates

the financial service provider

or insurer. In partner markets,

Discovery partners with leading

global insurers in their markets Il Manulife

to implement the Vitality Shared-value insurance offering
Shared-Value Insurance model (Vitality integrated with life assurance)
and lead innovation in the ‘

financial services and

insurance sectors.

6 9 million lives
impacted | Q9.
u worldwide | W"“‘@

Canada

............................................................................. : Standalone Corporate Unlted States
wellness programme

11811 ey

............................................................................. 3 Shared-value insurance offering
| (Vitality integrated with life assurance)

GLOBAL VITALITY NETWORK

The Global Vitality Network is an alliance of leading insurers
worldwide who are applying the Vitality Shared-Value Insurance
model in their markets. The mandate of this alliance is to
increasingly harness the scale, geographic diversity and innovations
of global partnerships to positively impact the lives of clients and
the future sustainability of Discovery's insurance partners.
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PRIMARY MARKETS

In Discovery’s primary markets (South Africa and the UK), the emphasis has been
on building the Group’s business model and using it as a platform to develop
unique insurance businesses. In South Africa, Discovery operates in the industries
of health insurance, life assurance, long-term savings and investments, short-term
insurance, credit card and wellness. In the UK, Discovery operates in the private
medical insurance, long-term protection and wellness markets.

In our primary markets, Vitality is offered either as an integrated part of, or in
conjunction with, our insurance products. Vitality supports Discovery's broader
business by increasing product integration and cross-selling opportunities across
the Discovery portfolio of products.

= Private medical

5 insurance
WM@ : = Long-term
: protection
5 products
Europe
United
Kingdom

South Africa

Discovery FITAE

Health

Discovery

Life
n Health insurance

Discovery = Life assurance

Invest = |ong-term savings
and investments

Discovery = Short-term insurance

Insure = \Wellness

Discovery = Credit card
Vitatity
Discovery

Card

Financial Statements Discovery
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B> Wi
GENERALI
= Germany and France
= Shared-value insurance

offering (Vitality integrated
with life assurance)

DETE @k
PING AN Vidity

= Health insurance

= Shared-value insurance
offering (Vitality integrated
with life assurance)

e’

«» SUMITOMO LIFE

Shared-value insurance offering
(Vitality integrated with life
assurance)

AlA Vifality

= Australia, Singapore,
Hong Kong, Malaysia,
Thailand and the Philippines
= Shared-value insurance
offering (Vitality integrated
with life assurance)
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About Discovery

OUR
BUSINESS
MODEL

The unique Vitality Shared-Value
Insurance model is a powerful
and dynamic form of insurance
that actively promotes health and
monetises health engagement.

The model guides, incentivises, and provides clients
with access to a broad range of wellness and
prevention tools. It measures health engagement
clinically and actuarially, thereby enabling the
dynamic pricing of mortality, morbidity, and health
risk. Protection product structures are based on this
dynamic pricing that enables more accurate pricing at
the start of a policy. As a result, premiums increase or
decrease based on clients’ Vitality engagement.

The model therefore embeds health-promotion
methodology in insurance systems in a way that
enables risk savings and dynamic pricing.

The impact from an actuarial and competitive
perspective is significant. This model creates more
value through lower price points and better benefits,
attracts better lives, encourages positive behavioural
change, and has lower claims rates with better
selective lapse rates. This has resulted in unique price
competitiveness and a significant margin uplift. In this
way, our model continues to create shared value.

y

| A 4

The Vitality Shared-Value
Insurance model responds to
macro and market trends by
adopting a comprehensive

view of a client’s integrated risk
choices and by using incentives
to encourage positive behaviour
change that lowers their risk
profile.
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g > Vitality Shared-Value Insurance

We use our understanding of behavioural economics to
design products that help people change the behaviour that
influences risk most, and in doing so, create long-term value
for the insurer, our clients and society.

CLIENTS

= |mproved health
= Better value through better price
and benefits

Vitelity

Wfa‘ifydrive

/) i
Surer savind®

SOCIETY INSURER

= Heathier society = Lower claims

= Improved productivity = Higher margins

= Reduced healthcare = Positive selection and
burden lower lapse rates

Macro trends our business model responds to

e The nature of insurance risk is increasingly impacted by health and lifestyle behaviour. The competitiveness
of insurance companies can increase through an ability to encourage behavioural change.

o Technology is an enabler in insurance, creating the ability to more accurately track and segment risk and
reward behavioural change.

e A growing social responsibility is required by insurers, given the increasing complexity and evolving needs
of clients.

INTEGRATED ANNUAL REPORT 2016
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About Discovery

OUR BUSINESS PROPOSITION:
SHARED-VALUE INSURANCE

Our model offers a unique value
proposition for our clients, partner
insurers and broader society.

THE KEY

N\
\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

The Vitality Shared-Value Insurance model delivers better health and
value for clients, superior actuarial dynamics for the insurer and
a healthier, more prosperous society.

For Discovery Health, clients’ engagement with Vitality improves
health outcomes and lowers healthcare costs for the insurer
Dynamic underwriting in Discovery Life, based on Vitality
engagement, results in the dynamic pricing of premiums
throughout the policyholder’s life

In Discovery Invest, health-related investment enhancements
encourage healthier lifestyle behaviour and increased savings and
investments from consumers

Discovery Insure applies the Vitality methodology by encouraging
safer driving behaviour through the use of driver behaviour
tracking and incentives

For partner insurers globally, the model allows for Vitality to be
integrated with an insurance product, thereby offering the insurer
an accurate and proven method of measuring the effect of
health-promotion strategies on client risk profiles, and
implementing dynamic underwriting and pricing based on

Vitality engagement.

DRIVERS OF behaviour
PROFITABILITY \\\\‘
FOR AN Claims
INSURER and risk —
management

N\

Selection —4¢

How the Vitality Shared-Value
Insurance model can positively
impact profitability drivers

= Comprehensive and innovative
insurance products, attractive
rewards and incentives, boost new
business levels.

= Clients receive more value from
integrated products, and the higher
value perceived by consumers results
in an increased take-up of integrated
products.

Discovery’s products attract
healthier lives which have a positive
selection effect and impact the risk
profile of the business.

Vitality encourages positive
behaviour change. A direct, positive
correlation exists between better
risk profiles and lower claims costs.

Hospital admission days per patient
and length of stay are significantly
lower for patients who engage

in fitness activities.*

= Clients who engage with the
Vitality programme have lower
lapse rates. Lapse rates
improve the more clients
engage in the programme.

= The longer clients remain with
Discovery, and the more they
engage with Vitality, the better
the impact on mortality and
morbidity rates.

= Positive selective lapses of
unhealthy lives.

*Vitality Insured Persons Study, a series of studies
undertaken with the involvement of researchers
from the UCT Sports Science Institute of South
Africa, and Harvard University.
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Actuarial outcomes

L
\
10/ higher premium size
O for integrated policies

O higher sales of
O ancillary products

Higher value of new business

Integrated policies generate

3.7 times

more value for the insurers in terms of new

business, than non-integrated policies

°
-

lower rate of mortality

2 1 % for clients with

integrated policies

SHARED VALUE
GENERATED
THROUGH THE

VITALITY
SHARED-VALUE
INSURANCE MODEL

’ A
increase in the
proportion of

= O highly-engaged Vitality

members since 2008

annual saving per
beneficiary for clients

R 1 53 highly engaged in

fitness activities

lower rate of mortality

O for clients who
3 7 /0 remain with Discovery .

compared to clients

who lapsed .

through Vitality* / "

Better health and
mortality experience
and significant
financial incentives

Morbidity and mortality improve drastically over
time due to the impact of Vitality, thereby lowering
the cost of insurance

Lapses are lower for engaged Vitality members
versus clients who are not engaged in the
programme. This positively impacts client retention
and embedded value for the insurer

The rate of accidents is far lower for Discovery
Insure clients compared with the national South
African average, which reduces the cost of insurance
Improved mortality and morbidity have a positive
impact on a country’'s economic development
Cumulative Discovery Life PayBack amount paid to
clients up to June 2016 of R2.6 billion.

INTEGRATED ANNUAL REPORT 2016
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About Discovery

HOW WE MEASURE THE
SUCCESS OF OUR STRATEGY
AND BUSINESS MODEL

We included a Group dashboard this year to ensure
stakeholders can get an overview of our progress.

STRATEGY
MEASURES

New products launched
each year

2016 2015

New products and New products and
benefits launched benefits launched

in all Discovery businesses : in all Discovery businesses
during 2015 and 2016 during 2014 and 2015

Roll-out of the business model

The Vitality Shared-Value
Insurance model was
present in 14 markets
worldwide (at the time of
writing the report).

Launch of the
Global Vitality
Network

R4 312

FINANCIAL
MEASURES

Normalised headline earnings are R4 027 million
million
Embedded value R53 080 R52 295 million
million
All businesses meet the
: minimum capital
Solvency and solvency
requirements.
See page 15 of this report
Five-year average
Return on capital greater than ROC of 18%. :
risk-free rate of return +10% ROC in 2016 was depressed :
by the rights issue in 2015
New busi lised -
Ko R10.231 R13 382 millon
Value of new business Rl 488
(Discovery Life and ml”lon R1 212 million

Discovery Invest)

(on a consistent economic  :
basis with the previous year) :

Growth in normalised profit
from operations of between 20%
and 25%

11% 17%

Lapse rates, loss ratios and solvency are measured at business level, but are not disclosed due to competitive sensitivity.
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2016 2015

Member perception scores 8 73 8.79

SERVICE
MEASURES

scores*

Broker/franchise perception 5
e - 8.73 . 855

Employee turnover 11 . 10% 11.20%

Employee engagement surveys, 35% 21%

Net Promoter Score

PEOPLE
MEASURES

Number of employees who : :

have completed leadership § 308 © o211
development programmes at : :

year end

Number of employees 5 740 6128

participating in wellness days

* Member and broker perception scores on service received, are calculated each month for
The Vitality Group, Discovery Insure, Discovery Card, Discovery Vitality, Discovery Health,
VitalityHealth, Discovery Invest and Discovery Life. Online surveys are triggered once a client has
had an interaction with a service area. Data presented is an average across the service areas with
each company weighted according to the number of survey responses received.
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About Discovery

THIS YEAR'S
MARKET CONTEXT

This year's operating environment has
become more challenging with increasing
economic fluctuations that impacted
consumer confidence negatively.

In South Africa, increasing interest rates and a depreciating currency
impacted consumers negatively. The Group’s earnings, embedded value and
solvency position remained strong despite these challenging conditions,
mainly as a result of the prudent way the Group has been structured.
Strategies such as geographic and industry diversification and product
design that links to economic factors and accurately matches price to risk,
have significantly increased the resilience of the Group in the face of
significant economic and non-economic stresses.

With an expectation of rising inflation and interest rates, low GDP growth

and a weak currency, consumers will face difficult times over the next 12 to
24 months. For insurers, this raises the risk of lower new business volumes,
increased lapses and buying down of cover.

Diversification by
industry and

geography

The Group operates in South
Africa, the UK, Europe, the US,
and across Asia. It is diversified
across various aspects of

the insurance and financial
industries and is well positioned
to expand further into adjacent
industries.
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DISCOVERY'S
PERFORMANCE
IN THE CURRENT
ECONOMIC
ENVIRONMENT

r—

| Remuneration and Governance |

2

Financial Statements

Discovery

Our business model has four key factors
that strengthen the Group’s ability to
address market fluctuations and remain
robust despite economic volatility.

3

4

@ @ @
Products matched to A higher net-worth Dynamic pricing
key economic client base model

variables

Product premium increases, ie
Annualised Premium Increases
(APIs), are linked to Consumer
Price Index (CPI). The Group is
therefore protected in a high
inflationary environment.

INTEGRATED ANNUAL REPORT 2016

The Group operates largely in
the higher net-worth market, a
sector of the population that is
more resilient to market and
economic pressures.

e

ba's

b

The model allows for dynamic
risk assessment and more
accurate pricing of individual
clients, based on their Vitality
engagement and lifestyle
choices. If a client changes their
behaviour towards more
healthy life choices, they are
rewarded either through
incentives or through improved
policy pricing. Client engagement
in Vitality leads to the ability

to price risk and products more
accurately, resulting in improved
actuarial dynamics and higher
levels of profitability for
Discovery.
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About Discovery

OUR RISKS AND MATERIAL ISSUES

Regulatory
risk due to —4
significant
regulatory
change, and

SPECIFIC
RISKS

increasing
regulatory
complexity

The regulatory environment, both in South Africa and internationally,
continues to experience significant change. The most tangible
short-term risks include:

= Proposed amendments to the Income Tax Act for South African life

insurers, which, if implemented, may significantly advance
expected future tax payments that may present cash-flow risk.

= The Retail Distribution Review, which could result in changes to the

distribution model with a subsequent impact on new business for
some of Discovery's South African businesses.

= The Protection of Personal Information Act, Treating Customers
Fairly and amendments to the Financial Intelligence Centre Act
requirements which present implementation risk.

= The implementation of statutory capital requirements by the
Solvency Assessment and Management regulation, expected to be
effective in 2017.

BUSINESS
ACTIONS

The compliance function oversees and guides all proposed
regulatory developments and undertakes active stakeholder
management with regulators. Discovery engages both directly and
through its representation on industry and professional bodies,
with regulators and lawmakers.

Availability _J

of adequate
funding

to pursue
strategic goals

SPECIFIC
RISKS

Achievement of Discovery's strategic objectives and growth
initiatives requires significant funding resources in terms of both
development and solvency capital. There is a risk in not being
able to source sufficient capital, both from internal resources and
external suppliers of capital.

BUSINESS
ACTIONS

Capital requirements are modelled and monitored regularly
throughout the year and discussed at various forums, including
at Board meetings. Access to a range of capital solutions,
including retained earnings, debt and financial reinsurance,
ensures that Discovery can pursue its growth agenda with
adequate funding resources.

Responding to the
current challenging

§

further strengthening
\ the resilience of our
business model

economic conditions and §
AN

N
3«

= Expanding and
successfully translating N Managing our capital
our Vitality Shared-Value ~  requirements in support

N

N

Insurance to new markets
and sectors

of sustained growth

ST
S N NN
= N
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Discovery

Ability to grow J

and deliver

g?ﬁ‘ti)?égus SPECIFIC
business RISKS

We have ambitious plans to grow our businesses across
multiple fronts. There is a risk that these business plans will
not be achieved due to ineffective strategies, products and
services, or due to insufficient management availability and
implementation capabilities.

plans for new
and existing

key strategic
initiatives
BUSINESS
ACTIONS

Governance structures across the Group oversee the
development of strategies and implementation of key
initiatives to manage the dynamic pace of growth and
innovation. Industry trend analysis and big data analytics
enable Discovery to keep ahead of market changes and to
respond to these in a proactive manner.

A structured project management programme ensures
that delivery against business plans is well executed.

Insurance
risks, such as
lapse rates,
mortality and
morbidity,

SPECIFIC
RISKS

and interest

Given its multiple licensed insurance entities, Discovery is
exposed to material insurance risks, both in the life and non-
life sectors in the UK and South African markets. These risks
include the claims experience exceeding expectations, lapse
and reinvestment risk, particularly for the UK level premium
risk business.

rates

BUSINESS
ACTIONS

These risks are managed by:

= Ensuring that the underwriting risk policies for each of the licensed
insurance entities are robust and embedded in the business

= Ensuring that adequate reinsurance arrangements are in place

= Using skilled actuarial resources to understand the risks associated
with the insurance businesses and implementing mitigating
actions

= Ensuring each business attains sufficient scale to effectively
diversify the insurance risks underwritten

= Conducting regular experience analyses

= Developing products that contain risk-mitigating features for
the insurer.

‘ \“\\\\W\W

NS

SN . NN
Addressing challenges in N Investing in the skills of
\ our UK business due to our people to support

N i
N § moving VitalityHealth our future business

onto its own system growth, as well as
e transformation in our

South African business

/

Regulatory changes
in all our markets

INTEGRATED ANNUAL REPORT 2016

31



About Discovery

Our risks and material issues continued

32

Information-
system
performance
and data
security

Client
retention and
new business
growth in

a volatile
economic
environment

SPECIFIC
RISKS

Discovery's businesses are supported by the extensive use
of technology, including complex data analytics. Discovery
therefore faces risks associated with:

= The stability and continuity of critical systems and
applications, which may negatively impact client experience
and business performance

= The integrity of data which, if not maintained correctly,
could lead to inappropriate decisions and losses due to
incorrect claims, payments and collections

= The accumulation of “technical debt” resulting from the
need to keep up with technology applications and the pace
of innovation at Discovery

= The protection of data, which may increase exposure to
cyber attacks, and internal and external theft or misuse.

BUSINESS
ACTIONS

SPECIFIC
RISKS

Specific actions include:

= |Implementing business continuity and systems
performance management processes

= |Implementing “cyber-cover” insurance and specific
detection and monitoring tools to identify data and access
breaches

= Implementing projects to manage technical debt and
replace legacy technology while working with Management
and Board Committees

= Monitoring of any data breaches and ensuring its
reporting through compliance

= Ensuring various quality assurance processes are in place
to monitor the integrity of data.

Discovery operates in a highly-competitive environment and is
considered a market leader in a number of areas. Discovery is
therefore exposed to risks associated with:

= Loss of market share to new entrants and targeted
competition from existing players

= Business volumes being impacted by changes in the
economic environment

= The ability of existing clients to maintain their premium
payments in a challenging economic environment.

BUSINESS
ACTIONS

Discovery's strategy to retain and grow its client base includes
providing best-in-class insurance products and services. Vitality
provides clients with additional value through health and lifestyle
benefits and product integration, which contribute to lower lapse
levels. Through innovation and designing products and services
that improve our client experience, Discovery is able to retain and
grow its client base.
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Discovery's model and the integrated nature of the Discovery
Cross- businesses rely on behavioural change that produces
company —4 savings, which can be shared with clients. To a large extent
integration SPECIFIC this is distilled ir.1t0 a Vitality statqs. The alig.nment of th.is.
risk relating R SKS Vitality stat.us with healthy behawours and improved cllr.ucal
to Vitality and outcomes is fundamental to the business model. There is a

. h risk that the achievement of a particular Vitality status is not
the Vlta“ty aligned with the underlying behaviours required to produce
Shared-Value the savings assumed in the various benefit designs, resulting
Insurance in a financial loss for the business.

model

To mitigate this risk, regular monitoring of experience is
conducted. Adjustment of the Vitality operating model and
status-achievement criteria ensures that wellness behaviours
B USl N ESS and health outcomes are aligned with status criteria and the

value of integrated benefits.
ACTIONS
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About Discovery

PROGRESS ON OUR 2018
VISION AND OBIJECTIVES

In 2014 we set an ambition for 2018 to be the best insurer in

the world and a powerful force for social good. This vision was
created to develop stretch targets and ambitious goals for
Discovery people. We continue to progress on our goals, and
remain focused on driving our strategy forward towards medium
to long-term value creation.

-~

N

R10 billion in pre-tax earnings
Scale and P o 9
relevance Be the top-two provider in the
\ markets where we operate
. A unique business model
Business delivering superior actuarial
model dynamics and a winning
K client proposition
K 20% to 25% growth in
Financial operating earnings
excellence Return on capital of
\ risk-free +10%
i eac million members
Social Reach 15 mill b
impact and make them healthier
International markets must
Global contribute significantly to
positioning earnings (25% of total) and to the
client footprint of the Group
Exceptional Recognition as employer
peop|e of choice for all critical skills

Our progress by 2016

R6.4 billion

All businesses are on track to be a top-two provider. Refer to
the individual business reviews for detailed market position.

= Lower mortality and morbidity rates
= Lower lapse rates
= Better selection

= 17% five-year compound annual growth rate (CAGR) in
operating earnings

= Return on capital of 13% versus 17.5% in the prior year.
The calendar year was impacted by the additional shares
issued following the rights issue in April 2015.

6.9 million

lives impacted

While not profitable yet, major investments in building
The Global Vitality Network and a streamlined product
offering for our Partner Markets have significantly
boosted Discovery's international position, profitability
potential and client reach.

= Significant work has been done during the year
to improve our employer value proposition

= |nvestment is made in strategies to attract and
retain talent

= Discovery was announced as a winner in two categories
in the 2016 South African Graduate Employers
Association Awards. The Awards are held every year
to highlight the most highly-rated organisations that
students would like to work for across 24 sectors, voted
for by students and recent graduates.
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OUR LONG-TERM TRACK RECORD

Looking back at our performance and track record, we measure our performance in
terms of our five-year historic new-business growth rate with earnings measured through
the five-year compound annual growth rate (CAGR). Measurement is provided for
established, emerging and new businesses.

New business API and earnings five-year CAGR

New business
Earnings API

14% 25%

New business
API

10%

Earnings

33%

Emerging
businesses

Earnings growth > 20% pa
Gearing effect on earnings growth

Established
businesses

Earnings growth is a function of
inflation, economic growth and
efficiencies

Discovery Invest,
Vitality UK

Discovery Health,
Discovery Life

Earnings invested

13%

New

Measurement businesses
for new Three to five years to break even
businesses Invest 8% to 10% of earnings

IS in terms of
% earnings
invested

Discovery Insure,
Ping An Health, AIA Vitality,
The Vitality Group,
John Hancock Vitality,
Generali Vitality

INTEGRATED ANNUAL REPORT 2016
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About Discovery

OUR LONG-
TERM FOCUS
AREAS

We will continue to focus on
significant investment in new
products and innovation,
developing them into emerging
businesses that exhibit

strong financial and operating
profit growth.

Our strategy will continue to be one of strong organic
growth, using our repeatable business model in
adjacent industries and new markets, supported by
a strong Vitality base.

Over time, these emerging businesses will become
additions to our portfolio that track well above
economic growth.
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Achieve insurgency and market
leadership in all markets in
which we operate

Key steps we will take

= Further develop our emerging and new businesses into
market leaders

= Grow our international franchise through Discovery
Partner Markets and the Global Vitality Network

= Build overall value and quality in Discovery Partner
Markets by:
- Developing and entering new markets and territories
- Supporting the implementation and development
of Vitality Shared-Value Insurance offerings in
global markets
- Managing performance according to agreed service
level agreements, including Vitality engagement

k from clients.

Achieve significant Vitality engagement, Achieve a higher value
a superior loss ratio and low lapse rates new-business margin

Key steps we will take Key steps we will take
= Continue to innovate new products and services that
will attract and retain clients

= Own the category of shared-value insurance and drive
value in our growing global partnerships with various

insurers, academic institutions and technology = Investin our distribution model to maintain

innovators. Our focus is on: and improve sales

- Promoting Vitality and the insurer proposition = Continuously review and improve operational
of shared-value insurance efficiencies.

— Continuing to invest and build our intellectual
property to be world-leading

- Leveraging the strengths of the Global Vitality Network.

K Deliver exceptional service

. Design products that meet complex = —| Key steps we will take

consumer needs and are sustainable

. = Invest in the latest and relevant service-delivery
in the long term

technology

Track our quality of service and inspire our employees
to deliver exceptional service through continued
training, employee campaigns and relevant reward
structures.

Key steps we will take

= Maintain our discipline of product innovation and
development through an annual product launch cycle

= Encourage our employees to be innovative and
entrepreneurial in their day-to-day jobs to design
new solutions that will benefit our clients.
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About Discovery

OUR LEADERSHIP

Discovery Executive Directors and Group Executive

Adrian Gore Richard Farber Hylton Kallner Neville Koopowitz
Group Chief Executive Chief Financial Officer Chief Executive Officer, Chief Executive Officer,
Discovery Life VitalityHealth
Herschel Mayers Dr Ayanda Ntsaluba Alan Pollard
Chief Executive Officer, Group Executive Director, Chief Executive Officer,
VitalityLife Discovery The Vitality Group

Chairperson,
Non-executive
Director
John Robertson Barry Swartzberg Monty Hilkowitz
Group Chief Information Chief Executive Officer, (Independent)

Officer Discovery Partner Markets

28 2

© )

Dr Jonathan Broomberg Dr Penny Moumakwa Kenny Rabson
Chief Executive Officer, Head of Discovery People Chief Executive Officer,
Discovery Health and Sustainable Discovery Invest

Development
38
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E The detailed CVs of our

leadership team can be
found in the Governance
section of this report.
See page 120.

iy

Herman Bosman Dr Brian Brink Sonja De Bruyn Sebotsa

(Independent) (Independent)

Steven Epstein Faith Khanyile Vincent Maphai
(Independent)

ol

Tito Mboweni Les Owen Sindi Zilwa
(Independent) (Independent) (Independent)

‘

i, Bh

Anton Ossip Dr Shrey Viranna
Chief Executive Officer, Chief Executive Officer,
Discovery Insure Discovery Vitality
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Business Reviews

A FOCUS ON VITALITY

Discovery Vitality underpins all our businesses. It is the largest scientifically-based wellness programme
globally, with more than 2.4 million lives impacted in South Africa in 2016. It forms the foundation of the
global Vitality Shared-Value Insurance model. This model, developed through Discovery's experience in
wellness and insurance over the past 21 years, acts as a catalyst for change in the insurance industry. It
simultaneously provides material benefits to members, insurers and society; and is being scaled through the
Global Vitality Network of leading global insurers that are using the model in their markets to transform their
offerings, and the healthy longevity of their clients.

Vitality is a wellness programme that was developed around three key areas that
have the highest potential to impact health outcomes in the long term.

Members have access to a network
of health and wellness providers.
Cost barriers are lowered and
Vitality has access to significant
data to measure and verify health
behaviour and engagement

Members can tailor a
wellness solution based on
their individual risk factors
and their preferences,
making the programme
easy and effective to use

Members are rewarded for their
engagement with the programme
through a broad incentive
structure that addresses different
behavioural motivators




About Discovery | Business Reviews | Remuneration and Governance | Financial Statements

In our primary markets of South Africa and the UK,
Vitality is offered either as an integrated part of, or
in conjunction with, other insurance products.

Globally, it is the core element of our
intellectual property offering to
insurance partners in

14 markets. It has resulted in the
Global Vitality Network — an alliance
of international insurers that have
adopted the Vitality Shared-Value
Insurance model.

Partner insurers have a combined client base of
over 160 million insurance clients, and the majority

rank within the 2016 Fortune 500 index.
These partners include:

| VITALITY GROUP AND JOHN HANCOCK
FINANCIAL (US); MANULIFE (CANADA);
VITALITY UK (UK); GENERALI (EUROPE);

PING AN (CHINA); AIA (SOUTH-EAST ASIA)

Vitality also supports Discovery’'s broader
business by increasing product integration and
cross-selling opportunities across the Discovery
portfolio of products.

Impact of the Vitality Shared-Value Insurance model

The success of the Vitality Shared-Value Insurance model is evidenced through our experience: wide-spread member
engagement in our programmes leads to a consequent reduction in risk, resulting in substantial value returned to members
through better health, lower mortality and significant financial incentives.

Life insurance mortality

Engagement Risk improvement by Vitality status Member value
250 000 Vitality Health insurance claims
Health Checks 1 25% R2 billion in Life PayBack and
per year _I I I R1 billion in HealthyFood cash
back paid
Blue Bronze Silver Gold and
Diamond

[| |] 90 million
workouts tracked

per year

| I

\1/45%
m

Blue Bronze Silver

[—_\ 4.5 billion kms

Gold and
Diamond

QL
1 million discounted flights
LA

booked a year

2.5 million discounted movies

SI S watched a year

Short-term insurance motor vehicle accidents

e=9) of driving data

| I

\I/>50%

;.

1.5 million free Vitality Active
Rewards drinks redeemed

Base Neutral Engaged Advanced

@ See our Sustainable Development Report for additional information on the social contribution of our business
\) and the way in which we support the achievement of society’s sustainable development goals

Evolution of the Vitality Shared-Value Insurance model in 2016

The reach of the Global Vitality Network — together with

the rise of wearable devices pivoting the industry towards
a more digital world — accelerated the rollout of our model

globally. Vitality Shared-Value Insurance assets can now
be implemented on a global scale. The most recent
application of this is Vitality Active Rewards with Apple
Watch. The importance of physical activity and its strong

correlation to lower mortality has seen Vitality collaborate

with Apple to create a scalable platform - Vitality Active
Rewards with Apple Watch. This offering combines the
functionality and appeal of Apple Watch with frequent
incentives to encourage healthy behaviour.

INTEGRATED ANNUAL REPORT 2016

Vitality members' physical activity engagement with Apple
Watch generates actuarial surplus that is used to fund the
cost of Apple Watch for highly-engaged members.

Early results from South Africa demonstrate
that physical activity has increased by 20% for
those engaged in the benefit and 81% for those
who use Apple Watch, and that engagement in
other wellbeing activities beyond physical
activity has been jump-started.

Vitality Active Rewards is now being rolled out actively
throughout the business and we will continue to expand
and develop the model further during 2017.

Discovery
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A focus on Vitality continued

VITALITY ACTIVE
R EWAR DS Vitality relies on three simple steps to improve

clients’ health. It has resulted in significant client
engagement to date, which plays a major role in
improving health outcomes.

Vitality's most recent product innovation, Vitality Active Rewards, recognises that inactivity
accounts for a large portion of the preventable disease burden and that physical activity often
serves as a jump-start for further health and wellness engagement. It therefore encourages
increased physical activity, better nutrition and a higher uptake of screening and wellness
checks, by providing real-time incentives to participants.

The product tracks Vitality clients’' physical activity and rewards them with real-time benefits
from partners on the achievement of personalised physical activity goals. It is an evolution of
the Vitality model that clearly establishes Vitality as a pioneer in its sector. Through Vitality

Active Rewards, we have been able to take a leadership position in health and wellness by (E———
combining personalised health and wellness pathways with the provision of wearable devices
and regular rewards to encourage positive behavioural change. Vitality Active Rewards places Achisved!

Discovery at the forefront of insurance that is dynamic, personalised and tech-enabled.

| b=

Vitality engagement through the years O

24 289 056

Number of gym visits for all lives during the financial year

1176195 5127000  Coseto  Ower
number of number of 185 million R6 billion

disc_ounted flights discounted flights gym visits spent on healthy
during the between 2008 between 2001 food items
financial year and 2016 and 2016 between 2009

and 2016
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Discovery

Refinements to ensure Vitality’s clinical relevance and credibility

01|@P

Heart rate and step changes

»

—

02| @

Approved devices and apps

U @
1 @ [

Adjust weekly Vitality Active Rewards goals
to transition members to these changes

Reward clinically relevant physical activities

Enhance data accuracy to improve verifiability

—

— Clinical relevance

—
o

— Data credibility

o—

OUTCOME:

Vitality rewards clinically-relevant and verifiable physical activity

Vitality was developed in response to many of the trends that
are emerging in the global insurance market:

= Disruptive technology, changing markets and consumer
expectations that require insurers to become more
client-centric and use technology to strengthen relationships
with clients

= The rise of wearable devices and the quantified self. Health
monitoring is one of the primary reasons for the use
of wearable devices, particularly among millennials.
They can play an important role in determining premiums,
given their ability to provide insights into risks related to
actual behaviour

= More connected sources of data that use predictive
analytics to address the increase in fraudulent claims
and losses and that help to evaluate risks.

Vitality Active Rewards has changed the nature of clients’
engagement with Vitality and has been one of the most
successful Vitality benefits to date. It has resulted in significant
increases in engagement and has been highly successful in
engaging those with a low level of physical activity. Based on
its success to date, Vitality Active Rewards has the potential

to shift inactive clients to become more physically active.

However, the launch of Vitality Active Rewards across our
business has presented some challenges. Since its introduction,
periodic refinements were made to adjust the model
dynamically and to motivate the right health behaviour.
Members across all initial fitness levels have become more
physically active than they were before joining, and it is
important to ensure the benefit encourages the correct
behaviour and health outcomes.

The introduction of Vitality Active Rewards has also further
sharpened our focus on data integrity and client service. These
are two critical issues for the business, given the personalised
nature of the programme and the data on which it relies.

With the introduction of Vitality Active Rewards, a high level of
service was required as demand for the programme was higher
than anticipated. Measures have now been put in place to
address short-term spikes in demand for service and to manage
higher volumes of client queries generated as a result of the
programme’s introduction.

We continue to focus on data protection globally.

é See our Governance section on page 112 and the
business reviews for information on how we manage
this issue in our business.

The future outlook for Vitality

The growth of the Vitality Shared-Value Insurance model internationally is testament to
the strength of the model and the robust and detailed nature of the intellectual property

we have generated in Discovery.

In the year ahead, we aim to develop the Vitality programme further by refining Vitality
assessments to be more outcomes based, as well as through further product
enhancements and innovation that encourage higher physical activity levels.

INTEGRATED ANNUAL REPORT 2016
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DISCOVERY

HEALTH

Discovery Health is the leading medical scheme
administrator in South Africa, providing administration and
managed care services to over 3.2 million beneficiaries.
The business has a market share of over 38% in the overall
medical scheme market in South Africa, and manages

17 restricted medical schemes on behalf of leading corporate
clients, as well as Discovery Health Medical Scheme,
South Africa’s largest open medical scheme.

Area of
operation

South Africa

46



About Discovery | Business Reviews | Remuneration and Governance | Financial Statements Discovery
Health

INTEGRATED ANNUAL REPORT 2016 47



Business Reviews

Discovery Health

Dr Jonathan Broomberg

Discovery Health,
Chief Executive Officer

New business
annualised premium
income

+22% to
R6 577 million

excluding the take-on
of Bankmed

Operating profit

+12% to
R2 265 million

48

OUR
PERFORMANCE
IN 2016

Discovery Health delivered a
strong performance during the
year under review.

Normalised operating profit increased by 12% to R2 265 million,
and new business annualised premium income increased off a
significant base by 22% to R6 577 million (excluding the once-off
take-on of Bankmed Medical Scheme in the previous year).

The period was characterised by high healthcare inflation across
the industry. Despite this, Discovery Health and all of our client
medical schemes continued to perform strongly, due to ongoing
investment in best-in-class health system innovation. Discovery
Health also maintained strong progress in the restricted scheme
environment, and now has a total of 17 leading corporate
medical schemes under management, comprising a total of

550 943 beneficiaries.

The onboarding of Glencore and Bankmed proceeded smoothly
and further increased the scale of our portfolio in the closed
medical schemes market.



About Discovery | Business Reviews | Remuneration and Governance | Financial Statements Discovery
Health

DISCOVERY HEALTH MEDICAL SCHEME

On average, every working day, Discovery Health facilitates the following
for Discovery Health Medical Scheme members:

Qo

= B 8D

R1.4 2 890 1516 R169 158
m||||on hospital new beneficiaries mIHIOﬂ births

admissions joined
saved through paid out for
fraud and claims
forensic

investigation

PERFORMANCE MEASURES OF DISCOVERY HEALTH
MEDICAL SCHEME*

Sustained and stable growth of the Scheme continues.

The Scheme achieved a net The industry’s highest AA+ 53 O% -
- of the current

beneficiary growth of independent credit rating for
market share in the South African

2 16(y claims-paying ability was awarded
. 0 in 2_015 to the Scheme for the 15th year in open medical scheme market.
from an already high base to a row. The Scheme remains the

2 691 852 only open medical scheme in
beneficiaries. South Africa to have achieved 33 . 8 6 )

this rating.
of beneficiaries. The Scheme’s
membership base has consistently
3 24% aged by less than a year each year
- average growth . . ol .
I —— 25 . 98% statutory solvency showing the Scheme'’s ability to
level, which was equivalent to attract and retain younger members.

R12.9 billion

in reserves at the end of 2015.

*  Discovery Health Medical Scheme data is reported for the calendar year 1 January 2015 to 31 December 2015.
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SHARED-VALUE BENEFITS AND UNIQUE
FEATURES OF DISCOVERY HEALTH

The success of Discovery Health is due to our ability to offer a fully integrated,
value-driven healthcare operating system to our clients, centred on meeting the full
spectrum of healthcare needs of client medical schemes. Discovery Health successfully
operates beyond traditional administration and managed-care services, and provides
ongoing product innovation, best-in-class service excellence, effective claims risk and
fraud management, as well as the coordination and management of the quality of
clinical services accessed by our clients. We deploy world-class actuarial, analytical,
clinical, and research and development capabilities at every point in the medical
scheme product cycle.

At the heart of Discovery Health's drive to make people healthier
is Vitality. Through Vitality, Discovery Health can offer members
of client medical schemes innovative solutions that help address
their health risks and make them healthier, in line with the
Vitality Shared-Value Insurance business model.

Discovery's shared-value approach enables a value-based healthcare system that lowers
healthcare costs, resulting in lower contributions compared to competitors, and
measurable improvements in the quality of care. These are reflected in superior
outcomes for members of client medical schemes, namely lower morbidity and
mortality rates, lower hospitalisation rates and shorter hospital stays. The success of
the model is also demonstrated by the sustained strong performance of Discovery
Health Medical Scheme, and of the restricted medical schemes under our management.

To address the many challenges in the current healthcare environment, and to deliver on our mandate of providing a
fully integrated healthcare management system for clients, Discovery Health continues to develop unique assets and
products. Recent developments and enhancements include:

Discovery HealthID Personal Health Programmes Discovery HomeCare

Discovery HealthID is South Africa’s
first and most extensive digital
healthcare platform for doctors. It
enables them to access their patients’
electronic health records through an
iPad or a computer. HealthID provides
doctors with a more complete view of
patients’ medical history and test
results. This ensures better
integration and coordination of
healthcare, reduces the likelihood of
serious medical errors and duplication
or unnecessary tests. Its value-add
has resulted in increased engagement
from members and healthcare
professionals. HealthID is now in
regular use by over one million
members and almost 50% of doctors
treating members of Discovery
Health's client schemes.

These programmes incentivise
general practitioners (GPs) as
well as members with diabetes
or heart disease, to work
together to improve the quality
of care and the quality of life for
patients. Since the programme’s
start in 2015, and as a result of
the improved health of enrolled
members, we have recorded a
significant reduction in specialist
visits, hospital admissions,
re-admissions and casualty
visits by medical scheme
members with these conditions.

Discovery HomeCare is a
unigue home-based
healthcare service for
medical scheme members
that offers high-quality
nursing and care-worker
support in the comfort of the
patient's home. Not only
does Discovery HomeCare
offer support and
convenience for patients
with specific conditions, it
also helps achieve savings in
healthcare costs with
treatment being rendered in
the convenience of the
member's home. This
reduces the rate of hospital
admissions.
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PROGRESS TOWARDS OUR
2016 STRATEGIC OBJECTIVES

In our previous report, we outlined strategic objectives in a number of
key areas. In this section we report on our progress.

a7

Build an integrated healthcare system for Discovery Health

Our vision for an integrated healthcare system is set
out in Healthcare 2020, available on the Discovery
website, which focuses on the needs of patients, and
identifies opportunities to create greater value for
members of client medical schemes at the lowest
possible cost. It envisages a cohesive system where
healthcare professionals work in teams in integrated
practice units and delivery systems, and are paid using
innovative alternatives to current fee-for-service
models such as value-based reimbursement models.

To date, several value-based contracts have been
developed with healthcare providers, including
hospitals and doctor groupings. We are also actively
engaging with other healthcare providers to identify
ways of reducing healthcare costs. All provider
contracts going forward will aim to include measures
relating to the quality of care and clinical outcomes.

INTEGRATED ANNUAL REPORT 2016

that ensures continued superior quality of care, seamless
patient journeys and enhanced value for members

During the year, Discovery Health published
information on the Discovery Health website on
patients’ experience of care at hospital level through
our Patient Survey Score (PaSS) initiative.

Since the publication of this information, it has been
viewed more than 16 000 times.

Over the past two years, our data indicates that the
average PaSS summary score has increased by 8%,
suggesting a material improvement in patient
experience in hospitals.

This may in part be attributable to the fact that
hospital managers and clinical staff are now aware
that patient experience is being measured and
reported on in the public domain. In the next phase,
we intend to extend these measures of hospital
experience to include specific clinical outcomes.

Discovery

Health
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Discovery Health continued

PROGRESS TOWARDS OUR 2016 STRATEGIC OBJECTIVES continued

(2}

Our service experience has been strengthened in a
number of ways during the year, including enhanced care
coordination for patients, and the improved flow of
information between health professionals throughout the
healthcare system, underpinned by our digital assets.

Important new enhancements to service-delivery capacity
included HealthID, Personal Health Programmes and
Discovery HomeCare. We also introduced a new Executive
Wellness offering, which provides a highly differentiated
and valuable service for executives and senior business
leaders. Executives receive an efficient and comprehensive
health assessment, as well as personalised coaching in
their offices or at their homes.

Discovery Health's continued focus on compliance, service
and communication has seen low complaint levels from
members of client medical schemes. Out of nearly

44 million claims made annually by members of Discovery
Health Medical Scheme, fewer than 800 complaints were
made to the regulator, the Council for Medical Schemes

in 2015.

The creation of a unique and outstanding service experience for
members at every client touchpoint

Discovery Health Medical
Scheme member complaints
to the Council for Medical
Schemes in 2015

0.28 per
1 000

beneficiaries

Fewer than
800 complaints
per year
out of
43.8 million
claims

Top Brands Awards in the Medical Aid category.

As recognition of our continued value-add, Discovery Health was the recipient of the 2016 Financial
Intermediaries Association (FIA) Award, an award we have received every year since its
introduction in 2008. In addition, Discovery Health was also the winner in the 2016 Sunday Times

@— Make members healthier through increased Vitality engagement

Vitality is at the core of our shared-value insurance
model and supports our efforts to help people be
healthier. The use of Vitality within Discovery's model
addresses modifiable health risk factors and enhances
members’ health by incentivising health-promoting
behaviour such as regular exercise, healthier nutrition
and regular screening.

The impact of Vitality is significant, and increased
engagement in the programme over time leads to
substantially improved health outcomes.

Externally-verified research clearly indicated that patients
with chronic conditions who are highly engaged in Vitality
have between 10% and 30% lower healthcare costs,
shorter stays in hospital and fewer hospital admissions.
The impact of exercise on hospital admissions is
profound. A survey of Vitality members has shown that
those who exercise twice a week are 13% less likely to be
admitted to hospital than those who rarely exercise.

The greatest benefit is evident in the impact on mortality.
Members on the two highest Vitality statuses have an
eight-year longer life expectancy (at age 65) compared to
members who are not on Vitality, or on the lowest status.

oer D3%

of members

on medical
schemes under
Discovery Health's
management are
also members of
Vitality.

36%

The increase in engagement with Vitality can be
attributed to the introduction of Vitality Active Rewards
during the financial year. Vitality Active Rewards
has been successful in increasing the level of Vitality
engagement through a proposition which enables
Vitality members to set weekly exercise goals to access
more immediate rewards and feedback.

é Read A Focus on Vitality on page 42 for more
information

of members are
actively engaged
in Vitality, a
steady increase
from previous
years.
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Discovery Health's value proposition has resulted in significant
success in tenders for the contracts to manage new restricted
medical scheme clients.

sustained, healthy growth

Discovery Health now provides services to 17 leading corporate
restricted medical schemes, with several more attractive
prospects in the pipeline. With the addition of the Bankmed and
Glencore medical schemes, our market share in the overall
medical scheme market has increased to 38%.

We have also ensured ongoing steady growth in Discovery Health
Medical Scheme, despite difficult economic conditions in South
Africa. This can be attributed to our model of delivering value to
members, enabling the widest range of scheme options with the
best available cover at the lowest contributions in the market. The
new Discovery Health Medical Scheme Smart Plan, which was
designed by incorporating Discovery Health's digital assets, is
attracting younger and healthier members to Discovery Health
Medical Scheme. Members who are actively engaged in Vitality
demonstrate lower lapse rates and healthcare costs than
non-engaged members.

Distribution channels are also increasingly efficient. Face-to-face
consultations with financial advisers remain the primary
distribution channel for medical schemes in South Africa and play
an integral role by ensuring that clients understand product
choices.

We are, however, experiencing a growing trend in the number of
consumers that engage with medical schemes through digital
channels, which are now integral to attracting younger members.

Discovery

Health

Ensure consistent, excellent financial performance and

Discovery Health has
developed a number of digital
solutions:

A direct-to-consumer
channel

An online application channel for
new medical scheme members

I
The SmartAdvisor app

An iPad app that makes it easier for
financial advisers to engage with
existing medical scheme members
and to sign on new clients

The Discovery Health
Medical Scheme Smart Plan

A cost-efficient and technologically
advanced health plan available
through the Discovery app
for members

FOCUS: Using technology and partnerships to create value

One example of how Discovery Health is using digital technology
to grow the medical scheme market is the Discovery Health
Medical Scheme Smart Plan.

The Smart Plan:

= [ntegrates digital platforms, network providers and medical
services in a seamless member journey

= Offers the best value for money in the South African open
medical scheme market, due to its use of digital technology
and smart networks to significantly reduce healthcare costs

= Has contributions that are just over 22% lower than the
average contributions of comparable health plans of other
medical schemes.

By incorporating technology, the Scheme is able to attract

technology-savvy consumers who are empowered to manage

their own health plans and spending.

The Smart Plan was launched in January 2016, and now has
approximately 10 418 principal members. It has been particularly
helpful in attracting new members with a younger demographic
profile to the Discovery Health Medical Scheme.

A further strategic focus area for Discovery Health is the rapidly
advancing field of genome sequencing. Through our partnership
with Human Longevity Inc., we offer DNA sequencing at the
lowest price globally, thereby giving members useful and
interesting insights into their genetic heritage, and ultimately
leading the way towards personalised medicine, nutrition and
exercise programmes.

We also invest in the training of medical specialists in South Africa’s
public sector through the Discovery Foundation. Since its inception
10 years ago, the Foundation has made grants of over R160 million
to train and support more than 300 medical specialists and
institutions in areas where there is the greatest need.

INTEGRATED ANNUAL REPORT 2016
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Discovery Health continued

PROGRESS TOWARDS OUR 2016 STRATEGIC OBJECTIVES continued

@ Health Medical Scheme through lower contributions
and healthcare costs
Discovery Health actively manages the cost of healthcare An analysis of the value generated for the Scheme
through an integrated operating model and various demonstrated that members of Discovery Health Medical
healthcare innovations and assets. These collectively Scheme received a return of R3.30 for every R1.00 in
help to counteract medical inflation, which represents a managed-care fees paid by the Scheme to Discovery Health.
material challenge for medical scheme members and ) )
. . . . Members of Discovery Health Medical Scheme also
employers. In South Africa, the inflationary impact of : . ;
. . . received additional value through Discovery Health's
new hospital construction has exacerbated this trend o ) ) f ) )
. - . . - . administration fees, which despite the increasing
with a significant increase in admission rates in ) ) ) .
) L I complexity and intensity of services offered, have
comparison to historical norms. Other contributing ) ) ) )
. ; . . increased below inflation since 2008.
factors include an increasing burden of disease and
chronic ilinesses, longer hospital stays and technological Administration fees account for 7.8% of gross
and medical advances that frequently result in demand contribution income, lower than the 8.9% average
for extremely expensive medicine and treatment with charged to other open medical schemes by competitors.
the cost increased by unfavourable exchange-rate ' ) )
dynamics. We estimate that members of Discovery Health Medical
Scheme received R1.82 in value for every R1.00 paid
In part, addressing these healthcare inflation challenges to Discovery Health for both administration and
requires a continued focus on fraud and forensics, managed-care fees.
particularly in the context of the current economic
S|tuat|oh.' Between 2013 and 2015, an estlmated By addressing the increasing costs of
R1.04 billion was saved through the detection and healthcare holistically and adopting an
prevention of fraud. An estimated R928 million was _y o pting
saved in cumulative rehabilitation as a result of high approac'h that combines V'ta“ty engagement
claimers and offenders positively modifying their with an integrated healthcare system
behaviour to within normal thresholds. offering, Discovery Health Medical Scheme
In 2015, Discovery Health’'s managed-care initiatives, can Offer _SUbStant'a”y lower-cost healthcare
(which included a focus on fraud, tariffs and alternative contributions than the rest of the market.
reimbursement models, benefit and funding policy, In 2015, Discovery Health Medical Scheme’s
medicine, and surgical items and devices) resulted in contributions were 14% lower than the
savings of R4.3 billion for members of Discovery Health average for the next nine largest open
Medical Scheme. An additional saving of R1 billion was medical schemes. when compared on a
achieved for Discovery Health Medical Scheme and its ! P
members through Vitality. This combined saving of plan-for-plan basis.
R5.36 billion resulted in an effective 16.18% reduction in
Discovery Health Medical Scheme'’s risk claims for 2015.
Broaden access to quality healthcare by lowering costs, |
@7 creating unique products and applying innovative ®
technologies |

Increase the competitive advantage of Discovery

Mobile and digital technologies, such as wearable devices and big data, are driving significant change in global healthcare
systems. These technologies empower patients and their doctors by enabling them to manage their health and healthcare
costs, improve coordination and quality of care, and to enhance the overall healthcare experience. Staying abreast of these
emerging technologies and insights from data is a catalyst for new and unique product designs.

In the 2016 financial year:

Every year we invest substantially in new technology and innovation to improve our
value proposition and that of our client medical schemes to attract more members.

Discovery Health invested more than R33O m i I I iOﬂ in such innovations.
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@— Optimally navigate the regulatory environment I

Health

The health industry is highly regulated, and ensuring full compliance with all applicable regulations while maintaining
successful growth is a key objective for Discovery Health. We believe that an enabling and effective regulatory environment

is one that balances consumer protection, market stability and economic efficiency.

We continue to monitor and actively participate in a number of regulatory processes, including:

The Health Market Inquiry
This is a wide-ranging inquiry under
the auspices of the Competition
Commission, which is evaluating all
issues impacting the cost of private
healthcare, with a particular focus on
issues that hinder competition and
impact consumers negatively.

Discovery Health is actively engaging
in the Inquiry, and has provided
extensive data and written
submissions covering many of the
issues of interest to the Inquiry. The
outcome of the Inquiry is expected at
the end of 2016.

National Health Insurance

In alignment with the objectives of South Africa’s National Development
Plan, the vision for a National Health Insurance (NHI) system is to
provide high-quality healthcare for all citizens, regardless of their
socio-economic status. Discovery Health fully supports the objectives
set out in the NHI White Paper (published in December 2015). This is

a proposed roadmap for strengthening the national healthcare system
at all levels.

We believe that medical schemes have an important role to play and
can continue to operate alongside the NHI, and that a smooth interface
between the NHI and the private healthcare system should be a key
outcome of this policy process. Discovery Health is working closely
with the National Department of Health and other stakeholders to
ensure that the final NHI policy is optimal, and that it leverages the
assets of the entire national healthcare system, including the private
healthcare sector.

OUTLOOK AND STRATEGIC OBJECTIVES FOR 2017

We are making sustained progress on many of the issues which are material to the business and to the health industry.
We believe there is great potential for the use of technology to continue to improve and personalise patient care, and to

manage healthcare costs.

Our focus areas for 2017 will be on tackling the persistent high healthcare costs through the roll-out of strategic risk
management initiatives, increasing the competitive advantage of Discovery Health Medical Scheme through lower
contributions, and using our digital assets to enhance value and create unique and outstanding service innovations
for members and for the medical schemes under management.

H-

Decisively increase Discovery Health Medical Scheme’s
competitive advantage through lower contributions and
lower healthcare costs.

Broaden access to quality healthcare by lowering costs,
creating unique products and applying innovative
technologies.

Create unique value and outstanding service experiences
for members at every touchpoint in the healthcare system.

Make members of client medical schemes healthier
through increased Vitality engagement.

Ensure consistent, excellent financial performance and
sustained healthy growth of our client medical schemes.
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LIFE

Discovery Life provides individual and business clients with
comprehensive life, capital disability, income protection,
severe illness, education, and funeral cover.

Area of
operation
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Discovery Life

OUR
PERFORMANCE
IN 2016

During the year, we continued our focus on
increasing our market share through product
enhancements, marketing initiatives and a
focus on our distribution channel.

New business increased by 5% to R2 347 million and earnings by 14% to
R3 373 million for the year under review. Value In Force (VIF) increased by
10.9% using constant economic assumptions. When taking the more
conservative risk discount rate assumption into account, driven by an
increased beta adjustment at the end of the period, the VIF reduced by
1.6% to R18.9 billion. The Value of New Business (VNB) margin of 8.9% as
at the end of June 2016 was achieved as a result of improving the new
business mix.

Discovery Life remains well capitalised and generated R2 262 million

in cash from the existing book (Individual and Group Life). This was
utilised largely to continue funding further growth of the Discovery Life
business through new business acquisitions.

Despite a challenging economic environment, Discovery Life continued
to perform well. Lapse rates were significantly lower than expected
(84% of expected), particularly for policies integrated with Discovery
Health and those with higher Vitality statuses. Policyholders received
additional value from paybacks (from actuarial surplus) of 18% of claims
value - highlighting the shared value created by healthy clients.

Increasing market share continues to be a major area of strategic focus
for us. We continue to work towards increasing our market position
through a combination of strategies, including product enhancements,
continuing growth in the Independent Financial Adviser (IFA) network and
a step up in our marketing efforts, with additional roadshows for advisers
to provide information on product updates and targeted sales campaigns.

Hylton Kallner

Discovery Life,
Chief Executive Officer
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PERFORMANCE MEASURES
FOR THE FINANCIAL YEAR

Over 400 OOO

individual policyholders,

435 168 group risk lives

Lapse rates were

and 28 : 8% market share S'gmﬁca nt')’ lower
in the retail-affluent life than expected

insurance segment (84% of expected rate)
Earnings increased by Discovery Life remains
14% . well capitalised with

cash generated of
R3 373 million R29262t million

with a strong second half
performance of 18% versus
the prior period

(Individual and Group
Life) from existing
business before financial
reinsurance and new
business strain

New business increased by

5% 1o
R2 347 million

==~ New business protection

— “emss=  market share

in the affluent life insurance segment (intermediated)
has grown over the past five years from

24.1% to 28.8%

o 2014
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Discovery Life continued

\

SHARED-VALUE
BENEFITS AND
UNIQUE FEATURES
OF DISCOVERY LIFE

We use data on clients’ health,
wellness and driving patterns
to assess and dynamically
underwrite client risk.

Clients pay far more accurate premiums that reflect the dynamic
nature of their risk profiles. These premiums are offered at the
lowest price at policy inception, and can be sustained through
client engagement in Vitality and health and clinical
improvements.

Claims and lapse rates are far lower compared to traditional
insurance models, particularly for Vitality-engaged clients who
realise the benefits of greater investment in their own health
and wellness through Vitality.

el
= —

Discovery Life is a positive force in shaping the health
outcomes of clients, encouraging and incentivising them to
engage in behaviours that improve their health and life
expectancy. This manifests in market-leading new business,
mortality and persistency metrics that deliver superior,
sustainable margins and Value of New Business (VNB) over
the long term.

e .
Mgl m—— — — — i hy — - d
e ﬂiﬁﬁ
- j = ._,—F, — —- PR, S ey = N -

B . T —— —

60



About Discovery | Business Reviews | Remuneration and Governance | Financial Statements Discovery
Life

Product _
innovation at Discovery Dollar
Discovery Life Life Plan

The Dollar Life Plan is the only South African,
authentic offshore life policy denominated in
the most widely-used currency, the United
States dollar. The product has performed well, ‘
with the premium for in-force
Dollar Life Plan policies averaging
$223.31 per month.

Discovery Life’s product innovation
strategy aims to achieve a more
precise approach to segmenting
clients and stratifying risk, by
enabling increasingly accurate levels
of feedback through the Vitality
programme. This results in the
development of customised clinical
pathways for individual clients who
are at risk due to non-communicable
diseases, while also offering value to

Jeay elenss frough unidue THE POSITIVE IMPACT OF LONG-TERM INVESTMENT
ifestyle rewards and financial
incentives. IN A SHARED-VALUE INSURANCE MODEL

Over time, providing incentives to promote healthy lifestyles and good driving

New products that expand revenue . . L . . L
P P behaviours have resulted in a significant change in the risk pool that is insured

streams and margin uplift were

. . by Discovery Life.
launched after the financial year Y i
end. We follow a formal product Clients become significantly healthier and the rewards incentivising this
innovation cycle that results in new behaviour also result in clients retaining their policies for longer.

products and innovations introduced

to the market on a yearly basis. The impact of the Vitality Shared-Value Insurance model on claims is

significant. Mortality experience for highly engaged clients is approximately
Vitality underwriting intelligence 34% lower than for clients who do not actively engage in managing their

facilitates clinical assessment, risk health.
segmentation, stratification and
rating, and Vitality engagement
determines dynamic pricing.

Impact of Vitality Impact of Vitality
status on total claims status on lapses

The enhanced Vitality Health Check
and Vitality Age with comprehensive
measurement of key health metrics o
) ; - || 63%
provide the basis for Vitality
- underwriting.

34%

Diamond
Diamond

There is a major impact on The impact of Vitality engagement is
retention, with lapse rates for powerful and creates significant
engaged clients more than 63% value in the Discovery Life portfolio,
lower than for clients who do not in a way that is challenging for
engage in the Vitality programme. competitors to replicate.
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Discovery Life continued

PROGRESS
TOWARDS OUR

2016
STRATEGIC
OBJECTIVES

In our previous report, we
outlined strategic objectives
in a number of key areas. In
this section we report on our
progress.

Discovery Life plays a key role
in Discovery's portfolio of
businesses, generating significant
financial value in South Africa and
building a platform for the
development of a growing
network of financial advisers.

In international markets, where
Discovery partners with other
insurers to incorporate the Vitality
Shared-Value Insurance model
into life assurance, the intellectual
capital generated in Discovery Life
underpins the Group's value
proposition to new and existing
partners.

62

Innovation and greater
integration with other
Discovery businesses to
enhance our competitive
position

We outlined the need to continue our
focus on product innovation, as well
as seeking out integration
opportunities with other Discovery
businesses. In addition, increasing
market share and maintaining
competitive advantage by developing
integrated product offerings to meet
clients’ needs, were also key
objectives.

In 2016, we made excellent progress
towards these objectives. The
introduction of Vitality Active
Rewards (see page 44) opens up
further avenues for cross-selling
opportunities across the Group. It
enabled us to introduce Active
Integrator that allows clients to
benefit from wellness discounts for
physical activity without needing the
full Vitality programme.

The difficult economic climate in the
South African market continues to be
a challenge as consumers search for
value. Despite these conditions, our
business model proved to be
resilient, with low lapse rates
experienced during the year. As we
further refine our model, for example
with the closer integration of Vitality
Health Checks with Discovery Life
products to more accurately price
risk and place clients on pathways to
improve their health, we expect a
more compelling value proposition
for healthy clients, as well as strong
retention levels that will increase our
overall market position.

Regulatory compliance

We indicated in 2015 that we would
be preparing the business for the
new Solvency Assessment and
Management (SAM) framework,

as well as the outcome of the Retail
Distribution Review (RDR).

The RDR is still underway and
Discovery Life is an active participant
in engagement between the industry
and the Financial Services Board. We
are on schedule to meet the
requirements of the SAM framework,
and are well prepared for its expected
implementation early in the 2017
calendar year.
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Growing our distribution
channels and networks

In our 2015 report, we discussed
the need to develop current and
emerging distribution channels for
our products.

This has been a significant area of
focus for the business during the
year. Our direct and tied marketing
channels have performed well and
consistently attract quality new
business.

We also grew our presence in the
independent adviser distribution
network. Some structural challenges
exist in this channel, such as an
increasing age profile of independent
advisers in the South African market.
It remains a difficult proposition to
attract young people into the
financial advisory industry under the
current incentive structure, the
absence of sign-on bonuses and
uncertainties around the Retail
Distribution Review.

Our response has been to continue
our investment in intensive training
programmes for both new and
existing financial advisers. A
cornerstone of our strategy is to
attract high-calibre advisers in all
channels capable of meeting the
requirements of our clients in the
retail-affluent segment. Our
products are actuarially complex and
our advisers play a critical role in
supporting consumers with accurate
and valuable advice.

INTEGRATED ANNUAL REPORT 2016
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Discovery Financial
Adviser Academy

The Discovery Financial Adviser Graduate
Programme aims to recruit university
graduates and develop them into world-
class Discovery financial advisers. Close to
100 selected candidates have been
recruited to attend 12 weeks of rigorous
full-time training, focusing on Discovery’s
integrated product range, financial
planning, investments, taxation and sales
approach. This training was followed by
sales under mentorship from some of
Discovery's Sales Managers. The
programme provides an unparalleled path
of professional development and
mentorship, underpinned by best-in-class
sales techniques and productivity initiatives.
Depending on its success, a broader
geographic rollout will take place in future.

OUTLOOK AND STRATEGIC
OBJECTIVES FOR 2017

During 2017 we will continue to focus on product innovation and integration,
as well as on the development of distribution channels. We intend to further
pursue potential opportunities for growth in direct distribution channels.

In terms of the regulatory environment, we await the results of the Retail
Distribution Review. Having already identified many of the steps that will be
required to comply with the expected outcome of the review, Discovery Llfe
is well-prepared to implement the required changes.

We are also seeking to harness technology more effectively to pursue better
service provision to clients, including more immediate underwriting processing
and policy activation.

Our long-term growth strategy targets positive cash flow and the growth and
development of a high-quality suite of innovative products and engaged clients.
We will continue to pursue a pricing and product strategy which balances these
objectives.

Maintain a continued strong focus on growth in market share
through investment in product innovation, current and emerging
distribution channels, and accelerated new business processes.

Further develop the comprehensive risk evaluation, underwriting and
managed care integration capabilities to enable finer risk
stratification, improved pricing, incentives and health improvement
for both healthy and traditionally high-risk clients.

Ensure the business remains informed and prepared for the
implementation of all phases of regulatory development, including
the Protection of Personal Information (POPI Act), Retail Distribution
Review, Treating Customers Fairly, and licensing requirements.

Discovery
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DISCOVERY

INVEST

Discovery Invest aims to deliver superior returns to
investors by offering innovative investment products that

are aligned to the Vitality Shared-Value Insurance model
and are both tax and fee efficient.

Area of
operation

South Africa
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Discovery Invest

OUR
PERFORMANCE
IN 2016

Discovery Invest experienced
excellent performance over the
reporting period. The business
targets market leadership with
continued product innovation in
the investment savings industry
in South Africa. The focus

this year has been on launching
market-leading pre and post-
retirement products.

Over the reporting period, new business in Discovery Invest
grew by 17% to R1 932 million. Assets under administration
increased by 21% to R60.95 billion. This strong performance has
seen operating profit increase by 22% to R563 million. As a
consequence of efficiencies from greater scale, the income from
asset management fees net related of costs, increased by 46%.

We have seen strong interest in the range of retirement products
underpinned by the Vitality Shared-Value Insurance model.
These products recognise increased retirement needs due to
longevity and incentivise responsible investment behaviour.

The potential exists to create a more innovative value
proposition for clients invested in these products and to link
assets more effectively to liabilities to ensure greater prosperity
in retirement. Important next steps will be to design behavioural
mechanisms to incentivise optimal retirement provision, and to
incorporate the best asset-allocation techniques and big data to
target client-specific retirement liabilities.

Kenny Rabson

Discovery Invest,
Chief Executive Officer
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PERFORMANCE MEASURES
FOR THE FINANCIAL YEAR

Service scores from our sales channels continued to improve during
the period due to a focus on training, and investment in self-service
technology.

Having reached the landmark R50 bl”lon in assets under
administration during 2015, Discovery Invest further increased these

assets by 21% in 2016 to R60.95 bi”ion.

Growth in funds under management
(R billion)
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Growth in assets under direct administration was driven by Net inflow

excellent net flows into Discovery unit trusts. With net flows of (R million)

R1.4 billion (Q1)and R1.9 billion (Q2) biscovery
unit trusts were among the top five retail flow takers
(excluding money markets) in South Africa in quarter one and
quarter two of 2016.

New business New business We continued with strong growth Operating profit
generated in 2016 R millign) in operating profit, with growth of (R million)

increased by17% 22%t0 R563 m|”|0n

over the previous year, during the past year.
with all distribution
channels showing
positive growth.
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Discovery Invest continued

SHARED-VALUE BENEFITS
AND UNIQUE FEATURES
OF DISCOVERY INVEST

Significant social benefits are created when clients are supported in responsible
pre and post-retirement planning.

Our research has consistently indicated that a greater focus on longevity and
wellness by clients supports financial responsibility and responsible retirement
planning. Funds remain invested for a longer period, generating surplus profits
and thus improving the profitability of our business, as well as creating benefit
for clients and society.

Based on our experience of implementing behaviour-based products in other
business areas, we believe there is potential for short-term incentives to be used
to create greater engagement by individuals in saving and financial planning.

A more effective way of communicating the positive impact of investment and
savings is also required, potentially based on targets for retirement saving.

The business has developed products that recognise increased retirement needs
due to longevity. These products incentivise investment behaviour, such as
responsible withdrawals after retirement.

Our September 2015 product updates continued to show the importance of
shared value in the design of pre and post-retirement products. We focused on
higher retirement funding needs, given increased longevity as a result of
improved health, as well as rewarding clients for responsible income withdrawals
post-retirement.

These products resonated with client needs and sales on
linked and retirement annuity products increased by 65%
year-on-year. In addition, these products have driven
increased take-up of Discovery managed funds for new
business sales for retirement annuities and linked annuities.
Encouragingly, there was also a 15% reduction in
income-withdrawal rates on linked annuities since these
products were introduced.
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Discovery

Invest

PROGRESS TOWARDS OUR
2016 STRATEGIC OBJECTIVES

In our previous report, we outlined strategic objectives in a number of key
areas. In this section we report on our progress.

@

Increase market share and growth in assets under our
administration through the development of innovative offerings,

aligned and integrated with other Discovery business areas

During the year, assets under our
administration experienced growth of 21%
to reach R60.95 billion by June 2016.

We continued to look for innovative ways
of encouraging saving, applying the same
shared-value principles that have

been successful in other businesses
within Discovery.

A critical component of our growth will be to
expand our distribution channels beyond
those traditionally reached by Discovery
products. Distribution through independent
financial advisers (IFAs) is a particularly
important focus of our growth strategy. We
market our funds aggressively to this channel,
and have dedicated investment specialists
as well as individually allocated Executive
Relationship Managers to ensure the best
service offering.

Currently, 76% of our business originates
from tied agents and 24% from independent
financial advisers. While we have strong links
with generalist advisers in the independent
channel, we would like to improve our profile
among wealth and corporate advisory
specialists to broaden and diversify our
distribution network.

Our September 2015 product updates
continued to show the importance of shared
value in the design of pre and post-retirement
products. We focused on higher retirement
funding needs, given increased longevity as a
result of improved health, as well as
rewarding clients for responsible income
withdrawals post-retirement.

INTEGRATED ANNUAL REPORT 2016

Ensuring that the business and the client
achieve the maximum benefit from
integrating products across the Discovery
portfolio is also a relatively complex process.
We are continually looking at ways to
construct optimal personal pathways for
clients, which ensure that the right balance is
struck between benefits gained by both the
client and the business, as well as retaining
clients for an optimal period.

We track and investigate lapse and paid-up
rates carefully to understand the causes.
Lapse rates during 2016 were lower than
expected. However, paid-up rates were above
expectations as a result of a new way of
calculating this metric. Policies are now
considered to be paid-up if premiums are
not paid for three months. We believe the
increase in paid-up rates is in part due to the
difficult economic environment. Our product
development will continue to focus on the
needs of clients and to reward responsible
saving and investment behaviour.

In the coming year, we will continue to invest
in the development of digital tools and
shared-value initiatives that provide clients
with incentives to support responsible
investing. We expect these to include
additional targeted savings products,
best-in-the-market asset-allocation modelling
and new website functionality to both
personalise our retirement savings solutions
and to make them more dynamic.
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Discovery Invest continued

PROGRESS TOWARDS OUR 2016 STRATEGIC OBJECTIVES continued

 —

~ Continue to deliver superior returns Continue to monitor the potential
- through innovative investment impact of regulatory changes and
=" products focus on preparing to meet changes o
- relating to new retirement regulation
’ﬂ Discovery funds have performed well in a difficult ar-]d t-he O.Utcomg sl Al
...-'Fr' ':: investment environment. The Discovery Balanced Distribution Review (RDR)

w Fund was particularly successful and has been in the
top two flow takers in the Association for Savings
and Investment South Africa (ASISA) Retail South
African Multi-Asset High Equity for all four quarters
in the financial year. Conditions in global equity
markets affected funds with exposure to this
segment, while South African conditions have
been volatile.

The RDR is still underway and Discovery is an active
participant in engagement between the industry
and the Financial Services Board (FSB). Having
identified many of the steps that will be required to
comply with the expected outcome of the review,
we believe that we are in a good position to
implement any changes that will be necessary

as a result of the new regulations.

Changes in the tax structure will also have an impact
on the business in the forthcoming period and we
will need to determine which of our policies will
move to the new risk fund within the timeframe
allocated in the regulation. An initial assessment
was performed based on various scenarios and will
be finalised following ratification by the Discovery
Board. Our objective is to ensure that both
Discovery Life and Discovery Invest continue to be
well positioned following the changes to the
taxation regulation.
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Complete our website redesign
project, to offer clients a suite
of innovative tools and self-help
functionalities

Our website redesign was completed on schedule
and has been highly successful. The aim of the
project was to deliver a superior online service to
advisers and clients through a range of intuitive,
self-help tools and functionalities.

Based on the success of the website and our focus on
innovative technology solutions, we are also in the
process of building an interface for Independent
Financial Advisers (IFAs) that will support our efforts
to expand business in this segment.

P
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OUTLOOK AND
STRATEGIC OBJECTIVES
FOR 2017

The business will look to grow sales and profitably through new
channels and new products to offset the anticipated impact of
upcoming tax changes.

We aim to be a leader in the retirement space and to target a top
position in this sector.

Although we are significantly smaller than many of the more
dominant players in this sector, we remain a fast-growing
business and will continue to identify ways to consolidate our
position, based on an innovative approach to investment built on
the chassis of the Vitality Shared-Value Insurance model.

To maintain our excellent service scores, we will continue to focus
on service innovation, and to improve the online experience for
both clients and financial advisers.

Continue to focus on rewarding clients for optimal
retirement provision through innovative
investment products.

H

Identify further integration opportunities with
other Discovery businesses to offer clients
exceptional value.

!

Continue to monitor the potential impact of
regulatory changes.

Identify ways to broaden the distribution network
through differentiated service and products.

Review the management of the investment
platform to further improve efficiency and identify
unique ways to differentiate the business and

its offerings.

Discovery
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DISCOVERY

INSURE

Discovery Insure is a provider of short-term vehicle and
home insurance, insuring assets of R144 billion, including
over 145 000 vehicles. Its innovative driver-behaviour
programme Vitalitydrive encourages safer driving through
measuring driver behaviour and rewarding good driving.

Area of
operation

South Africa
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Discovery Insure

OUR

PERFORMANCE IN 2016

Business growth progressed well despite a
difficult economic environment.

Discovery Insure showed positive new business
growth for the year of 7% (R841 million),

with a strong second half (14% to R439 million).
The business remains on track to break even
during the next financial year.

As we take the business to scale, we are able
to extend our understanding of driver
behaviour and use data generated more
effectively, to design relevant rewards that will
further encourage safer driving. For example,
we are now able to offer upfront bonuses
based on client profiles that are adjusted
dynamically as the policy progresses and
clients interact with the Vitalitydrive
programme. The introduction of Vitality Active
Rewards, tailored for Discovery Insure
products, has further increased engagement
and encouraged safer driving. As a result, we
have substantially improved the quality of
new business and our ability to attract and
select high-quality clients.

Growth in financial-adviser business is key to
our distribution strategy as it represents a
more sustainable distribution channel. The
hybrid distribution model proved effective,
achieving growth of 30% for intermediated
business for the year. Direct business is driven
primarily by advertising and continues to be a
valuable new business stream.

Anton Ossip

Discovery Insure,
Chief Executive Officer

The depreciation of the rand against the

US dollar had a negative impact on the
business, as the price of imported parts and
replacement vehicles increases proportionally
to a weaker rand. While the weaker rand
poses an industry-wide risk for all insurers
who rely on imported vehicle parts, this risk
was mitigated by Discovery Insure’s claims
frequency that continued to decrease as the
average policy duration increased. This
highlights the tremendous value of improved
driver behaviour as a result of engagement in
Vitalitydrive. Safer driving manifested in lower
accident rates, which has helped to dampen
the effect of claims inflation on the loss ratio.
Over the year, engaged drivers had a 28%
lower loss ratio than unengaged drivers.

The relatively weak economic environment
also had an impact on consumers who are
increasingly price sensitive and switching
policies more often or lapsing completely in
some cases. Discovery Insure is differentiated
from other competitors as its value proposition
to clients does not revolve around price but
rather the value of safer driving, unique safety
features and valuable rewards. Lower lapse
rates — which can be attributed to the overall
Discovery Insure value proposition — show
that our business model is resilient in a
tougher economic environment.

We continue to actively work with the South
African regulator to monitor changes in our
business environment to meet the
requirements of the Solvency Assessment and
Management (SAM) framework. The annual
submission of the SAM results as at

30 June 2016 will be audited for the first time.

The first own risk and solvency assessment
(ORSA) was submitted to the Financial Services
Board in 2016. The ORSA is a comprehensive
document that includes processes and
procedures to identify, assess, monitor,
manage and report the short and long-term
risks, as well as determine the capital
resources necessary to ensure that the overall
solvency needs are met.
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Discovery

Insure

PERFORMANCE MEASURES
FOR THE FINANCIAL YEAR

145 000 vehicles insured

New business increased by 7% for the year

v R841 million

Loss ratio increased by 2% mainly due
to rand-dollar depreciation

Combined ratio improved by 4% driven
by expense efficiencies and reaching scale

The frequency of accidents among
Vitalitydrive members decreased

Drivers who stay in our portfolio for longer
experience lower loss ratios

Motor accident
frequency (%)

Loss ratio by
duration (%)

2015 Jan-jun
2015 Jul-Dec
2016 Jan-Jun

= o

[
3 0
c -
§ 3

<
.
& R

Drivers engaging with the programme have
fewer claims and less severe accidents

Claims frequency
by status

Claims severity
by status
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Discovery Insure continued

SHARED-VALUE BENEFITS
AND UNIQUE FEATURES
OF DISCOVERY INSURE

Discovery Insure offers products that are unique in the South
African market, with clients being rewarded for improving their

driving behaviour.

Discovery Insure offers rewards such as up to 50%
of fuel and Gautrain travel costs in cash back to
clients as they improve their driving behaviour.
Dynamic pricing of policies is also being rolled out
to reinforce the link between safe driving and
insurance premiums. This enables clients to
benefit from lower-cost policies that are
underpinned by better driving behaviour, rather
than price competition alone.

Since founding the business in 2011, data relating
to driving behaviour has been gathered through
our continually-evolving telematics technology.
This data forms the basis of our model, which
measures the frequency and severity of accidents
based on driver performance, driver awareness
and vehicle condition. Clients receive regular
feedback and improved driver behaviour is
rewarded.

Discovery Insure achieved
first place in the 2015
Sunday Times Top Brands
Survey in the short-term

South African roads are among the most
dangerous in the world. The improvements in
driver behaviour have a broader societal impact
as they reduce both the human and economic
cost of road accidents and fatalities.

Telematics data is used to safeguard clients by
alerting emergency services in the event of an
accident and ensuring the provision of emergency
support where necessary. Similarly, in the case of
a vehicle hijacking, call centres are able to detect
abnormal driving patterns and alert owners to the
potential theft of vehicles or calling for assistance
if this is required.

Motor insurance represents the greatest segment
of Discovery Insure’s portfolio. The business also
offers comprehensive building, household content
and portable possessions insurance with unique
safety benefits and quick, fair and efficient claims
processing.

Discovery Insure received
international recognition for
its smartphone app and
sensor technology at the
Gartner Annual Symposium in
Barcelona in November 2015,
as “the most innovative new
digital product”.

insurance category. The awards
reflect the views of consumers.
This was an encouraging vote of
confidence in our business model
and an endorsement
of the value offered
by Discovery Insure.
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How Shared-Value
Insurance works in
Discovery Insure

Our clients enjoy
rewards and protection

.
i

Over two million Vitalitydrive
card swipes at BP
in the past year.

Over 400 ImpactAlert
notifications each month with
more than 100 ER24
ambulances dispatched

to accident scenes.

Emergency services being
dispatched by Discovery call
centres in 2 991 cases during
the past six months.

| Remuneration and Governance |

CLIENTS

v
Our roads are safer
Lapse rate by

Financial Statements

Benefit from up to 50% of fuel and Gautrain spend in cash
back for safe driving behaviour.

Are proactively supported in the event of an accident or in the
case of vehicle theft.

Become more aware of risks on the road, reducing the
likelihood and severity of an accident.

Are able to access responsible choices at an affordable price.
Examples include significant discounts on Uber trips, thereby
supporting clients to avoid driving under the influence of
alcohol. It also offers a viable alternative to driving at night
when the risk of an accident is heightened.

Our clients
drive better

Smartphone-enabled
DQ-Track clients
reduce their accident
risk by 15% within the
first month.

Frequent users of
the app and sensor
technology have
reduced late-night
driving by 15%.

SOCIETY Vitalitydrive engagement INSURER

= Benefits from improved road
safety and a reduction in road
traffic accidents and fatalities,
which carry a high cost in both
human and economic terms.

= Certain Discovery Insure
benefits encourage clients to
use public transport, thereby
reducing emissions associated
with vehicle use.

INTEGRATED ANNUAL REPORT 2016
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= Achieves a structurally lower loss rate.

= Benefits from a lower lapse rate.

= Retains high-quality clients for longer in
the portfolio, with a loss ratio and lapse
rate that improve the longer they
remain.

Discovery

Insure
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Discovery Insure continued

PROGRESS TOWARDS OUR
2016 STRATEGIC OBJECTIVES

In our previous report, we outlined strategic objectives in a
number of key areas. In this section we report on our progress.

Business growth

Our unique approach to insurance has enabled us
to enter a well-developed market with several
players and to compete effectively for business on
the basis of positive structural change rather than
cost. We are now in the top 10 short-term
insurance companies by market share. We are also
the fastest-growing short-term insurer in South
Africa to date.

Innovative marketing campaigns have boosted new
business. Direct sales make up approximately half
of our new business, but during the financial
period we saw an increase of 30% in business
acquired through financial advisers. We continue
to invest in this segment, as it yields a stronger

and more sustainable portfolio of clients.

Business growth is also achieved through product
innovation and development, which enables us to
successfully attract and retain clients.

Vitalitydrive-engaged clients had a 28% lower loss
ratio than unengaged clients.

Product expansion through
innovation, increased engagement
and the uptake of app and

sensor technology

Improvements in telematics technology have been
implemented to enhance the quality and frequency
of feedback on driving behaviour. This is being
used by a growing number of clients. App and
sensor technology has been taken up by 45% of
new clients in our portfolio. Drivers using the app
and sensor have made significant and sustained
improvements in driving behaviour. A 15%
improvement in driver scores was achieved by
adopters of this technology.

The business also benefits from an ever-growing
database with approximately four billion kilometres
of driver data now available. This is an important
element in our ability to develop new products that
deliver value based on driver behaviour.



About Discovery | Business Reviews | Remuneration and Governance | Financial Statements

Achieving a sustainably low
structural loss ratio

This was a major area of focus for the
business during the 2016 financial year.
The app and sensor technology has
enabled more immediate feedback to

both clients and Discovery Insure — a
feature that positively influences driver
behaviour, resulting in a decrease in
accident frequency.

We have also taken action to further
curtail insurance fraud. As with all
insurance providers, we tend to
experience an increase in insurance fraud
during a difficult economic period. Our
unique telematics data allows us to
assess the likely damage following a
motor accident and assists in identifying
the relevant parts used in the repair
process.

Discovery Insure’s benefit structure also
contributes to a sustainable decrease in
our loss ratio, as we specifically focus on
areas where clients’ behaviour patterns

can expose them to risks.

INTEGRATED ANNUAL REPORT 2016

Insure

OUTLOOK AND
STRATEGIC OBJECTIVES
FOR 2017

During the next financial year, we will continue to seek ways of
improving our use of telematics technology to achieve further
reductions in the frequency of accidents.

We will work to maintain growth in high-quality new business and
to improve the overall quality of business in our portfolio. This will
be achieved by encouraging further improvements in driver
behaviour through improved technology, driver behaviour
feedback and incentives.

We have been encouraged by our progress to date in innovating
in the competitive short-term insurance industry. The business is
expected to break even in the 2017 financial year, only six years
since it was founded. This can be attributed to the strength of the
underlying model and excellence in our service delivery, both of
which deliver unparalleled value to clients.

Increase sales and maintain growth momentum to
improve our market presence and entrench our
position within the short-term insurance industry in
South Africa.

Achieve a sustainably low structural loss ratio by
making use of our distinctive business model to
increase engagement, and to attract and retain
clients by rewarding them for better driving
behaviour.

Continue to invest in the development of world-class
technology and products that integrate Discovery
Insure with other Discovery behaviour-based
products to create enhanced value for clients.

Discovery
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VITALITY UK

The 2016 financial year was the first year of full ownership
of these businesses, which were previously operated in
partnership with Prudential plc. in the United Kingdom (UK).

VitalityLife provides VitalityHealth offers an

individual and business integrated medical insurance

clients with life, capital and wellness proposition to

disability, severe illness and individuals and predominantly

income protection cover. small and medium enterprise
(SME) clients.

Area of
operation

Kingdom
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Vitality UK

OUR
PERFORMANCE
IN 2016

Business growth progressed well despite
the difficult economic environment.

Neville Koopowitz

VitalityHealth,
Chief Executive Officer

VitalityHealth is nearing completion of a system migration that will
result in a single product construct and administration platform across
all legacy portfolios.

During the period, VitalityHealth exited the Transitional Services
Agreement (TSA) with Standard Life for the administration of the former
Standard Life Healthcare book of business. Unbudgeted costs of
approximately £5 million were incurred in relation to exiting this
agreement and migrating the portfolio to VitalityHealth’'s administration
system. The business has now started to realise the benefit of the
extensive investment made following the exit from the agreement, with
management expenses reducing by 4.5% in the second half of the year,
and service levels and claims efficiency both improving.

For the full year, profit was down 17% to R186 million (down 30% in
GBP) as a result of the exceptional expenses incurred for the exit from
the TSA in the first half of the year.

The combination of a 20% improvement in new business momentum
overall (43% in the individual market), strong actuarial dynamics, and
the emergence of operating efficiencies, resulted in a 35% improvement
in operating profit for the second half of the year compared with the
previous year (measured in GBP).

VitaIityLife produced a strong performance in the face of complex
changes: a volatile economic climate, including record low interest
rates, the impact of Solvency Il, and moving onto its own licence. New
business increased by 23% in rand terms to R1 332 million (up 4% in
GBP) and normalised profit grew by 25% to R678 million (up 5% in GBP).

Herschel Mayers

VitalityLife,
Chief Executive Officer
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PERFORMANCE MEASURES
FOR THE FINANCIAL YEAR

Collectively, VitalityHealth and VitalityLife cover close to
one million lives. VitalityLife is the third largest protection
life assurer in the UK, with a total new business sales
market share of 11.7% in the independent financial adviser
protection market.

The business also continued to grow its distribution footprint, which now stands at 20 franchises.
VitalityHealth experienced strong new business growth and market share is 10%.

Adoption levels of the Vitality Optimiser have increased significantly since its launch in 2013.
Currently 60% of new clients access the Vitality Optimiser product.

VitalityHealth's loss ratio and lapse rates continue to be among the lowest in the industry,
demonstrating the significant health and retention benefits of the Vitality programme.

One of the measures of success of our shared-value proposition in the market is the level of
client engagement in the Vitality wellness programme. Encouraging engagement in the
programme is a key objective of both VitalityHealth and VitalityLife.

By the end of the 2016 financial year, engagement in the programme in the United Kingdom
was at an all-time high:

| Almost two-thirds Over the last two years, the The number of
of new individual number of biometric health members assessing
members screens and the number of their Vitality Age
through our members undertaking physical (a measure of how
direct-to-consumer activity have both increased by healthy you are
channel earned over five times. The number of relative to your
Vitality points in members using the HealthyFood actual age) has
the first 21 policy benefit has increased by over increased by
days. three times. almost three times.

As a result of their engagement, Vitality members received £51.5 million in Vitality benefits and
rewards over the past year.

We shifted behaviour among people most at risk and reduced their risk factors:
0,
= 35% of smokers Moved into the healthy

— « 43%of people who are physically inactive range for each behaviour

= 30% of people with poor nutrition habits over a one-year period

The programme has also created value
for employers. Members who successfully
reduced their Vitality Age over a one-year 1 =
period also reduced absenteeism rates at
work by 23% over the same period.

At a financial level, the Vitality
programme has supported strong new
business growth and excellent actuarial
dynamics

The Vitality programme in the Members have benefited from the
UK is a true demonstration of financial value of discounts and rewards,
shared value as well as better health

Society has benefited from healthier,
more productive employees who have a

lower reliance on the National Health
Service (NHS)

INTEGRATED ANNUAL REPORT 2016
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Vitality UK continued

SHARED-VALUE BENEFITS
AND UNIQUE FEATURES
OF VITALITY UK

The strength and ubiquity of the National
Health Service in the UK, results in a
significant under-investment in health and
wellness in the private sector, both at an
employer level and among individual
consumers.

As such, there is a need to increase public awareness of health and wellness
issues, and to create greater accountability among consumers for their
wellbeing. This informs Vitality's product, brand and marketing approach —
from a product perspective we inform people of their risks and reward them
for making healthy choices. From a brand perspective, we have created a
retail franchise around health through our sponsorship assets and
marketing campaigns.

Sponsorship assets include a football health and wellness partnership with
Liverpool, Arsenal and Manchester City and a rugby health and wellness
partnership with the England, Scotland and Wales national rugby teams.
We are also the cricket test match ground sponsor and headline sponsor
of England netball. The Vitality Run Series, which include 10 kilometre and
half-marathon runs across the UK, and sponsorship of the Sky News sports
bulletin, also make up these assets.

Positive framing of our advertising campaigns, where we focus on making
people healthier rather than mitigating the effects of sickness, injury or
death, has resonated strongly with consumers and has driven search activity
related to the Vitality brand. This manifested in a noticeable uplift in the
significant acquisition of new business following the sponsorship and our
advertising presence, particularly among previously uninsured consumers.

The marketing, sponsorship
Life insurance that's
o and brand strategy 'has not
only been well received by
Call this living? consumers, but was also
well received at trade level.
ﬂ VitalityHealth was recognised
as the New Brand of the
e e s B Year at the Marketing
e e e LTttt !
FiE Society Excellence Awards

in 2016.
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Analysis of data relating to over 6 600 UK-based Vitality members
shows that previously sedentary individuals who increased their
activity levels to the minimum of 150 minutes per week, are able
to extend their life expectancy by more than three years.

VitalityHealth offers a holistic healthcare solution that integrates
prevention and health promotion programmes with traditional illness
cover. Through Vitality, clients are encouraged to understand and
improve their health, with regular wellness checks and discounts for
the use of health facilities and the purchase of health-related
equipment such as bicycles. Overall Vitality engagement across all
aspects of the programme has increased to record levels over

the period.

Vitality Active Rewards, which was pioneered in the United Kingdom,
offers Vitality members weekly incentives for completing their
physical activity goals. It has resulted in record levels of physical
activity engagement with Vitality and significant early evidence of
real behavioural change among members in the complex area

of physical activity.

To further develop the momentum we have achieved around physical
activity, Vitality recently launched a national campaign called Everyday
Athlete. The campaign is targeted at both Vitality and non-Vitality
members and aims to further inspire physical activity by encouraging
people to make small changes to everyday behaviour to gain
long-term health benefits. The campaign will further survey the public
at various intervals to add to the evidence base around the effect of
small amounts of regular activity on physical and mental wellbeing
outcomes.

A proprietary primary healthcare platform, Vitality GP, enables virtual
GP consultations for members and the creation of personal health
pathways that integrate the provision of wellness activities through
the Vitality wellness programme with sickness treatment through

the Private Medical Insurance policy. Unique in the UK's private
healthcare market, VitalityHealth clients can access private care
without the need for a referral from a National Health Service GP.

INTEGRATED ANNUAL REPORT 2016

Vitality Life clients can participate in Vitality through the

Vitality Optimiser, which integrates VitalityLife products Q

VitalityLife offers a unique proposition in the market by
enabling clients to benefit from Vitality rewards, including
upfront premium discounts, dynamic pricing and PayBack
benefits according to their health profile. Take-up of this
product is increasing, with close to 60% of new clients now
choosing Vitality Optimiser.

Behaviour
change as a
result of Vitality Active
Rewards

Vitality Active Rewards, which was initiated in the
United Kingdom, saw significant behaviour change

in the complex area of physical activity engagement,
with 34% of Vitality members who had not previously
engaged in physical activity doing so for the first time

as part of the programme. The most significant
behaviour change was seen among those Vitality
members who were most at risk for lifestyle

conditions due to physical inactivity and poor e oy e
nutrition. This demonstrates the power of £ H'“'*-H_" -
Vitality Active Rewards and of physical ) N
activity to trigger positive changes '\\

across a number of lifestyle

behaviours. \

through Vitality.
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Vitality UK continued

PROGRESS TOWARDS OUR
2016 STRATEGIC OBJECTIVES

In our previous report, we outlined strategic objectives in a
number of key areas. In this section we report on our progress.

VitalityHealth

During the 2016 financial year, we targeted
business growth, while maintaining new
business margin. We worked on developing a
more sophisticated approach to pricing to
improve our ability to target profitable new
business segments and we introduced further
innovations into our Vitality programme, with
the objective of stimulating further wellness
engagement and behaviour change.

The private medical insurance market in the
UK has shown moderate growth following the
contraction that occurred in the years
immediately after the financial crisis. The
challenge for the industry remains to grow the
market, particularly among non-traditional
purchasers of health insurance. VitalityHealth
has seen success as a result of the prevention
and wellness emphasis within our product,
which appeals to younger, healthier people
who are not traditional purchasers of private
medical insurance.

VitalityHealth experienced strong new
business growth over the period, with new
business up by 43% to R1 161 million in rand
terms (up 20% in GBP), with particularly strong
growth in the profitable individual market.
This was up by 44%. Direct-to-market
channels now comprise almost 40% of overall
new business.

During the financial year, we elevated our
thought leadership position in workplace
wellness through our Britain's Healthiest
Workplace initiative (formerly Britain's
Healthiest Company). Two enhancements to
this initiative in 2016 included a new global
media partnership with the Financial Times,
through which results and insights from the
initiative were published to a global audience,
as well as additions to our Advisory Board
which oversees the rigour and quality of the

initiative. The Advisory Board includes new
representation from Public Health England,
the government body charged with improving
the health of the nation.

The 2016 initiative saw significant growth in
comparison with previous years, with over
150 organisations and close to 35 000
employees participating. In addition,
participation included an increasingly broad
spectrum of private and public sector
organisations, giving a more diverse cross-
section of UK employers.

Refer to the Sustainable Development Report,
pages 32 to 33 for more information on
Britain's Healthiest Workplace programme.

During the year, we aimed to enhance existing
digital and online capabilities to introduce a
true multi-channel service environment.

VitalityHealth launched its new member app
in February 2016. The app engages members
at a transactional level, allowing them to track
activity and redeem rewards directly. In
addition, a new online platform for employers,
Employer Zone, was launched in 2016,
allowing employers to track their billing and
membership information. The new Vitality
website was launched in September 2015,
marking the move away from the previous
PruHealth UK domain name.

We also indicated that we would focus on
ensuring Solvency Il compliance for
VitalityHealth by 1 January 2016, putting in
place all the necessary reporting processes.

VitalityHealth has completed all reporting
requirements relating to Solvency Il
compliance so far, with additional
documentation due in November 2016. The
solvency coverage at 30 June 2016 was 140%.
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VitalityLife

A key objective was to ensure all requirements were
met for a successful licence application.

VitalityLife was awarded its life assurance licence in
January 2016 and started writing new business on
the new licence on 1 January 2016.

We indicated that we would focus on enhancements
to the VitalityLife product offering, including further
integration opportunities with other Discovery
offerings.

VitalityLife achieved success in positioning its
new-generation risk offering in the market,

evident in the strong continued adoption of the
Vitality-integrated model over the period, with the
Vitality Optimiser product comprising 60% of all new
business sales. Overall claims for Vitality Optimiser
cases were 40% lower compared to non-Vitality
Optimiser cases. Furthermore, VitalityLife received an
award recognising the innovative nature of its
Interest Rate Optimiser product.

INTEGRATED ANNUAL REPORT 2016

OUTLOOK AND
STRATEGIC OBJECTIVES
FOR 2017

We expect Vitality and the innovative Vitality Active Rewards
benefit to further increase awareness around physical activity.
This will further support our new business growth, client
retention and unique value offered.

Going forward, we expect new business momentum to be
maintained, as well as further efficiencies to be realised from
the move to a single operating platform.

Support continued new business growth and
retention through brand, product and service
investment.

H

Transform service to advisers through delivery
of a new adviser service platform.

Increase Vitality wellness engagement across the
insurance book, with a corresponding positive effect
on claims and lapses.

!H

Continue our intellectual leadership through
national campaigns such as Britain’s Healthiest
Workplace and Everyday Athlete.

H
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DISCOVERY

PARTNER
MARKETS

To ensure maximum leverage of the company’s assets and
intellectual property internationally, Discovery has built joint
ventures and partnerships with leading insurers expanding
beyond its primary markets of South Africa and the

United Kingdom.

Areas of
operation

China, the US
and Canada,
Europe,
Pan-Asia
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Discovery Partner Markets

There has been sustained investment into the rollout of
Vitality Shared-Value Insurance to new markets. This has
manifested in the Global Vitality Network, a network of the
world's top insurers offering Vitality Shared-Value Insurance
alongside Discovery in 14 international markets.

W

United States

THE VITALITY VLl
GROUP Vit

The Vitality Group, a wholly-owned
subsidiary of Discovery Limited in the
United States (US), provides wellness
programmes to corporate clients.
Through its corporate offering,

The Vitality Group reaches a total of
964 269 employees across large and
mid-size groups.

The Vitality Group offers corporate wellness products in :
the US market, which aim to improve employee health and :
lower healthcare cost coverage for corporate clients.

The business is gaining traction in the market and has :
steadily grown its membership and employee engagement :
over the financial year. There was a 34% increase in
employee engagement, measured by the number of
monthly activities undertaken by each employee, which

was driven by product enhancements, a revamped

website and improved mobile portals.

McKesson, a client of The Vitality Group,
secured the prestigious C. Everett Koop
Award for improving the health of its
employees, further validating the efficacy
of this corporate wellness offering.
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PING AN HEALTH

In China, Discovery has a 25% equity stake in Ping An
Health, the largest comprehensive medical insurer in
the country. Ping An Health provides private healthcare
policies to corporates and individuals in the Chinese
market.

Discovery’s partner in Ping An Health is the Ping An Insurance Group of China,
a prominent insurer with strong brand equity and an excellent distribution
footprint. In addition to this partnership, Discovery has also reached an

agreement with the broader Ping An Insurance Group to incorporate the Vitality
Shared-Value Insurance model as an additional benefit to life insurance products.

Ping An Health has pioneered private health insurance in China and remains the
only private medical insurer catering for individual members in the country.

Ping An Health incorporated the Vitality Shared-Value Insurance model into its
cover, making it possible for members and the insurer to benefit from the
sustained wellness engagement of insured lives.

The number of health insurance lives covered by Ping An Health has increased
from 418 832 at June 2015 to 555 348 at June 2016, and the business has been
re-energised through management changes that have brought in senior
executives with extensive experience suited to further grow the business.

Financial Statements

Currently, more than half a million members enjoy Vitality Shared-Value
Insurance benefits in China, and this number is growing rapidly. With the
introduction of Vitality Active Rewards to the territory in 2016, the Ping An
Health membership base is expected to grow even further, with accompanying
improvements in the health and wellness outcomes of engaged members.

The Vitality Active Rewards benefit will be attached to Ping An Life's flagship life
insurance product, available through its one million strong agency force, which
presents a meaningful opportunity to elevate the Vitality Shared-Value
Insurance brand in China.

Ping An Health has experienced impressive new business sales of

RMB151 million and RMB595 million

in the Group and Individual segments respectively. This represents
an increase of 27% for group sales and 50% for individual sales
compared with the corresponding period in 2015.

INTEGRATED ANNUAL REPORT 2016
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Discovery Partner Markets continued

In other partnerships across Discovery
Partner Markets, in Canada, Japan, Pan-Asia and
Europe, Discovery operates a franchise model.
We partner with leading insurers as they
integrate Vitality Shared-Value Insurance into
their health or life insurance products.

In these markets, Discovery's remuneration is
a formula based on the actuarial, health and
wellness improvements that result from
policyholder engagement through the Vitality
Shared-Value Insurance model, products and
benefits.

In the European, US and Pan-Asian markets,
the intellectual property developed in the
Vitality Shared-Value Insurance model is
delivered through partnerships across
Discovery Partner Markets.

We use our past experience in each new
market and product rollout, with
customisation of the model taking place
to comply with local regulations, including
in critical areas such as data protection
and sovereignty.

The Vitality Shared-Value Insurance model
developed for partner markets is capital-light
and generates significant benefit for Discovery,
its partners and their clients. We achieve this
by improving the member engagement in
wellness activities, resulting in improved health
outcomes. These outcomes lead to better
actuarial outcomes for the insurance products
offered and to greater profitability, which is

in part used to reward clients for improving
their health.

Discovery's earnings from these partnerships
are based on a formula that takes into account
the success of the model, including mortality
and morbidity data, embedded value and
sales. Contracts are typically long term, taking
into account that benefits for insurers and
their clients are realised over time.

As the business grows to scale and we develop
expertise in customising Vitality Shared-Value
Insurance for new markets, we anticipate that
deployment and implementation will
progressively improve.

Past investments are now yielding evidence of
the efficacy of the Vitality Shared-Value
Insurance model in the more-established
Discovery Partner Markets. The business
remains on track to grow into a significant
earnings contributor to Discovery with limited
capital deployed.
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DISCOVERY HAS
ESTABLISHED
PARTNERSHIPS W

FIVE LARGE INSUR
COVERING MULTIP
TERRITORIES

AlA VITALITY

The period was particularly noteworthy for AIA Vitality, t }9,

with the Vitality Shared-Value Insurance model now =

being part of the core offering in six AIA markets: Pan-Asia o
Singapore, Australia, Hong Kong, the Philippines,

Thailand and Malaysia. There is an opportunity to ¢
introduce Vitality Shared-Value Insurance to additional B
AIA markets.

GE

Vit
NERALI :
GENERALI VITALITY Eum:pe

In Europe, we have progressed rapidly since signing an
agreement with Generali in 2014. Generali Vitality f
launched to the public in Germany in June 2016 with the

first sales occurring in July. The initial market response
has been exceptional, with new business doubling the

sales achieved before the launch. Generali also intends
to launch in France on 1 January 2017, followed shortly
by a launch in Austria.
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JOHN HANCOCK VITALITY

In the US market, the relationship with John Hancock continues
to flourish. The Protection Universal Life, Term, and Indexed
Universal Life products are available in the majority of states,

and the remaining states are expected to help drive sales, United States
once approved. Since its launch, John Hancock Vitality has

received numerous awards and garnered significant media

attention for its transformative approach to life insurance.

M Manulife

Canada

MANULIFE VITALITY

John Hancock’s parent company, Manulife, launched Manulife
Vitality in Canada in September 2016, pioneering the Vitality
Shared-Value Insurance model in Canada. Manulife has more
than 20 million clients in 22 countries.

«» SUMITOMO LIFE

SUMITOMO LIFE

We are also excited by our recently concluded partnership with
Sumitomo Life Insurance Company in Japan. Our partner in the
Japanese market is a substantial and respected life insurer, with over
10 million policies in force and $18.1 billion in annualised premiums.

Japan A

Japan is the second-largest life insurance market globally after the US.
It has an ageing population, with 80% of mortality related to non-
communicable diseases. There is substantial opportunity to influence
behaviour positively and improve health outcomes. In addition, the
Japanese insurance market faces rising medical costs and the
government is eager for initiatives that will alleviate this burden.

Discovery will gain valuable experience in customising the Vitality
Shared-Value Insurance model for an older market, where incentives
relating to physical activity may need to be presented differently.
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Discovery Partner Markets,
Chief Executive Officer
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Discovery Partner Markets continued

PROGRESS TOWARDS OUR
2016 STRATEGIC OBJECTIVES

In our previous report, we outlined strategic objectives in a
number of key areas. In this section we report on our progress.

Increasing Vitality
engagement

As our international operations grow,
we continually refine our operating
structures to maintain focus on product
innovation that will secure high levels of
engagement. To this end, we are
working with our partners to accelerate
the development of product roadmaps
for each market to enable the
integration of Vitality into more
insurance products.

The introduction of Vitality Active
Rewards has boosted engagement
levels across markets and is set to
continue doing so as it is rolled out in
additional markets. Our partnership
with Apple Watch has also played a
major role in improving engagement.
By partnering with a global and
aspirational technology partner, it has
allowed us to strongly incentivise
engagement and increase levels of
physical activity among clients.

Barry Swartzberg

Building the capacity to
implement our partner
market strategy

In Ping An Health in particular, we have
built capacity during the year through
changes to the senior management
team. We are looking to further

realise economies of scale as this
business grows.

New market roll-outs have progressed
well. In particular, the launch of
Generali Vitality in Germany was highly
successful and demonstrated our
strengths in the areas of product and
systems deployment. Our objective is to
speed up the process of bringing our
products to market and to reduce the
associated costs even further.

Continued investments in our technical
and IT infrastructure are required to
build the partner markets business
and bring it to scale. We are currently
developing a consistent core systems
product that will help accelerate this
objective and reduce the degree of
product customisation required for
each new market.

Ensuring regulatory
compliance

Regulatory requirements differ across
our international markets, and each
territory is focused on putting the
required systems in place to meet local
requirements for data sovereignty.

In the US market, we have invested
significantly in developing the expertise
required to maintain regulatory
compliance in The Vitality Group,
where data integrity and privacy

is a material issue.

Alan Pollard

The Vitality Group,
Chief Executive Officer
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Discovery

OUTLOOK AND STRATEGIC OBJECTIVES FOR 2017

Discovery Partner Markets has made substantial progress in
building a coherent international product offering and brand for
Discovery. Our long-term growth strategy relies on growing to
scale in businesses where we have taken equity ownership and
on expanding into new markets, products and partners through
the Vitality Shared-Value Insurance model.

We expect continued membership growth in both Ping An
Health and The Vitality Group, along with increased coverage of
products, markets and partners across Discovery Partner
Markets. Our newly-implemented partnership with Generali has
the long-term potential of roll-out to all 19 markets where

they operate.

The ongoing implementation of Vitality Active Rewards will
continue to be a key driver of increased engagement in wellness
activities, leading to improved financial performance. Our global
partnership with Apple Watch gives us the leverage to build

an international brand with a strong identity based on our

core offering.

During the forthcoming year, we will also focus on building
stronger and more productive distribution channels in all
markets and on improving both the coordination and efficiency
between product and market teams.

H

HH

o] o] [

Looking specifically at the various operations within Discovery
Partner Markets, we believe Ping An Health has the potential to
deliver long-term profitable growth and scale. The existing
agency workforce in Ping An Insurance is a million-strong one
with 15% actively engaged in selling our health products.
Healthcare reform has been identified as a key focus in the
Chinese government's new five-year plan, with State spending
under pressure. Ping An Health has identified healthcare as a
key strategic investment for the Group and has undergone the
requisite management restructure to steer the business in
that direction.

In The Vitality Group, our strategy has a few clear objectives:
increase products, volumes and profile; and identify
aligned opportunities.

In our partnerships across Discovery Partner Markets, we aim to
further streamline our systems and operations to position the
business for further growth.

We believe the model offers the potential for excellent returns
over the long term. Given that each new partnership takes at
least five years to mature and generate returns, we anticipate
the business will gradually build to profitability following
sustained investment.

Continue to build innovative products and differentiated
service propositions for the joint venture businesses
and partnerships.

Identify stronger and more productive distribution
channels in all markets.

Continue to invest in our technical and other
infrastructure to build the partner markets business
to scale, and to reduce cost and time required for
implementation in new markets.

Develop a consistent core offer and customise
products only where necessary for implementation
in each market.

Drive the ongoing implementation of Vitality Active
Rewards and engagement across Discovery Partner
Markets.

Continue securing global partnerships to grow the

Global Vitality Network and raise the profile and
benefits of the Vitality Shared-Value Insurance model.
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Remuneration and Governance

REMUNERATION REVIEW

In line with our values of great people and liberating the best in
our people, Discovery aims to be an employer of choice, with a firm
belief that the long-term success of our organisation is directly linked
to the calibre of our people and the working environment we create.

Remuneration policy

Discovery's remuneration policy is intended to recruit and retain
employees whose values are aligned to our culture and core
purpose. We aim to create an environment that motivates high
performance to ensure employees positively contribute to our
strategy and business objectives.

Our philosophy is to follow a flexible approach that recognises
differences in individual performance, value and contribution
to the organisation. A robust performance management
practice ensures equitable and competitively benchmarked
pay levels, with incentives for agreed performance outcomes.

The key principles that underpin our reward policy, reward
structures and individual rewards are:

= We offer pay packages that are competitive in the market to
attract and retain the right people

= Pay for performance is at the heart of our remuneration
philosophy - exceptional performance is recognised and
rewarded

= We believe in pay that is fair and we conduct regular
internal and external salary surveys to ensure fairness and
consistency across the businesses

= We are non-discriminatory — all remuneration policies and

practices are free from unfair discrimination based on race,

gender, age, religion, marital status and ethnic or social origin

Our remuneration packages include both financial and

non-financial components

= Our short-term incentive schemes are designed to
encourage, recognise and reward performance and allow
sufficient flexibility to respond to different business needs.
They are not a function of a guaranteed package

= Our remuneration policy assists managers to make
educated and defendable pay decisions

= [ndividual performance appraisals identify talent at all levels
in the business and enable fair and competitive pay

= Pay designs comply with all tax and regulatory requirements.

Remuneration structure

Our remuneration structure supports the successful execution
of our strategy by:

= Attracting, motivating and retaining quality employees

= Encouraging and rewarding employees to achieve or exceed
the objectives of the business

= Aligning the economic interest of employees with those of
other stakeholders

= Striving for the appropriate mix between fixed and variable
pay for our employees, depending on their roles.

The diagram below shows the composition of our total reward offering. The elements of this diagram are explained

in the sections that follow.

Fixed remuneration

Base salary and benefits

Salary level based on function,

experience and market pay levels

Total

reward

Short-term incentive

Long-term incentive

Variable remuneration is
discretionary rewards based on
Group, business unit and individual
performance.
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Fixed remuneration

The purpose and key components of our general reward arrangements are summarised below:

Detail

Our aim is to remain competitive and we therefore
use international remuneration benchmarks for
employees in our international operations.

We take into account the 50th percentile of the
financial services market and pay above market
Element Purpose average where required to attract the best talent,
especially for critical skills. Increases take effect on
1 July each year and are based on individual
performance and market inflation.

To attract and retain

Base salary employees.

To encourage retirement Pension and provident fund plans, disability and
savings and to cater for death cover, and medical insurance, are compulsory
unforeseen life events. benefits.

Compulsory
benefits

To enhance the package

: Access to Discovery créche and gym.
available to employees.

Optional benefits

Variable remuneration

We provide incentives to reward good performance. Variable remuneration comprises short-term and long-term incentives.
All variable remuneration awards are discretionary.

Element Purpose Detail

To incentivise achievement Individual awards are based on Group, business unit
of stipulated semi-annual and and individual performance (utilising both financial and
annual short-term objectives. non-financial metrics).

Short-term
incentive

Individual allocations are based on overall individual
performance. Incentive awards for performance are
primarily linked to the share price and are intended to
attract and retain talent.

Long-term Il 7o incentivise the top 5%

incentive of employees (executive
management and, by
exception, senior
management) to execute the
long-term strategy of the
Group successfully.
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Remuneration Review continued

Short-term incentive awards
How we determine short-term incentive awards

In many business areas, incentives paid to employees relate directly to their function and are paid
monthly, bi-annually or annually. These awards are based on individual performance.

For management (top 10% of total employees), short-term incentives are paid bi-annually in arrears in
March and September each year and comprise two components (depending on management level):

o 9 March

A personal A profit pool which payout
incentive linked : allows executive )
to individual goals for : management (top 2% of The annual prof-|t pools are
each employee total employees) to based on a profit hurdle

related to the change in
operating profit of the Group.
Thirty percent of the expected
pool value is paid as a

share in profit if the
Group'’s performance is
above certain profit

hurdles
guaranteed drawdown
: following the interim
| : results period.
Personal incentives : September payout The Remuneration Committee
: approves the overall incentive
Individual performance is determined by: : The September payout is level and the Group profit
: based on the audited results
= Setting performance criteria at the start of each period : : : pqol !evel, and.ove.rsees the
’ i ) of the previous financial year. principles applied in
(annually for Executive Directors, six-monthly for . . .
management) aIIocat'lng thesg incentives
= Evaluating individual performance _to l?u-smess units and
= Determining variable pay based on individual individuals. In each case,
g pay there is a threshold below
performance. X . o i
: which no incentive is paid.
For management, individual performance is moderated : These thresholds are set
by the business unit's balanced scorecard. This contains : strategically based on the
financial and non-financial metrics and is based on : business area and level.
short-term delivery. :
Key performance areas for 2016 included:
Metrics
Insurgency and market leadership New business AP|  EEAERAO)
Comprehensive and differentiated products to meet complex consumer needs Innovation  EOCZENESTZ)

Engagement in the Vitality programme | Active Rewards activations Apple Watch activations % of base earning >1 000 Fitness points [MI0LZENET/)

Superior actuarial dynamics Loss ratios Lapse rates Value of new business [IORAEAL)
Exceptional service ecosystem Member perception scores  Broker/franchise perception scores Member-based research scores [EOCLELI0Z
Financial excellence and superior returns Growth in normalised profit from operations  IORZECISTZ)

Diverse workforce Employment equity [ESSIENETA)
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The split between individual and profit-pool components for
different levels of management:

Employee category Personal
% of total cost to company incentive Profit pool

Executive Director 25% 50%

Prescribed Officer 25% 35%

General Manager 25% 15% — 25%

Deputy General
Manager/Principal 20% — 30% 10%
Specialist

Manager/Divisional

15% - 20%
Manager

INTEGRATED ANNUAL REPORT 2016

Rewards for
executive management

Based on achievements against various
performance thresholds, components of
short-term incentives paid in March 2015
and September 2015 relating to performance
in the 2015 financial year, were as follows:

Chief Executive Officer (CEO)

The CEO, Adrian Gore, was awarded a bonus
of 17.98% of his annual guaranteed cost to
company (CTC) in respect of his individual
component and 48.42% of his annual
guaranteed CTC in respect of the profit pool.

Chief Financial Officer (CFO)

The CFO, Richard Farber, was awarded a
bonus of 28.65% of his annual guaranteed
CTC in respect of his individual component
and 48.42% of his annual guaranteed CTC in
respect of the profit pool.

Remaining South African
Executive Directors

The remaining local Executive Directors were
on average awarded a bonus of 18.48% of
their annual guaranteed CTC in respect of
their individual components and 48.42% of
their annual guaranteed CTC in respect of the
profit pool.

Prescribed Officers

Prescribed Officers were on average awarded
a bonus of 37.02% of their annual guaranteed
CTC in respect of their individual components
and 24.2% of their annual guaranteed CTC in
respect of the profit pool.

Discovery
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Remuneration Review continued

Long-term incentive plans

The Group has several long-term incentive plans in place to encourage executive management, and by exception senior
management (top 5% of total employees), to successfully execute the long-term strategy of the Group. For all long-term
incentive plans, employment on vesting date is a condition of vesting.

A particular individual may be a participant in one or more of the plans detailed below.

Plan Purpose

Phantom share-

based incentive
plan

This incentive
plan for
performance
links directly to
the Group's
performance
based on the
share price.
This is primarily
intended to
attract and
retain critical
employees.

Detail

= Overall individual performance and level is taken into account when

the Remuneration Committee decides on each individual allocation

= The value of the annual allocation on the date of allocation is in the

range of 18% to 36% of fixed remuneration. Each year the
Remuneration Committee considers the previous year's allocations
and current salary level in assessing the allocation

= Participants earn a cash bonus based on the allocation of the bonus

scheme units, which in turn are linked to the performance of the
Discovery share price

= Units are issued in September each year. The vesting of the units

takes place in equal tranches over two, three, four and five years
after allocation

= As the scheme is a phantom bonus scheme, there is no dilution

created by these awards

= Discovery has implemented a programme to hedge against the

economic risk linked to the share price based on the anticipated
payout of the incentive.

The phantom shares are subject to threshold performance criteria.
This criteria is compound growth in normalised Headline Earnings
Per Share (HEPS) exceeding a hurdle rate of CPI +1.5%.

|

Phantom option-

based incentive
plan

This incentive
plan links
directly to
the Group's
performance
based on the
growth in the
share price.
The plan is
primarily
intended to
attract and
retain critical
employees.

T

= Overall individual performance and level is taken into account when

the Remuneration Committee decides on each individual allocation

= The value of the annual allocation on the date of allocation is in the

range of 12% to 24% of fixed remuneration. Each year the
Remuneration Committee considers the previous year's allocations
and current salary level in assessing the allocation

= Participants earn a cash bonus based on the allocation of the bonus

scheme units, which in turn are linked to the growth in the Discovery
share price

= Units are issued in September each year. The vesting of the units

takes place in equal tranches over two, three, four and five years
after allocation

= As the scheme is a phantom bonus scheme, there is no dilution

created by these awards

= Discovery has implemented a programme to hedge out the economic

risk linked to the share price based on the anticipated payout of the
incentive.

2008 to 2011
Allocations were only made in the phantom share-based incentive plan.

From 2012
Allocations consisted of a fixed combination of the phantom share-based
incentive plan and the phantom option-based incentive plan.
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Plan Purpose

Detail

The trust is intended to recruit
and retain senior black talent.

Black economic
empowerment

Shares or options, or both, are allocated to attract or
retain senior black employees who are highly skilled.
The allocations are based on level of seniority.

staff share trust

Vesting takes place in equal tranches over two, three,
four and five years after allocation.

These plans are intended to
attract and retain talent for our
new businesses and to foster
an owner-manager culture.

Start-up long-term
incentive plan for
new ventures

These are restricted to
executives in new ventures,
such as Discovery Insure.

Allocation may be in the form of phantom shares or
shares in the new entity.

Performance criteria is a hurdle rate relating to value
created over cost of capital.

Vesting periods vary by plan.

This scheme is intended to
recognise and reward
executives who contribute to
the transformation of the
business and the achievement
of our 2018 ambition of
“becoming the best insurance
organisation in the world and a
powerful force for social good”.

Executive
outperformance
scheme

Restricted to the Group
Executive Committee.

Individual performance criteria are linked to the 2018
ambition.

Highly stretched measures have been set.

Vesting of the units takes place in equal tranches over
two, three and four years after allocation.

Remuneration Committee governance

The Discovery Board of Directors is ultimately responsible for
the remuneration policy. To assist the Board in fulfilling its
responsibilities, it has appointed and mandated a Remuneration
Committee, which consists of Non-Executive Directors and is
advised by an independent expert.

The primary objective of the Remuneration Committee is to
provide input and to approve the reward strategy. It is
responsible for:

= Ensuring alignment with Discovery’s overall remuneration
philosophy

= Ensuring alignment with the latest governance standards

= Reviewing annual salary increase parameters

= Reviewing and approving all short-term and long-term
incentive structures and monitoring overall liability

= Approving and reporting to the Board on all remuneration
elements for the CEO and Executive Directors

= Reviewing remuneration packages for executive
management, including heads of control functions (Heads of
risk, compliance and internal audit functions)

= Reviewing the total quantum, Director allocation and vesting
criteria if applicable in the phantom share scheme

INTEGRATED ANNUAL REPORT 2016

= Regularly reviewing incentive schemes to ensure continued
contribution to shareholder value

= Recommending the base for Non-Executive Directors’ fees
to the Board for shareholder approval.

The Remuneration Committee may, at its sole discretion, waive
or amend the performance criteria for variable remuneration
should extraordinary circumstances arise.

The Remuneration Committee has delegated certain of its
functions to the Internal Remuneration Committee (comprising
the Executive Directors and Prescribed Officers). This latter body
is responsible for:

= Detailed analysis and development of research-based
recommendations to the Remuneration Committee

= The remuneration packages of management and employees
in general (with the exception of Directors) in line with
the policy

= Supervising the increase process and reporting any
anomalies to the Remuneration Committee.

The Remuneration Committee uses the services of a number of
advisers to assist in tracking market trends related to all levels of
employees, including PE Corporate Services, Khokhela Consulting
(Mabili Reward), PwC's Remchannel, 21st Century Pay Solutions,
Mercer Consulting (South Africa) (Pty) Ltd and Vasdex Associates.
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Remuneration Review continued

Remuneration Committee membership

Jan Durand resigned as Chairperson of the Remuneration
Committee on 13 January 2016. Other Remuneration Committee
members are Monty Hilkowitz and Herman Bosman.

Sonja De Bruyn Sebotsa was appointed as Chairperson of

the Remuneration Committee on 25 August 2016. The
Remuneration Committee met four times during the past
financial year and attendance was as follows:

27 20 26
August

October November
2015 2015 2015

J) Durand v v X N/A
(Chairperson)

MI Hilkowitz v v v v

All Remuneration Committee members have the relevant skills
and experience to perform their duties. The majority of
Remuneration Committee members have no business or other
relationships that could materially interfere with their
independent judgement. The Remuneration Committee
members are also members of key oversight committees

to monitor risk trends across the Group.

The Chairperson of the Internal Remuneration Committee,
Barry Swartzberg, and members of executive management, also
attend the meetings by invitation. Executive Directors are not
allowed to participate in discussions regarding their own
remuneration, nor are they entitled to a vote at the meetings.

T Slabbert (until her resignation as a Non-Executive Director on
22 October 2015) and B Olivier (independent remuneration
expert), who both have experience in this area, attended the
Remuneration Committee meetings by invitation.

Remuneration of Executive Directors

Evaluation of Executive Directors’
Performance

The performance of the Executive Directors is based on:

Business performance

Transformation

Innovation

Achievement of strategic initiatives for the year.

P WP

Quantitative elements have predetermined measures while
qualitative elements are linked to strategic objectives.

This is determined in advance each year and is agreed to by the
Remuneration Committee.

The Remuneration Committee monitors the correlation between
remuneration and profitability, as well as variability of pay,
over time.

Terms of employment

All Executive Directors are employed on employment contracts
that can be cancelled by between one month'’s and three
months’ notice by either the executive or the company.

Non-Executive Directors

Non-Executive Directors receive a combination of fixed and
meeting fees for their participation on the Board and Board
Committees. Non-Executive Directors do not receive annual
incentive awards.

The Board proposes the fees of Non-Executive Directors,
following a recommendation from the Remuneration
Committee. The fees are reviewed annually by taking into
consideration the individual's responsibilities and Board
Committee membership. The Chairperson is not present when
his remuneration is reviewed. In addition, from time to time, the
fees are benchmarked to other local and international financial
services companies and companies with similar market
capitalisations. This ensures that fees remain competitive.
Recommendations are made to the Board for consideration.

The Board member fee structure has two components:

1. Avretainer
2. A Board or Board Committee meeting attendance fee.

The Chairperson of the Board receives an all-inclusive retainer
and does not receive any other fees or a retainer for attendance
at Board or Committee meetings.
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Following recommendations from the Remuneration Committee, the Board proposes the fees for Non-Executive Directors for
shareholder approval.

Fee structure for 2016 and proposed structure for 2017

R million Proposed 2016/2017 2015/2016

Retainer for the Chairperson of the Board R3 834 000 R3 600 000

UK-based committee member attendance fee GBP1 160 per meeting

Non-resident Director travel allowance USD2 640 per return leg USD2 575 per return leg

The proposed fees for Non-Executive Directors for the 2017 financial year are based on an increase of 6.5% for fees in Rand and 2.5% for
fees in US Dollars and Pounds.

Terms for Non-Executive Directors

There is no limitation on the number of times a Non-Executive Director may stand for re-election. Proposals for re-election are based on
individual performance and contribution, which is reviewed by the Board.
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Remuneration Review continued

Directorate
2016 Remuneration and fees
Payments to Directors for the year ended 30 June 2016 for services rendered are as follows:

Services Perfor- Phantom Provident

ES mance scheme fund Other
R'000 Directors bonus bonus contributions benefits?
EXECUTIVE
A Gore - 5898 3690 7 852 845 257 18 542
R Farber - 3789 3035 7710 190 116 14 840
HD Kallner - 3822 2920 8 820 191 114 15 867
NS Koopowitz? - 17 646 9572 35211 697 506 63 632
HP Mayers® - 11214 7 454 8 664 1228 310 28 870
Dr A Ntsaluba - 3409 2 664 12 132 536 182 18 923
A Pollard* - 6318 2774 10 015 155 240 19 502
JM Robertson - 3355 2 337 7932 682 58 14 364
B Swartzberg - 4 065 2981 7710 479 116 15351
Sub-tota - 59516 37 427 106 046 5003 1899 209 891

PRESCRIBED OFFICERS

Dr ) Broomberg = 3851 2381 7483 256 118 14 089
K Rabson — 3473 2 305 7570 343 255 13 946
Dr P Moumakwa - 2714 1680 6702 271 79 11 446
Sub-tota — 10 038 6 366 21755 870 452 39481

NON-EXECUTIVE

MI Hilkowitz 3600 - - - - - 3600
Dr BA Brink 891 - - - - - 891
HL Bosman® 1153 - - - - - 1153
SE De Bruyn Sebotsa 924 - - - - - 924
J) Durand® 439 - - - - - 439
SB Epstein’ 1243 - - 1792 - - 3035
F Khanyile® 276 - - - - - 276
Dr TV Maphai 817 - - - - - 817
TT Mboweni 444 - - - - - 444
AL Owen® 3697 - - - - - 3697
T Slabbert?® 267 - - - - - 267
SV Zilwa 1214 - - - - - 1214
Sub-tota 14 965 - - 1792 - - 16 757
Total 14 965 69 554 43 793 129 593 5873 2351 266 129
Less: paid by subsidiaries (14 965) (69 554) (43 793) (129 593) (5873) (2351) (266 129)

Paid by holding company - - = - - _ _

1 "Other benefits" comprise medical aid contributions, travel and other allowances.

2 Salary and incentives are paid in GBP.

3 Salary paid in GBP from January 2016. Prior to that paid in rand.

4 Salary and incentives are paid in USD.

5 Director's fees for services rendered by HL Bosman were paid to Rand Merchant Insurance Holdings Limited.

6  Director’s fees for services rendered by J| Durand were paid to Remgro Limited.

7 Included in Director's fees for SB Epstein is USD100 000 for services rendered as a Director of TVG Inc. Directors’ fees are paid in USD.
8  Directors’ fees for services rendered by T Slabbert and F Khanyile were paid to WDB Investment Holdings Proprietary Limited.

9 Director’s fees are paid in GBP.
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2015 Remuneration and fees continued

Payments to Directors for the year ended 30 June 2015 for services rendered are as follows:

Financial Statements

Discovery

Services Perfor- Phantom Provident
as mance scheme fund Other

R'000 Directors bonus bonus contributions benefits?
EXECUTIVE
A Gore - 4288 3831 4 480 643 206 13448
R Farber - 3618 2977 4 480 181 102 11 358
HD Kallner - 3645 3115 3984 182 104 11 030
NS Koopowitz? - 14 232 7 658 17 857 787 441 40 975
HP Mayers - 6999 5393 4 480 735 259 17 866
Dr A Ntsaluba - 3209 3055 7 429 561 163 14 417
A Pollard?® - 4 852 1979 4720 120 184 11 855
JM Robertson - 3244 2794 4 480 650 7 11175
B Swartzberg - 3420 3240 4480 579 106 11 825
Sub-total - 47 507 34 042 56 390 4438 1572 143 949
PRESCRIBED OFFICERS
Dr ] Broomberg - 3613 2522 11551 271 103 18 060
K Rabson - 3176 2432 3763 397 241 10 009
Dr P Moumakwa - 2557 1822 3641 255 80 8355
Sub-total - 9 346 6776 18 955 923 424 36 424
NON-EXECUTIVE
MI Hilkowitz 3000 - - - - - 3000
Dr BA Brink 718 - - - - - 718
HL Bosman* 918 - - - - - 918
J) Durand® 696 - - - - - 696
SB Epstein® 4772 - - 953 - - 5725
Dr TV Maphai 778 - - - - - 778
TT Mboweni 314 - - - - - 314
AL Owen’ 2 658 - - - - - 2658
SE De Bruyn Sebotsa 684 - - 6176 - - 6 860
T Slabbert® 584 - - - - - 584
SV Zilwa 1044 - - - - - 1044
Sub-total 16 166 - - 7129 - - 23295
Total 16 166 56 853 40 818 82474 5361 1996 203 668
Less: paid by subsidiaries (16 166) (56 853) (40 818) (82 474) (5361) (1 996) (203 668)

Paid by holding company -

Salary and incentives are paid in GBP.
Salary and incentives are paid in USD.

Directors' fees are paid in GBP.

CONO LA WN =
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"Other benefits" comprise medical aid contributions, travel and other allowances.

Directors' fees for services rendered by HL Bosman were paid to Rand Merchant Insurance Holdings Limited.
Directors’ fees for services rendered by J| Durand were paid to Remgro Limited.
Included in Directors' fees for SB Epstein is USD100 000 for services rendered as a Director of TVG Inc. Directors' fees are paid in USD.

Directors' fees for services rendered by T Slabbert were paid to WDB Investment Holdings Proprietary Limited.
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Remuneration and Governance

Remuneration Review continued

Directors' participation in share incentive schemes

Discovery's Executive Directors and Prescribed Officers participate in the various share incentive schemes offered by the Group.
Their participation is disclosed below. Refer to Group Annual Financial Statements note 33.1 of the Discovery Limited annual financial
statements for a detailed description of the various schemes offered.

Discovery Limited phantom share scheme

Directors’ and Prescribed Officers’ participation as at 30 June 2016:

Strike Final Value at

Outstanding Date price vesting 30 June 2016

Executive Directors and Prescribed Officers shares granted date R
) Broomberg 10 350 30/09/2011 - 30/09/2016 1267 875
8 630 30/09/2012 - 30/09/2017 1057 175

25 890 30/09/2012 54.75 30/09/2017 1791734

8 920 30/09/2013 - 30/09/2018 1092 700

17 840 30/09/2013 84.76 30/09/2018 769 088

39 554 01/07/2013 - 30/06/2017 4794 353

10 967 30/09/2014 - 30/09/2019 1343 458

21934 30/09/2014 97.89 30/09/2019 773587

8433 30/09/2015 - 30/09/2020 1033043

16 866 30/09/2015 134.94 30/09/2020 430 137

R Farber 11125 30/09/2011 - 30/09/2016 1362 813
9277 30/09/2012 - 30/09/2017 1136 433

27 830 30/09/2012 54.75 30/09/2017 1925 958

10 194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

36 325 01/07/2013 - 30/06/2017 4402 977

12 534 30/09/2014 - 30/09/2019 1535415

25 068 30/09/2014 97.89 30/09/2019 884 119

31870 30/09/2015 - 30/09/2020 3904 075

63 739 30/09/2015 134.94 30/09/2020 1625 549

A Gore 11125 30/09/2011 - 30/09/2016 1362813
9277 30/09/2012 - 30/09/2017 1136433

27 830 30/09/2012 54.75 30/09/2017 1925958

15291 30/09/2013 - 30/09/2018 1873 148

30582 30/09/2013 84.76 30/09/2018 1318 437

32112 01/07/2013 - 30/06/2017 3892 232

18 801 30/09/2014 - 30/09/2019 2 303123

37 601 30/09/2014 97.89 30/09/2019 1326 144

14 456 30/09/2015 - 30/09/2020 1770 860

28913 30/09/2015 134.94 30/09/2020 737 374

HD Kallner 11125 30/09/2011 - 30/09/2016 1362813
9277 30/09/2012 - 30/09/2017 1136433

27 830 30/09/2012 54.75 30/09/2017 1925 958

10194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

54 488 01/07/2013 - 30/06/2017 6 604 466

55441 30/09/2014 - 30/09/2019 6 791 523

110 882 30/09/2014 97.89 30/09/2019 3910 680

9638 30/09/2015 - 30/09/2020 1180 655

19 275 30/09/2015 134.94 30/09/2020 491574

NS Koopowitz 80521 01/07/2013 - 30/06/2017 9 759 933
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Directors’ participation in share incentive schemes continued
Discovery Limited phantom share scheme continued

Strike Final Value at

Outstanding Date price vesting 30 June 2016

Executive Directors and Prescribed Officers shares granted date R
HP Mayers 11125 30/09/2011 - 30/09/2016 1362 813
9277 30/09/2012 - 30/09/2017 1136 433

27 830 30/09/2012 54.75 30/09/2017 1925 958

10194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

51945 01/07/2013 - 30/06/2017 6 296 257

12 534 30/09/2014 - 30/09/2019 1535415

25 068 30/09/2014 97.89 30/09/2019 884 119

9638 30/09/2015 - 30/09/2020 1 180 655

19 275 30/09/2015 134.94 30/09/2020 491 574

A Ntsaluba 9277 30/09/2012 - 30/09/2017 1136 433
27 830 30/09/2012 54.75 30/09/2017 1925 958

10 194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

44 317 01/07/2013 - 30/06/2017 5371 632

12 534 30/09/2014 - 30/09/2019 1535415

25 068 30/09/2014 97.89 30/09/2019 884 119

9638 30/09/2015 - 30/09/2020 1180 655

19 275 30/09/2015 134.94 30/09/2020 491 574

A Pollard 11125 30/09/2011 - 30/09/2016 1362813
3092 30/09/2012 - 30/09/2017 378 770

9276 30/09/2012 54.75 30/09/2017 641 951

3440 30/09/2013 - 30/09/2018 421 400

6 881 30/09/2013 84.76 30/09/2018 296 661

38 747 01/07/2013 - 30/06/2017 4 696 509

4178 30/09/2014 - 30/09/2019 511 805

8 356 30/09/2014 97.89 30/09/2019 294 706

3213 30/09/2015 - 30/09/2020 393 593

6 425 30/09/2015 134.94 30/09/2020 163 858

K Rabson 10 350 30/09/2011 - 30/09/2016 1267 875
8630 30/09/2012 - 30/09/2017 1057 175

25890 30/09/2012 54.75 30/09/2017 1791734

8920 30/09/2013 - 30/09/2018 1092 700

17 840 30/09/2013 84.76 30/09/2018 769 088

40 967 01/07/2013 - 30/06/2017 4 965 580

10 967 30/09/2014 - 30/09/2019 1343 458

21934 30/09/2014 97.89 30/09/2019 773 587

30 665 30/09/2015 - 30/09/2020 3756 463

61 330 30/09/2015 134.94 30/09/2020 1564111

JM Robertson 11125 30/09/2011 - 30/09/2016 1362813
9277 30/09/2012 - 30/09/2017 1136 433

27 830 30/09/2012 54.75 30/09/2017 1925 958

10194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

39 958 01/07/2013 - 30/06/2017 4 843 275

12 534 30/09/2014 - 30/09/2019 1535415

25068 30/09/2014 97.89 30/09/2019 884 119

9638 30/09/2015 - 30/09/2020 1180 655

19275 30/09/2015 134.94 30/09/2020 491 574
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Remuneration and Governance

Remuneration Review continued

Discovery Limited phantom share scheme continued

Strike Final Value at

Outstanding Date price vesting 30 June 2016

Executive Directors and Prescribed Officers shares granted date R
B Swartzberg 11 125 30/09/2011 - 30/09/2016 1362 813
9277 30/09/2012 - 30/09/2017 1136433

27 830 30/09/2012 54.75 30/09/2017 1925 958

10 194 30/09/2013 - 30/09/2018 1248 765

20 388 30/09/2013 84.76 30/09/2018 878 958

36 325 01/07/2013 - 30/06/2017 4402 977

12 534 30/09/2014 - 30/09/2019 1535415

25068 30/09/2014 97.89 30/09/2019 884 119

9638 30/09/2015 - 30/09/2020 1180 655

19 275 30/09/2015 134.94 30/09/2020 491 574

P Moumakwa 10 350 30/09/2011 - 30/09/2016 1267 875
8630 30/09/2012 - 30/09/2017 1057 175

25890 30/09/2012 54.75 30/09/2017 1791734

8920 30/09/2013 - 30/09/2018 1092 700

17 840 30/09/2013 84.76 30/09/2018 769 088

29524 01/07/2013 - 30/06/2017 3578 642

10 967 30/09/2014 - 30/09/2019 1343458

21934 30/09/2014 97.89 30/09/2019 773 587

8433 30/09/2015 - 30/09/2020 1033043

16 866 30/09/2015 134.94 30/09/2020 430 137

The Vitality Group Inc. phantom share plan
Executive Directors’ and Prescribed Officers' participation as at 30 June 2016:

Exercise Final Value at

Outstanding Date price vesting 30 June 2016

Directors and Prescribed Officers shares granted usD date usD
SB Epstein 53571 01/10/2013 0.75 01/10/2016 40178
111 112 01/10/2014 0.75 01/10/2017 83334

120 000 01/10/2015 0.75 01/10/2018 90 000

A Pollard 145 455 01/10/2012 0.75 01/10/2016 109 091
292 585 01/10/2013 0.75 01/10/2017 219 439

469 221 01/10/2014 0.75 01/10/2018 351916

346 287 01/10/2015 0.75 01/10/2019 259 715

The VitalityHealth and VitalityLife phantom share schemes
Executive Directors’ and Prescribed Officers' participation as at 30 June 2016:

Exercise Final Value at

Outstanding Date price vesting 30 June 2016

Directors and Prescribed Officers shares granted date GBP
NS Koopowitz 19978 2015 154.13 2019 153 960
19 873 2015 - 2019 515 466

15919 01/11/2013 - 31/10/2017 443 280

HP Mayers 19978 2016 154.13 31/12/2018 153 960

Black Economic Empowerment share scheme

Executive Directors' and Prescribed Officers' participation as at 30 June 2016:

Exercise Final Value at
Outstanding Date price vesting 30 June 2016
Directors and Prescribed Officers shares granted R date R

A Ntsaluba 50 000 30/09/2011 - 30/09/2016 6 125 000
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Remuneration and Governance

GOVERNANCE REVIEW

CORPORATE GOVERNANCE, RISK AND COMPLIANCE OVERVIEW

The Discovery Board of Directors is supported by Board committees, and is ultimately responsible and accountable for the governance
of the Group. This includes overseeing all business operations and strategic initiatives, and the risk management and compliance of
the Group. All committees that support the Board have specific responsibilities and written terms which are reviewed annually.

The Chairperson of each committee reports to the Board at every Board meeting.

Overview of the Discovery Limited Corporate Governance Structure

Discovery Limited Board

[

Board
committees

— Audit Committee

Risk and Compliance
Committee

Actuarial
Committee

Social and Ethics
Committee

Remuneration
Committee

@ Our detailed Governance Report is available on
~ Discovery's website www.discovery.co.za/Governance

The Discovery Board and activities during
the year

The Board meets six times a year. Directors discuss the long and
short-term strategies of the Group and engage with executive
management on execution and progress. A Board Charter,
which sets out the roles and responsibilities of the Board, has
been adopted. A comprehensive review was done during the
year to align the Board Charter with emerging global
governance and regulatory requirements.

Chairperson and Group Chief Executive

The Chairperson is an independent Non-executive Director and
is responsible for leading the Board. The Group Chief Executive is
responsible for providing ethical leadership and ensuring the

Group Executive Committee —

IT Strategy Committee —

Capital, Currency
and Investment Committee

|

Management
Board

Life Management Board

Health Management Board

— Vitality Management Board

Business Executive
Committee

operations are aligned with the strategy. The roles of the
Chairperson and Group Chief Executive are independent and
separate. The division of responsibilities ensures balance and
that no individual has unrestricted decision-making authority.
Both parties operate in terms of distinct mandates issued and
approved by the Board.

The Board evaluates the performance and independence of the
Chairperson annually. The results of the assessment for the
past financial year found that he fulfilled his duties and
responsibilities independently and to the satisfaction of the
Board in the best interest of the company and its stakeholders.
Succession plans, which are reviewed and updated annually, are
in place for the Group Chief Executive, as well as the senior
executives within the Group.
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Chief Financial Officer regulatory requirements. The evaluation process includes an
assessment of the Company Secretary’s qualifications , skills,
knowledge and experience. The Board is satisfied that the
Company Secretary is qualified to fulfill his duties and
responsibilities to the Board.

The Audit Committee assessed the qualifications, experience
and financial knowledge of the Chief Financial Officer and is
satisfied that his expertise and experience are appropriate to
meet the responsibilities of the position. The committee is also
satisfied as to the appropriateness, expertise and adequacy of
resources of the Finance Division within Discovery.

The Board confirms that the Company Secretary is not a
Director of the Group and maintains an arm's length
relationship with the Board. All Board members have unlimited
access to the advice and services of the Company Secretary.
Company Secretary

The Company Secretary is responsible for the administration of Meetings of the Board and committees

the Board and Board sub-committees by ensuring sound Discovery appointed one new Director during the financial year.
corporate governance procedures are followed and maintained. There were two resignations. The Board acknowledges

The Board has evaluated the competencies and effectiveness of Jan Durand and Tania Slabbert for their commitment and

the Company Secretary, as required in terms of legislative and skills throughout their tenure.

Risk and Social and

Board Audit Compliance Actuarial Ethics [Remuneration
meeting Committee Committee™ | Committee™| Committee™| Committee

INDEPENDENT NON-EXECUTIVE

DIRECTORS

MI Hilkowitz* (Board) 6/6 4/4
Ea B
Jourand' 3B 3 23
TV Maphai 6/6
e
ALOWN o BIB06 B85 B0
SE De Bruyn Sebotsa* (Remuneration) 4/6 6/6 4/6 2/2 0/0
SVZ|Iwa’*(SOC|aIand Eth|cs)6/65/65/67/7
NON-EXECUTIVE DIRECTORS

HLBosman % %6 . eno AT A
SB Epstein 6/6
FKhany|Ie4/42/3
Cebhert D
EXECUTIVE DIRECTORS

AGOre (GrOUP CE) o ooeemmnirna DD e B LA

RFarber(CFO) ... 66 o 86 1010 BT
Lo, - - L A
NSKOODOWILZ | e D 8 et
LA et S, - L <L A
APONBIA st ettt ettt sttt ettt
JM Robertson 6/6 6/6 3/7
BSwartzbergG/64/74/4
GROUP EXECUTIVES

(PRESCRIBED OFFICERS)

A s

KS Rabson (Discovery Invest)

P Moumakwa (Discovery Health) 6/6 6/7
INDEPENDENT CHAIRMAN
C van der Riet” (Actuarial) 10/10

*  These committees include members of management.
T Resigned December 2015.
#  Chairperson.
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Remuneration and Governance

Governance continued

Supporting committees and their responsibilities

Audit Committee

Independent

Non-executive Non-executive Executive Members of
Directors Directors Directors management

The Audit Committee assists the Board in ensuring financial reporting throughout the Group is
accurate and reliable. Three highly-skilled and experienced independent Non-executive Directors are
elected at the Annual General Meeting on recommendation of the Board. The head of finance, senior
management and auditing representatives attend the meetings.

Risk and Compliance Committee

Independent

Non-executive Non-executive Executive Members of
Directors Directors Directors management

The Risk and Compliance Committee ensures risk and compliance management and internal control
systems are adequate and effective. Six highly-skilled and experienced Non-executive Directors and
eight members of the executive management meet six times a year. The Chairperson of the Board,
Chairperson of the Actuarial Committee, executive management team, and auditing representatives
attend these meetings.

Actuarial Committee

Independent Independent
Non-executive Non-executive Executive Members of actuarial
Directors Directors Directors management experts

: : : 3 (1isthe

1 1 2 2 Chairperson)

The Actuarial Committee provides assurance to the Board on the accuracy of the calculations and the
appropriateness of the assumptions underlying the liabilities and the capital of the Group.
Independent and external experts provide an independent and unbiased perspective on industry and
actuarial matters impacting Discovery. The committee is chaired by a non-Board member recognised
as a technical leader in the actuarial industry. VitalityHealth and VitalityLife in the UK, as well as
Discovery Insure, have separate Actuarial Committees that are responsible for actuarial matters
relevant to their businesses.

Social and Ethics Committee

Independent

Non-executive Non-executive Executive Members of
Directors Directors Directors management

The Social and Ethics Committee assists the Board in monitoring social and economic development,
as well as ethics and transformation within the Group. The committee consists of Non-executive and
Executive Directors. The Chairperson is an independent Non-executive Director. Two additional
independent Non-executive Directors were appointed during the year.
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Remuneration Committee

Independent

Non-executive Non-executive Executive Members of
Directors Directors Directors management

Three Non-executive Directors advise the Board on the Group’s remuneration strategies, principles
and employment policies.

Management Boards

Independent
Non-executive Executive Members of | Independent
Directors Directors | management specialists
Life Management Board 3 5 - 1
Health Management Board 2 7 2 -
Vitality Management Board 1 8 6 -

The Management Boards were established to assist the Board in overseeing the strategic outlook and
objectives of the business, considering developments and proposals, as well as risks and product and
actuarial issues. It also reviews the results and performance of the business and ensures that
objectives are aligned to the overall Group ambition and strategic outlook. They escalate any material
issues to the Board for consideration.

Governance Structure for VitalityUK

VitalityLife and VitalityHealth have a Board and Governance structure that is independent from the
Discovery Group and meets the regulatory requirements in the UK. The Board of Directors consists of
two Executive Directors, two Non-executive Directors and seven independent Non-executives. The
Board has delegated certain responsibilities to a number of Board Committees, each with an
appropriate terms of reference and mandate to support the Board with its control and oversight of
the business. The Chairpersons of the Actuarial, Risk, Audit, Nominations and External Remuneration
Committees are experienced independent Non-executive Directors. The majority of the members of
these committees is aligned to regulatory Requirements and industry best practice.

Oversight of the day-to-day operations has been delegated to the CEOs of the business who are
supported by an experienced Executive Team.

Group Executive Committee

Independent

Non-executive Non-executive Executive Members of
Directors Directors Directors management

- - 11 15

Group Executive Committee members are mandated and responsible for implementing the strategies
approved by the Board and for managing the affairs of the Group. The Group Executive Committee
meets weekly and is chaired by the Group Chief Executive.

AGore (Chairperson) i SMatisonn E Stipp

A Ntsaluba D Govender B Sundelson
HP Méyérs P”H'é'r\'/ey """ R van Reenen
HD Karllrher L'I'z'ik'orwitz """ S Vyvyan-Day
APollard ... KMayet L s viranna

R Farber R Noach KS Rabson
IMRobertson . )Broomberg P Moumakwa
NS Koopowitz A Ossip AB Rayner
BSwartzberg ... BJSHore L
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Remuneration and Governance

Governance continued

Control functions to support governance

To further strengthen the Board's governance, Discovery has adopted a "three lines of defence" governance model. The risk and
compliance management functions aim to ensure the effectiveness of the enterprise risk management programme and to provide the
Board and its sub-committees with a detailed overview of its effective implementation. The internal and external audit functions provide
independent assurance on the strength of the internal control environment within Discovery.

Three lines of defence model

Discovery Limited Board

Group Executive Committee
Company Executive Committee

Capital, Currency and
Investment Committee

First line of defence

= Executive committees
= Management of operations.

Business unit
management

This consists of the day-to-day
management and operation of the
business. The business delivers on
the strategy and optimises
business performance within an
agreed governance and risk
framework.

Discovery Limited Audit Committee

Discovery Limited Risk and Compliance Committee

Discovery Limited Actuarial Committee

Risk monitoring and assurance

Second line of defence

= Risk Management function
= Compliance function
= Actuarial function.

Risk Management, Compliance and
Actuarial Control functions

The Risk and Compliance Management functions ensure that :

risk and compliance management systems within Discovery
are operating effectively. The Actuarial Control function
supplements these functions for the Discovery Group and
its regulated entities.

Risk Management function
The Group's Risk Management function is an independent

function from Operational Management and is responsible for

designing and ensuring the operational effectiveness of the
risk management system for all risk types. The function
coordinates and challenges information on risk management
and ensures the establishment of appropriate risk reporting
procedures and feedback to the Board.

Compliance function

The Compliance function ensures that Discovery is able to
meet its legal and regulatory obligations, and promotes a
corporate culture of compliance and integrity. The
Compliance function has the authority to obtain access to
any records required to carry out its responsibilities.

Actuarial function

For the life insurance entities in the Group, the Actuarial
Control function informs the Board and the Actuarial

Committee of the reliability and adequacy of the calculation of

technical provisions, capital requirements, premiums, pricing

activities and compliance with related statutory and regulatory :

requirements. The head of the Actuarial Control function is a
regulated role (ie the Statutory Actuary in South Africa) that
expresses an opinion on these calculations and ensures the
establishment of appropriate reporting procedures and
feedback to the Board.

For the non-life insurance entities in the Group, the head of

the Actuarial Control function is not a regulated role. However,

the Actuarial Control function still oversees the reliability and
adequacy of the calculation of technical provisions, capital

requirements, premium, pricing activities and compliance with

related statutory and regulatory requirements.

Third line of defence

= Internal audit
= External audit
= Other assurance providers.

Assurance

This consists of Discovery's independent
Assurance functions, such as internal and
external audit. They provide an
independent and balanced view of the
effectiveness of the first and second-line
functions. The effectiveness of the risk
management system is audited annually.
The findings from these assessments are
reported to the various governance
bodies within the organisation.

The UK business has its own Compliance,
Risk Management, Actuarial Control, and

internal audit functions that are overseen
by the Group.
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Key focus areas for risk management during the year

Solvency Assessment and We anticipate that SAM in South Africa will come into effect in 2017, while Solvency Il in Europe
Management (SAM) and became effective on 1 January 2016.

Solvency Il readiness During the reporting year, most of the key processes became embedded in business operations.

These included:

= Parallel runs of the SAM position and completion of the second mock Own Risk and
Solvency Assessment (ORSA) reports for Discovery Life, Discovery Insure and Discovery
Limited which were submitted to the Financial Services Board

= Submission of the first official quarterly Solvency Il returns to the Prudential Regulatory
Authority in the UK for VitalityHealth Limited, VitalityLife Limited and Discovery Group
Europe Limited

o Preparation of a mock ORSA report for VitalityHealth Limited which was submitted to the
Prudential Regulatory Authority and a dry-run ORSA report for VitalityLife Limited

= An annual review of all Board-approved risk policies, frameworks and risk appetite
statements across Discovery entities and confirmation of compliance with these policies

= The requirements of both SAM and Solvency Il will be further integrated into our
operations. We await the final legislative requirements on SAM and will adapt our current
processes as required

= The process of analysing and understanding the need for any required change to the
operating model and capital structure of the Group in response to the SAM and Solvency I
requlrements will continue.

Enhancing the combined Durlng the reporting year, the RISk Management functlon was tasked with coordlnatlng
assurance model combined assurance on behalf of the Board. Progress was made in creating a best-practice
framework and establishing the key Governance Committee to drive combined assurance
activities across the Group. The integrated assurance plan for the 2016/2017 year is being

: developed, which will result in a revised methodology and application of combined assurance.

i We will continue to enhance our approach to combined assurance to maximise the value
i derived from the risk management, compliance, and internal and external audit activities to
i ensure there are no gaps in providing assurance to our stakeholders.

Analysis of the King IV recommendations and what these mean for our risk management
framework and methodology WI|| be completed.

Enhancing risk management RISk management capacity was further strengthened dunng the reporting year through ﬂllmg

capacity i key vacancies and the acquisition of skills identified during a gap analysis. Significant progress
was made with the appointment of first-line risk officers within the remaining businesses across
the Group

Enhancing the Group capital The capital management process will be further enhanced, |nclud|ng an evaluation of the

measurement and management @ structures used to review and approve the allocation of capital and to measure return.

rocess ] ) ) ) . . - . .
R i A capital management framework will be implemented to drive capital efficiency and its effective

i use, combmed with enhanced analyt|c tools.

Value-added risk services The number of mdependent risk reviews and ad hoc management requests completed
i increased during the year. This allowed for an increased level of consulting services to

i business and enhancements to the risk and control environment through value-adding
recommendatlons

Implementation of a risk CA r|sk management software system will be lmplemented to enable enhanced rlsk |nte|||gence
management software solution : and streamlined processes.
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Governance continued

Key focus areas for compliance during the year

Solvency Assessment and Management and Solvency Il

We have been focusing on the implementation of the Pillar Il
requirements, as set out in the draft Insurance Laws Amendment
Bill. Work around the Capital Requirements in Pillar | of the
programme is ongoing and we are actively participating in
industry and regulatory initiatives.

The implementation of the Solvency Il requirements in the UK
is also on track and we continue our participation in the
programme and responding to information requests from

UK regulators.

Implementation of the Twin Peaks regulatory framework

We are cooperating with industry bodies and are committed to
implementing an appropriate regulatory framework in Discovery
to address the requirements emerging from the Financial Sector
Regulation and Insurance Bills.

Implementation of the Retail Distribution Review (RDR)

framework

We expect that the proposals, once published, could have an
impact on how we remunerate our intermediaries.

Continued strengthening of our information security

controls to protect our clients’ information

We have completed a number of projects during the year which
focus on formalising and strengthening our information security
framework.

During the financial year, the Regulator changed the
implementation of the SAM framework in South Africa to

1 January 2017. We have made substantial progress towards
implementation of this framework in Discovery.

The Solvency Il programme in our UK business has been
effective from 1 January 2016 and is now fully operational.

The regulatory process around the financial sector regulations
and the Insurance Bills is still ongoing and we have completed
a detailed analysis of the impact on Discovery.

We are also cooperating closely with industry bodies and the

The Financial Services Board published further information
around the RDR framework and the three phases of
implementation in December 2015.

We are actively involved in initiatives with the Regulator to
finalise the phase-one proposals, which is expected early in 2017.

We have conducted a detailed analysis of the impact these
proposals would have on Discovery and have identified the areas

We have made substantial progress with our Information
Security Programme in the Group and will continue to work
on this in the coming year.

We are also monitoring the developments around the
appointment of the Information Commissioners and
development of the Regulations of the Protection of Personal
Information (POPI) Act.

Retirement reform

We continue to monitor developments around retirement reform
and the amendments on the tax payable on retirement funds to
ensure we provide the best possible solution to our clients.

We continue to closely monitor developments.
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— Key Governance focus areas for 2017

® Information Security and Data Privacy

South African and international developments around
Information Security and Data Privacy remain a key focus to
the business with the finalisation of the EU Data Privacy
Directive, as well as developments around the Protection of
Personal Information (POPI) Act in South Africa.

We remain focused on completing a number of projects that
will address key Data Privacy objectives within the Group
over the next 12 months.

We have also started working on the impact that the EU
Data Privacy Directive will have on our international
business ventures, particularly our business in the UK. This
is in anticipation of the directive becoming effective in 2018.

Work is ongoing to align our data management strategy
across the Group to international Data Privacy requirements
and standards.

® Increasing transparency and engagement
in general insurance

The Financial Conduct Authority proposed amended rules
around client disclosures at renewal of policies.

We are actively involved in industry initiatives and forums
dealing with these proposals and will be monitoring
developments and the impact on our business in the
coming year.

® Treating Customers Fairly (TCF)

Work is ongoing to embed the TCF principles in the South
African business and to develop the infrastructure to
effectively report on our progress and identify possible TCF
concerns within the business environment.

® Anti-Money Laundering developments
(AML)

We expect the amendments to the AML regulatory
environment in South Africa to come into effect within the
next year.

We have conducted a detailed impact assessment and have
initiated a project across all South African businesses to
implement the appropriate frameworks and controls to
comply with the new requirements.

® Financial Sector Regulations and
Insurance Bills

We continue to monitor the developments around the
Financial Sector Regulations and the Insurance Bills and is
actively participating in industry and regulatory initiatives
around this process. Both of these Bills are expected to
become effective during the first half of 2017.

We have also conducted a detailed analysis of the potential
impact of these Bills on Discovery and will be focusing on
the implementation of these requirements over the next
financial year.

Corporate Governance developments

The KING IV Code on Corporate Governance is expected
later this year and Discovery remains fully committed to the
implementation of a world-class Corporate Governance
framework.

We have established a number of projects aimed to review
and consider the implications of the new King Code and to
implement appropriate controls and processes to address
the new requirements.

Retail Distribution Review (RDR)

The RDR framework is expected to be implemented in three
phases over the next two to three years. During this time,
we will remain actively involved in industry initiatives around
the implementation of the RDR proposals.

We have conducted a detailed analysis of the phase |
proposals, which is expected to be implemented in the next
year, and are monitoring the progress on the development
of these proposals.

In the coming year, we will complete further analysis on the
phases Il and Il proposals and will continue our cooperation
with the Regulator in this regard.

National Health Insurance (NHI)

Discovery Health is supportive of this initiative and we are
continuing with our engagement on the development of this
in South Africa.

Amendments to the Long-term Insurance
Taxation framework

We have analysed the impact on Discovery Life and are
actively participating in various industry forums in this
regard.

Discovery is engaging with both National Treasury, the
South African Revenue Services and the Financial Services
Board, and discussions around the finalisation of these
amendments are ongoing.
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DETAILED CVs OF OUR LEADERSHIP

DISCOVERY LIMITED BOARD OF DIRECTORS

Adrian Gore 2

A & Group Chief Executive
BSc (Hons), FFA, ASA, MAAA, FASSA

Adrian is the founder and Chief Executive Officer
of the Discovery Group. He is a Fellow of the
Actuarial Society of South Africa and of the
Faculty of Actuaries (Edinburgh), an Associate of
the Society of Actuaries (Chicago), and a member
of the American Academy of Actuaries. In 1998,
he was recognised as South Africa’s Best
Entrepreneur by Ernst & Young, and in 2004, was
chosen as South Africa’s leading CEO in the

annual MoneyWeb CEO's CEO of the Year Awards.

In 2008, he received the Investec Award for
Considerable Contribution in a Career/Profession,
and in 2010, he was named as the Sunday Times
Business Leader of the Year. In 2016, Adrian
received a Doctor of Commerce from the
University of the Witwatersrand (Honorius Causa)
and chairs the South African Chapter of
Endeavor. He sits on the World Economic Forum
Industry Agenda Council on Future Health, on the
Columbia University Mailman School of Public
Health Board of Overseers, and on the
Massachusetts General Hospital Global Health
Advisory Board. He has also been invited to sit on
the Brookings Institute’s International Advisory
Council. Alongside these commitments, he works
with other leaders to stimulate entrepreneurship
in South Africa.

Richard Farber %)

A *k Chief Financial Officer
BCom (Hons), CA(SA), FCMA

Richard was a Partner at Fisher Hoffman Sithole
(PKF) from 1998 until 2001 before joining Investec
Bank, where he was the Group Accountant from
2002 to 2003. He joined Discovery as the Chief
Financial Officer in 2003 and was appointed as
the Financial Director in 2009. Richard was a
member of the Financial Reporting Investigation
Panel (FRIP) — previously known as the GAAP
Monitoring Panel — from 2005 until 2014. He is a
Fellow of the Chartered Institute of Management
Accountants.

Hylton Kallner 4

A * chief Executive Officer,
Discovery Life
BEconSc, FFA, FASSA

Hylton graduated from the University of the
Witwatersrand with a BEconSc in Actuarial
Science. In 2000, he was admitted as a Fellow
of the Faculty of Actuaries and a Fellow of the
Actuarial Society of South Africa. Hylton joined
Discovery in October 1996, and has held various
positions, including that of Chief Marketing
Officer. He was appointed to the Board of
Discovery Limited in 2010. In January 2016, he
was appointed as Chief Executive Officer of
Discovery Life and continues to oversee the
Group's Marketing and Distribution divisions.

A Executive Director

Neville Koopowitz 52

A ) Chief Executive Officer,
VitalityHealth
BCom, CFP

Neville joined Discovery as Marketing Director
in 1996 and played a key role in defining and
building the Discovery brand, as well as in
developing Discovery's sales and distribution
network. His particular focus area was the
development of Vitality where he was the Chief
Executive Officer from the company's inception
in 1997 until 2005. In this role he was also
responsible for the launch of Discovery Card.

In 2005, he was appointed as Chief Executive
Officer of Discovery Health; a position he held
until his move to the UK in 2010. He is currently
the Chief Executive Officer of VitalityHealth in
the UK. He sits on the Health Committee of the
Association of British Health Insurers.

Herschel Mayers )

A % Chief Executive Officer, VitalityLife
BSc (Hons), FIA, FASSA

Herschel qualified as an actuary in 1986 and is
a Fellow of the Institute of Actuaries. He joined
Liberty Life after qualifying, and as a member of
their Executive Committee, served as the Head
of Individual and Group Business, Underwriting
and Systems, Technology, Product
Development, and Finance. Herschel joined
Discovery in 2000 as the Managing Director of
Discovery Life. In 2001, he was appointed to the
Board of the Life Offices Association (LOA) and
he currently serves on the Board of the
Association for Savings and Investment South
Africa (previously LOA). In January 2006,
Herschel was appointed as Chief Executive
Officer of Discovery Life and Discovery Invest.
He held this position until December 2015.

Dr Ayanda Ntsaluba (56

A & Group Executive Officer
MBChB, MSc (Lond), FCOG (SA)

Before joining Discovery in 2011, Ayanda served
as Director General of the Department of
International Relations and Cooperation. Before
this, he was Director General of the Department
of Health. A qualified obstetrician and
gynaecologist, Ayanda completed further
tertiary education in the fields of health policy
planning, international relations, and business
at eminent universities, including Harvard
University, the University of London, and the
Moscow Institute of Social Science. He has
served on a number of statutory bodies,
including the Medical Research Council (SA) and
the Health Professions Council of South Africa.
Ayanda plays an instrumental role in
Discovery's overall strategic planning,
particularly within the healthcare system and in
Discovery's international expansion strategy.

[ Prescribed Officer v Chairperson of
of the Board the Board

@ Non-Executive Director

Alan Pollard “7

A k& Chief Executive Officer,
The Vitality Group
BSc (Hons), FIA, FASSA

Alan, a qualified actuary, joined Discovery
in 1994 and was Head of Research and
Development where he was responsible for
the design and development of Discovery
Health products. From 2005, he served as
Chief Executive Officer of Discovery Vitality
until relocating in 2012 to serve as Chief
Executive Officer of The Vitality Group

in the US.

John Robertson (68

A & Group Chief Information Officer
BCom, CTA, CA(SA), HDipTax

John joined Discovery in 1993 and was
responsible for information technology
strategy, systems development, information
technology infrastructure, and finance. He is
currently responsible for technology
infrastructure services that support Discovery
Group companies in South Africa and
internationally. He is also responsible for
corporate applications, shared services

and facilities.

Barry Swartzberg &V

A ) Chief Executive Officer,
Discovery Partner Markets
BSc, FFA, ASA, FASSA, CFP

Barry was co-founder of Discovery in 1992
and was involved in developing the Discovery
concept. After Discovery Health was launched,
he was involved in setting up the
administration and systems infrastructure for
the company. Following that, he served as
Marketing Director and then Chief Executive
Officer of Discovery Health (2000 to 2005).
From 2005 to 2014, he was Executive Director
leading the diversification of Discovery's
operations both locally and internationally. He
is currently CEO of Discovery Partner Markets
which focuses on internationalising
Discovery's unique intellectual property. He
serves on the Boards of Discovery Limited,
Discovery Insure, Vitality in the US, and

Ping An Health in China.

=% Group Executive
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Herman Bosman “7
o

LLM (cum laude), CFA

Herman is the Chief Executive Officer of RMB
Holdings and Rand Merchant Investment
Holdings, having joined the companies in April
2014. Before this, he was Chief Executive
Officer of Deutsche Bank South Africa (2006 to
2013) and Head of Corporate Finance at Rand
Merchant Bank (2000 to 2006). In these
capacities, Herman acted as professional
adviser to the Discovery Executive Team on
numerous occasions since 1999. Herman also
serves on the Board of Governors at the
University of Johannesburg, is a Director of
OUTsurance, RMI Investment Managers,
Endeavor South Africa and Business and

Arts South Africa.

Dr Brian Brink (64

@ (Independent)
BSc (Med), MBBCh, DMed (Hon)

Brian retired as Chief Medical Officer of Anglo
American plc at the end of 2014. He was
awarded an honorary doctorate in medicine
by the University of the Witwatersrand in
recognition of his contribution to the private
sector response to HIV and AIDS in South
Africa. He has been closely associated with
The Global Fund to Fight AIDS, Tuberculosis,
and Malaria since its inception in 2002. Brian
is a respected thought leader on the role of
the private sector in improving health in
developing countries, with a particular interest
in strengthening health systems in resource-
poor settings. He serves on a number of

NGO Boards in the field of health and

human rights.

Sonja De Bruyn Sebotsa “4

@ (Independent)
LLB (Hons), MA, SFA,
Harvard Executive Programme

Sonja is the founder and Principal Partner of
Identity Partners, an investment firm which
makes equity investments, carries out
advisory work, and provides finance for SMEs
through the Identity Development Fund.
Sonja’s areas of study include law, business,
and economics. Until 2007, she was an
Executive Director of Women'’s Development
Bank (WDB) Investment Holdings where she
led the structuring of several of its investment
transactions. Before this, she was a Vice
President in the investment banking division
of Deutsche Bank, where she worked in
Mergers and Acquisitions and Corporate
Finance in South Africa and the UK.

[ Prescribed Officer

A Executive Director of the Board
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Steven Epstein (73
(]

JD (Columbia University Law School),
BA (Tufts University)

Steven is the founder and Senior Partner of
Epstein Becker & Green, one of the largest
US-based health law firms that support clients
in redundant practice on issues that range
from health policy and strategic partnering to
complex compliance issues. He sits on the
Board of The Vitality Group and a number of
healthcare companies. For over 30 years, he
has played a unique role in establishing the
concept that healthcare organisations need

a dedicated form of legal representation.

Monty Hilkowitz (®

V @ (Independent)
FIA

Monty worked for Southern Life Association
and Swiss Re before joining Liberty Life in
1971, where he was appointed Managing
Director in 1978. He was appointed Chief
Executive Officer of Westpac Life in Australia
in 1986. Monty has been self-employed since
1989 and has been involved in investment
management, financial services, and insurance
interests in several countries. He is currently
a Director of Acuvest, a specialist financial
services company in Ireland and serves as
Chairperson of Pioneer International. Monty
is Chairperson of the Discovery Board

of Directors.

Faith Khanyile 49

o
BA Econ, MBA (Finance), HDIP Tax,
Executive Leadership Programme

Faith is a founding member and the CEO of
WDB Investment Holdings (WDBIH). She has
extensive experience in financial services,
corporate and investment banking, and
strategy development. She held various senior
and executive roles with Standard Bank,
Corporate & Investment Bank (2001 to 2013).
She was responsible for strategy, relationship
and business development, and served on
their Executive and Credit Committees. Before
joining Standard Bank, Faith was with Brait
Private Equity and seconded to start and
manage WDBIH (1995 to 2000). She
completed a BA Economics degree with
Honors at Wheaton College, USA, has an MBA
(Finance) from Bentley Graduate School of
Business, and completed an HDIP Tax. She
also participated in the Columbia University
Executive Leadership Programme in 2007 and
was awarded the Doctor of Law by Wheaton
College in May 2016.

Chairperson of
v P

the Board @ Non-Executive Director

Financial Statements

Discovery

Vincent Maphai 64

@ (Independent)

BA, BA (Hons), M Phil, D Phil, Advanced
Management Programme

(Harvard University)

Vincent was the Director of Corporate Affairs
and Transformation at SAB. Previously, he was
the Southern African Chairperson of BHP
Billiton. He has accumulated experience of

20 years in the academic profession, and

15 years as a senior executive in the private
sector. Vincent has served on the Boards of
various companies as Non-executive
Chairperson, including the SABC and the
Presidential Review Commission into the
restructuring of the public sector. He currently
holds an academic position at Williams
College in Massachusetts. Vincent is the
Chairperson of the Discovery Foundation.

Tito Mboweni &7

@ (Independent)

BA Economics and Political Science (NUL),
MA Development Economics (UEA),
Diploma in International Business
Diplomacy (Georgetown University)

Tito is the former Governor of the Reserve
Bank of South Africa (1999 to 2009) and also
Chairperson of the Committee of Central Bank
Governors. He is the former Deputy Head of
the ANC's Department of Economic Policy
(1990 to 1994) and the Head of the ANC Policy
Department (1994 to 1998). Tito currently
serves as Chairperson of the Board of
Nampak Ltd, SacQOil Holdings Ltd, and
Accelerate Property Fund, as well as African
Center for Economic Transformation. He is an
Advisor for Goldman Sachs International and
a member of the Advisory Board for Total Oil
Marketing's Strategic Consultative Committee
for Africa and Middle East, a Non-executive
Director for PPC Ltd and is South Africa's
Representative to the BRICS New
Development Bank’s Board of Directors as a
Non-executive Director. In December 2012, he
was elected to the ANC's National Executive
Committee, and is a member of its Economic
Transformation, Social Transformation,
Finance and Fundraising, and Free State
Province sub-committees. On the community
side, he is a member of the Thabo Mbeki
Foundation Council of Advisors and
Chairperson and Trustee of the Fundraising
Committee for the Nelson Mandela Children’s
Hospital. He was appointed as the Chairman
of the Board of the Tourism Business Council
of South Africa in August 2016.

=% Group Executive
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Les Owen 67

@ (Independent)
BSc (Hons), FIA, FPMI

Les is a qualified actuary with over 40
years of experience in the UK and Asia
Pacific insurance markets. He was the
Group Chief Executive of AXA Asia Pacific
Holdings Limited (2000 to 2006) and Chief
Executive of AXA Sun Life in the UK

(1995 to 1999). Les brings extensive
experience and expertise in international
insurance markets to the Board. He is a
Non-executive Director of Computershare
Ltd and Royal Mail plc. Les joined the
Board of Discovery in 2007 and is
Chairperson of the Discovery Limited
Audit Committee and the Risk and
Compliance Committee.

Sindi Zilwa “9)

@ (Independent)

BCompt (Hons), CTA, CA(SA), Advanced
Taxation Certificate (SA), Advanced
Diploma in Financial Planning (UOFS),
Advanced Diploma in Banking (RAU)

Sindi is the Chief Executive Officer of
Nkonki, a chartered accountancy firm. She
received the Businesswoman of the Year
Award from the Executive Women's Club
in 1998, and in 2008, the Woman of
Substance Award by the African Women
Chartered Accountants Forum. In 2014,
she received an Overall Professional
Woman of the Year by SAPSA and in 2016,
she was acknowledged as the Outstanding
CEO of the Black Audit Firm's Award. She
serves on the Boards of Aspen, Metrofile,
and Gijima. In 2013, she authored her first
book, ACE Model-Winning Formula for Audit
Committees which is used by the Institute
of Directors to train Audit Committee
members, and has recently published
Creating Effective Boards and Committees.

A Executive Director
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Anton Ossip “?

X CEO Discovery Insure
BEconSc (cum laude), FIA, FASSA

Anton has played a critical role in the
development of Discovery Insure since joining in
July 2011. Before joining Discovery, he occupied
a range of executive positions at Alexander
Forbes over 13 years. Anton was CEO of Risk
and Insurance, CEO of Alexander Forbes
Insurance and CEO of AF Financial Services. His
broad expertise across the disciplines of
short-term and long-term insurance, as well as
financial services, has played a key part in the
evolution of Discovery Insure. Anton has been
a Director of the South Africa Actuarial
Development Programme since June 2010, a
Board member of the South African Insurance
Association since 2012 and he was past
president of the Insurance Institute of

South Africa.

Dr Shrey Viranna 49

& CEO Discovery Vitality
MbCHB

Shrey holds an MbCHB degree from the Nelson
Mandela School of Medicine and has worked as
a doctor in various South African public health
institutions. He served briefly in the military,
managing clinics for the South African National
Defence Force. Before being appointed CEO of
Discovery Vitality, he led the Discovery Health
Services Division, developing the corporate
wellness offering, HealthyCompany, as well as
Discovery HomeCare, a home-based nursing
care programme. Before joining Discovery, he
was a partner at McKinsey & Company where
he led the Sub-Saharan Africa Healthcare
Practice. Shrey has been published on a number
of healthcare topics relevant to Sub-Saharan
Africa and has advised Ministers and senior
officials in the region. He has an established
community service record and has advised
NPOs and NGOs on healthcare for children.

Group Executive and Prescribed Officers of the Board

Dr Jonathan Broomberg %

M & CEO Discovery Health
MBEBCh, BA (Hons), MSc, PhD

Jonathan studied medicine at the University of
the Witwatersrand and then read Philosophy,
Politics and Economics at Balliol College in the
United Kingdom. He completed MSc and PHD
degrees in Health Economics at the London
School of Hygiene and Tropical Medicine.
Jonathan joined Discovery Health in 2005 as
Head of Strategy and was appointed CEO in
2010. Prior to joining Discovery Health, he
managed private equity and venture capital
investments in the healthcare and education
sectors. Jonathan also spent several years in
academic research and consultancy in health
economics and policy, and served as a special
advisor to Dr Nkosozana Dlamini Zuma, South
Africa’s Minister of Health between 1994 and
1999. Alongside his private sector interests, he
maintains active engagement in South African
and global public health affairs. He is also a
Director of Soul City Institute, a member of the
Council of the University of the Witwatersrand,
and a Trustee of the Discovery Foundation.

. Prescribed Officer v Chairperson of
of the Board the Board

Kenny Rabson “8)

M & CEO Discovery Invest
BSc FIA, FASSA

Kenny joined Discovery in 2000 as a founding
member of Discovery Life. He was responsible
for all actuarial functions in Discovery Life and
Discovery Invest, with particular focus on
product development and strategy of these
companies. Kenny was appointed as CEO of
Discovery Invest in January 2016. Before joining
Discovery, he worked at Liberty Life in their
corporate valuations area, performing the
annual valuations and analysis of surplus work.
He qualified as an actuary through the Institute
of Actuaries in the UK in 1994 and moved to
Liberty's product development area where he
established his skills in product development.
This culminated in Kenny establishing Liberty's
linked investment product company in 1997.

Dr Penny Moumakwa (2

M % Head of Discovery People and
Sustainable Development
MbCHB

Penny joined Discovery in 2005 and has held
various leadership positions. She is currently the
Head of Human Resources, Enterprise
Development and Social Responsibility for
Discovery, and is a director of Discovery Health.
She is also a member of the Board of
Witkoppen Clinic and African Health Placements.
Penny qualified as a medical doctor in 1987 and
worked in both the public and private sectors as
a clinician until 1996.

@ Non-Executive Director % Group Executive
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STATEMENT OF FINANCIAL POSITION

at 30 June 2016

Group Group
2015 2014
Group Audited Audited
2016 and and
R million Audited restated restated
ASSETS
Assets arising from insurance contracts 33815 28 144 23 044
Property and equipment 1052 727 666
Intangible assets including deferred acquisition costs 4 584 2526 2344
Goodwill 2447 2375 2239
Investment in equity-accounted investees 491 505 551
Financial assets
- Available-for-sale investments 9794 9454 7578
- Investments at fair value through profit or loss 50 948 40 132 32753
- Derivatives 590 825 588
- Loans and receivables including insurance receivables 4891 3884 3110
Deferred income tax 824 690 406
Current income tax asset 97 5 46
Reinsurance contracts 410 362 266
Cash and cash equivalents 8634 6 251 3650
Total assets 118 577 95 880 77 241
EQUITY
Capital and reserves
Ordinary share capital and share premium 8300 7 488 2582
Perpetual preference share capital 779 779 779
Other reserves 1934 2024 1501
Retained earnings 19594 17 065 12 549
30 607 27 356 17 411
Non-controlling interest - - -
Total equity 30 607 27 356 17 411
LIABILITIES
Liabilities arising from insurance contracts 44 673 37 236 30 842
Liabilities arising from reinsurance contracts 4 894 3827 2247
Financial liabilities
- Puttable non-controlling interests = - 4494
- Negative reserve funding 4248 5437 4684
- Borrowings at amortised cost 5400 954 572
- Investment contracts at fair value through profit or loss 13514 10 059 8 264
- Derivatives 49 7 10
- Trade and other payables 8563 5506 3752
Deferred income tax 6 035 5077 4647
Deferred revenue 291 192 157
Employee benefits 169 152 154
Current income tax liability 134 77 7
Total liabilities 87 970 68 524 59 830
Total equity and liabilities 118 577 95 880 77 241
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Group
2015
Group Audited
2016 and %
R million Audited restated change
Insurance premium revenue 33074 27 694
Reinsurance premiums (4 316) (3113)
Net insurance premium revenue 28 758 24 581
Fee income from administration business 7 651 6 630
Vitality income 3844 3029
Receipt arising from reinsurance contracts - 1250
Investment income 745 507
- investment income earned on shareholder investments and cash 265 188
- investment income earned on assets backing policyholder liabilities 480 319
Net realised gains on available-for-sale financial assets 5 188
Net fair value gains on financial assets at fair value through profit or loss 2720 3124
Net income 43723 39 309
Claims and policyholders’ benefits (19 163) (15 805)
Insurance claims recovered from reinsurers 3586 2503
Net claims and policyholders’ benefits (15 577) (13 302)
Acquisition costs (6 185) (5 294)
Marketing and administration expenses (14 789) (12 251)
Amortisation of intangibles from business combinations (275) (227)
Recovery of expenses from reinsurers 1346 447
Transfer from assets/liabilities under insurance contracts (1 745) (2 541)
- change in assets arising from insurance contracts 5591 4651
- change in assets arising from reinsurance contracts 41 81
- change in liabilities arising from insurance contracts (6 250) (5693)
- change in liabilities arising from reinsurance contracts (1127) (1 580)
Fair value adjustment to liabilities under investment contracts (695) (912)
Profit from operations 5803 5229 11
Puttable non-controlling interest fair value adjustment - 1661
Gain from business combination 8 -
Finance costs (293) (197)
- finance costs raised on puttable non-controlling interest financial liability - (64)
- other finance costs (293) (133)
Foreign exchange gains 18 40
Realised gain from the sale of associate - 7
Share of net (losses)/profits from equity-accounted investments (66) 26
Profit before tax 5470 6 766 (19)
Income tax expense (1 740) (1214) (43)
Profit for the year 3730 5552 (33)
Profit attributable to:
- ordinary shareholders 3 655 5480 (33)
- preference shareholders 75 72
- non-controlling interest - -
3730 5552 (33)
Earnings per share for profit attributable to ordinary shareholders of the company
during the year (cents):
- undiluted 573,1 914,8 (37)
- diluted 568,8 902,2 (37)
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STATEMENT OF OTHER COMPREHENSIVE INCOME

for the year ended 30 June 2016

Group Group
2016 2015 %
R million Audited Audited change

Profit for the year 3730 5552

Items that are or may be reclassified subsequently to profit or loss:

Change in available-for-sale financial assets 4 (92)
- unrealised gains 24 72
- capital gains tax on unrealised gains (16) (11)
- realised gains transferred to profit or loss (5) (188)
- capital gains tax on realised gains 1 35
Currency translation differences 62 492
- unrealised gains 86 504
- tax on unrealised gains (24) (12)
Cash flow hedges (195) 58
- unrealised (losses)/gains (129) 143
- tax on unrealised losses/gains 14 (23)
- gains recycled to profit or loss (95) (75)
- tax on recycled gains 15 13
Share of other comprehensive income from equity-accounted investments 39 65
- change in available-for-sale financial assets (11) 13
- currency translation differences 50 52
Other comprehensive income for the year, net of tax (90) 523
Total comprehensive income for the year 3640 6 075 (40)
Attributable to:

- ordinary shareholders 3 565 6 003 (41)
- preference shareholders 75 72

- non-controlling interest . -

Total comprehensive income for the year 3640 6 075 (40)
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Group Group
2016 2015 %

R million Audited Audited change
Normalised headline earnings per share (cents):
- undiluted 676,3 672,2 1
- diluted 671,1 663,0 1
Headline earnings per share (cents):
- undiluted 5711 882,4 (35)
- diluted 566,7 870,2 (35)
The reconciliation between earnings and headline earnings is shown below:
Net profit attributable to ordinary shareholders 3655 5480
Adjusted for:
- gains from business combination (8) -
- gains on disposal of property and equipment net of tax ) -
- realised gains on available-for-sale financial assets net of CGT (4) (153)
- realised gain from sale of associate including deferred tax reversal - (42)
Headline earnings 3641 5285 (31)
- accrual of dividends payable to preference shareholders (4) ]
- additional 54.99% share of DiscoveryCard profits capitalised to intangible assets 86 -
- amortisation of intangibles from business combinations net of deferred tax 224 170
- costs relating to the AIA restructure - 87
- deferred tax asset recognised on VitalityHealth assessed losses - (295)
- fair value adjustment to puttable non-controlling interest financial liability - (1661)
- finance costs raised on puttable non-controlling interest financial liability - 64
- non-controlling interest allocation if no put options - (42)
- rebranding and business acquisitions expenses 365 420
Normalised headline earnings 4312 4027 7
Weighted number of shares in issue (000's) 637 608 598 946
Diluted weighted number of shares (000's) 642 534 607 290
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STATEMENT OF CHANGES IN EQUITY

for the year ended 30 June 2016

Attributable to equity holders of the Company

Share capital Preference Share-based
and share share payment
R million premium capital reserve
Year ended 30 June 2016
At beginning of year 7 488 779 319
Total comprehensive income for the year - 75 -
Profit for the year - 75 -
Other comprehensive income . - _
Transactions with owners 812 (75) -
Increase in treasury shares (5) - -
Proceeds from treasury shares * - -
Share issue 817 - -
Share issue costs * - -
Share buy-back * - -
Dividends paid to preference shareholders - (75) -
Dividends paid to ordinary shareholders - - -
At end of year 8 300 779 319
Year ended 30 June 2015
At beginning of year 2582 779 319
Total comprehensive income for the year - 72 -
Profit for the year - 72 -
Other comprehensive income - - -
Transactions with owners 4906 (72) -
Proceeds from rights-issue 5000 - -
Rights-issue costs (94) - -
Delivery of treasury shares * - -
Dividends paid to preference shareholders - (72) -
Dividends paid to ordinary shareholders - - -
At end of year 7 488 779 319

1 This relates to the fair value adjustments of available-for-sale financial assets

*  Amount is less than R500 000
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Attributable to equity holders of the Company

Available- Non-
for-sale Translation Hedging Retained controlling

investments?® reserve reserve earnings Total interest Total
171 1373 161 17 065 27 356 - 27 356

(7) 112 (195) 3655 3640 - 3640

- - - 3 655 3730 - 3730

(7) 112 (195) - (90) - (90)

- - - (1 126) (389) - (389)

- - - - (5) - (5)

— — — — * — *

- - - - 817 - 817

— — — - * _ *

— — - — * _ *

- - - - (75) - (75)

- - - (1 126) (1 126) - (1 126)

164 1485 (34) 19 594 30 607 - 30 607
250 829 103 12 549 17 411 - 17 411
(79) 544 58 5480 6 075 - 6 075

- - - 5480 5552 - 5552

(79) 544 58 - 523 - 523

- - - (964) 3870 - 3870

- - - - 5000 - 5000

- - - - (94) - (94)

— — — — * _ *

- - - - (72) - (72)

- - - (964) (964) - (964)

171 1373 161 17 065 27 356 - 27 356
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STATEMENT OF CASH FLOWS

for the year ended 30 June 2016

Group Group

2016 2015

R million Audited Audited
Cash flow from operating activities 985 3415
Cash generated by operations 8481 5340
Receipt arising from reinsurance contracts - 1250
Net purchase of investments held to back policyholder liabilities (9 597) (5232)
Working capital changes 1699 1711
583 3069

Dividends received 171 499
Interest received 1478 923
Interest paid (277) (131)
Taxation paid (970) (945)
Cash flow from investing activities (2 428) (2 229)
Net proceeds/(purchase) of financial assets 286 (1 656)
Purchase of property and equipment (465) (272)
Proceeds from disposal of property and equipment 20 7
Purchase of intangible assets (2 253) (559)
Proceeds from disposal of intangible assets 4 9
Increase in investment in associate - (59)
Disposal of investment in associate - 201
Purchase of businesses (20) -
Cash flow from financing activities 4009 1485
Proceeds from rights-issue - 5000
Rights-issue costs - (94)
Proceeds from issuance of ordinary shares 817 -
Share buy-back * -
Share issue costs * -
Dividends paid to ordinary shareholders (1 130) (964)
Dividends paid to preference shareholders (75) (72)
Settlement of puttable non-controlling interest liability - (2 844)
Increase in borrowings 7 608 1992
Repayment of borrowings (3 211) (1533
Net increase in cash and cash equivalents 2 566 2671
Cash and cash equivalents at beginning of year 6 251 3520
Exchange (losses)/gains on cash and cash equivalents (203) 60
Cash and cash equivalents at end of year 8614 6 251

Reconciliation to statement of financial position

Cash and cash equivalents 8634 6251
Bank overdraft included in borrowings at amortised cost (20) -
Cash and cash equivalents at end of year 8614 6 251

*  Amount is less than R500 000
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ADDITIONAL INFORMATION

at 30 June 2016

Fair value hierarchy of financial instruments
The Group's financial instruments measured at fair value have been disclosed using a fair value hierarchy. The hierarchy has three levels that
reflect the significance of the inputs used in measuring fair value. These are as follows:

Level 1 includes financial instruments that are measured using unadjusted, quoted prices in an active market for identical financial
instruments. Quoted prices are readily and regularly available from an exchange, dealer, broker, industry group, pricing service or regulatory
agency and those prices represent actual and regularly occurring market transactions on an arm’s length basis.

Level 2 includes financial instruments that are valued using techniques based significantly on observable market data. Instruments in this
category are valued using:

(a) quoted prices for similar instruments or identical instruments in markets which are not considered to be active or

(b) valuation techniques where all the inputs that have a significant effect on the valuation are directly or indirectly based on observable
market data.

Level 3 includes financial instruments that are valued using valuation techniques that incorporate information other than observable market
data and where at least one input (which could have a significant effect on instruments’ valuation) cannot be based on observable market

data.
30 June 2016
R million (audited) Level 1 Level 2 Level 3 Total

Financial assets
Financial instruments at fair value through profit or loss:

- Equity securities 20 049 - - 20 049
- Equity linked notes - 2 462 - 2 462
- Debt securities 10 238 731 - 10 969
- Inflation linked securities 429 - - 429
- Money market securities 601 4157 - 4758
- Mutual funds 12 281 - - 12 281
Available-for-sale financial instruments:
- Equity securities 151 - - 151
- Equity linked notes - 5 - 5
- Debt securities 91 189 - 280
- Inflation linked securities 5 - - 5
- Money market securities 299 1571 - 1870
- Mutual funds 7 483 - - 7 483
Derivative financial instruments at fair value:
- Hedges - 521 - 521
- Non-hedges - 69 - 69
51 627 9 705 - 61 332
Financial liabilities
Derivative financial instruments at fair value:
- Hedges - 29 - 29
- Non-hedges - 20 - 20
_ 49 = 49
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ADDITIONAL INFORMATION continued

at 30 June 2016

30 June 2015

R million (audited) Level 1 Level 2 Level 3 Total

Financial assets
Financial instruments at fair value through profit or loss:

- Equity securities 10584 - - 10584
- Equity linked notes - 2576 - 2576
- Debt securities 6 947 605 - 7 552
- Inflation linked securities 218 - - 218
- Money market securities 157 1013 - 1170
- Mutual funds 18 032 - - 18 032
Available-for-sale financial instruments:
- Equity securities 65 - - 65
- Equity linked notes - 19 - 19
- Debt securities 66 466 - 532
- Money market securities 152 840 - 992
- Mutual funds 7 846 - - 7 846
Derivative financial instruments at fair value:
- Hedges - 824 - 824
- Non-hedges - 1 - 1
44 067 6 344 - 50 411

Financial liabilities
Derivative financial instruments at fair value:
- Hedges - 4 - 4

There were no transfers between level 1 and 2 during the current financial year.
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Specific valuation techniques used to value financial instruments in level 2

- Discovery has invested in equity linked notes offered by international banks in order to back certain unit-linked contract liabilities. The
calculation of the daily value of the equity linked investments is made by the provider of the note. Discovery has procedures in place to
ensure that these prices are correct. Aside from the daily reasonableness checks versus similar funds and movement since the prior day’s
price, the fund values are calculated with reference to a specific formula or index, disclosed to the policyholders, which is recalculated by
Discovery in order to check if the price provided by the provider is correct.

- If a quoted market price is not available on a recognised stock exchange or from a broker for non-exchange traded financial instruments,
the fair value of the instrument is estimated by the asset managers, using valuation techniques including the use of recent arm'’s length
market transactions, reference to the current fair value of another instrument that is substantially the same, discounted cash flow
techniques, option pricing models or other valuation techniques that provide a reliable estimate of prices obtained in actual market
transactions.

- The fair value of the hedged derivatives is calculated by the issuers of those instruments, as follows:
(a) The fair value of call options is calculated on a Black-Scholes model.
(b) The fair value of the return swaps is calculated by discounting the future cash flows of the instruments.

(c) The fair value of interest rate swaps is calculated as the present value of the estimated future cash flows based on observable yield
curves.

Exchange rates used in the preparation of these results

usb GBP
30 June 2016
- Average 14,60 21,44
- Closing 14,73 19,78
30 June 2015
- Average 11,49 18,04
- Closing 12,18 19,19
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SEGMENTAL INFORMATION

for the year ended 30 June 2016

R million

Income statement
Insurance premium revenue
Reinsurance premiums

SA
Health

SA
Invest

SA
vitality

Net insurance premium revenue

Fee income from administration business

Vitality income

Investment income earned on assets backing policyholder liabilities
Finance charge on negative reserve funding

Inter-segment funding*

Net fair value gains on flnanaal assets at falr value through proflt or loss

CIalms and policyholders’ beneﬂts
Insurance claims recovered from reinsurers

Net claims and pollcyholders beheflts

Acquisition costs

Marketing and administration expenses

- depreciation and amortisation

- other expenses

Recovery of expenses from reinsurers

Transfer from assets/liabilities under insurance contracts

- change in assets arising from insurance contracts

- change in assets arising from reinsurance contracts

- change in liabilities arising from insurance contracts

- change in liabilities arising from reinsurance contracts

Fair value adjustment to liabilities under investment contracts
Share of net (Iosses)/proﬂts from equrty accounted investments

Normallsed profit/(loss) from operations

Investment income earned on shareholder investments and cash
Net realised gains on available-for-sale financial assets
Rebranding and business acquisitions expenses

Gain from business combination

Amortisation of intangibles from business combinations

Finance costs

Forelgn exchange galns/(losses)

Profit before tax
Income tax expense

Proflt for the year

16 11 008 8 934 =
@) (2 014) - -

15 8994 8934 =
5582 284 1274 -
= = = 2253

= 349 = =

= (452) 452 =

= 675 1248 =
5597 9 850 11 908 2253
@) (6 401) (5 010) -

1 1658 - -

= (4 743) (5 010) =

= (1 760) (710) (82)
(253) (23) - -
(3079) (1523) (454) (2 127)
- 3429 - _

— 17 —

- (1518) (5 053) -

- (354) _

= ) (118) =
2265 3373 563 44
90 77 19 14

- 1 4 -
(37) (15) - -

_ _ 1) _
2318 3436 585 58
(646) (954) (163) (16)
1672 2482 422 42

1 The inter-segment funding of R452 million reflects a notional allocation of interest earned on the negative reserve backing policyholders’ funds of guaranteed investment products and

hence is transferred to Discovery Invest.
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IFRS reporting adjustments

DUT®

Normalised
profit
adjustments*

Discovery

1558 33900 (826) = = 33074
(213) (5 142) 826 = = (4 316)
1345 28 758 - - - 28 758
470 7651 - - - 7651
963 3844 = = - 3844
69 480 = = (480) _

= (632) 632 = = =

= 1982 - 738 = 2720
2847 42083 632 738 (480) 42 973
(1 043) (19 593) 430 = = (19 163)
150 4016 (430) = = 3586
(893) (15 577) - - - (15 577)
(166) (5 553) (632) = = (6 185)
(117) (591) = = = (591)
(2372) (13 456) (214) (163) (365) (14 198)
= 1346 = - - 1346

= 4 464 1127 - - 5591

15 48 @) = = 41
(35) (6 257) 7 = = (6 250)

= = (1127) = = (1127)

= (120) - (575) - (695)

(67) (66) - - - (66)
(788) 6321 (214) = (845) 5262
44 265 = = 480 745

- 5 - - - 5

- (365) = - 365 =

8 8 - = = 8
(275) (275) = = = (275)
(216) (293) = = = (293)
49 18 = = = 18
(1178) 5 684 (214) = - 5 470
33 (1 954) 214 = - (1 740)

(1 145) 3730 = = = 3730

The segment information is presented on the same basis as reported to the Chief Executive Officers of the reportable segments. The segment total is then adjusted for accounting

reclassifications and entries required to produce IFRS compliant results. These adjustments include the following:

2 The VitalityLife results are reclassified to account for the contractual arrangement in respect of the business written on the statement of financial position of Prudential Assurance
Company Limited, as a reinsurance contract under IFRS 4.
3 The Discovery Unit Trusts (DUT) are consolidated into Discovery’s results for IFRS purposes. In the Segment information the DUT column includes the effects of consolidating the unit
trusts into Discovery’s results, effectively being the income and expenses relating to units held by third parties.
4 Investment income earned on assets backing policyholder liabilities is included as part of the normalised profit from operations in the segmental disclosure, but is included

together with shareholder investment income for IFRS purposes.
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SEGMENTAL INFORMATION continued

for the year ended 30 June 2015

Audited and restated

SA SA SA SA
R million Health Life Invest Vitality
Income statement
Insurance premium revenue 16 9711 7821 -
Reinsurance premiums 2) (1579) - -
Net insurance premium revenue 14 8132 7821 -
Fee income from administration business 4881 248 1106 -
Vitality income - - - 2051
Receipt arising from reinsurance contracts - 1250 - -
Investment income earned on assets backing policyholder liabilities - 240 3 -
Finance charge on negative reserve funding - - - -
Inter-segment funding* - (457) 457 -
Net fair value gains on financial assets at fair value through profit or loss - 688 1680 -
Net income 4895 10 101 11 067 2051
Claims and policyholders’ benefits (1) (5173) (5296) -
Insurance claims recovered from reinsurers 1 1226 - -
Net claims and policyholders’ benefits - (3947) (5 296) -
Acquisition costs (5) (1 606) (713) (64)
Marketing and administration expenses
- depreciation and amortisation (211) (28) - -
- other expenses (2 648) (1 490) (430) (1 945)
Recovery of expenses from reinsurers - - - -
Transfer from assets/liabilities under insurance contracts
- change in assets arising from insurance contracts - 2899 - -
- change in assets arising from reinsurance contracts - (8) - -
- change in liabilities arising from insurance contracts - (1370) (4 015) -
- change in liabilities arising from reinsurance contracts - (1580) - -
Fair value adjustment to liabilities under investment contracts - ©)] (153) -
Share of net profits from equity accounted investments - - - -
Normalised profit/(loss) from operations 2031 2968 460 42
Investment income earned on shareholder investments and cash 67 33 15 9
Net realised gains on available-for-sale financial assets - 187 1 -
Rebranding and business acquisitions expenses - - - -
Costs relating to AIA restructure - - - -
Amortisation of intangibles from business combinations - - - -
Puttable non-controlling interest fair value adjustment - - - -
Finance costs (29) (7) - -
Foreign exchange gains/(losses) - 1 4 -
Realised gain from sale of associate - - - -
Profit before tax 2069 3182 480

Income tax expense (595) (877) (132)

Profit for the year 1474 2 305 348

1 The inter-segment funding of R457 million reflects a notional allocation of interest earned on the negative reserve backing policyholders’ funds of guaranteed investment products
and hence is transferred to Discovery Invest.
The segment information is presented on the same basis as reported to the Chief Executive Officers of the reportable segments. The segment total is then adjusted for accounting
reclassifications and entries required to produce IFRS compliant results. These adjustments include the following:

2 The VitalityLife results are reclassified to account for the contractual arrangement in respect of the business written on the statement of financial position of Prudential Assurance
Company Limited, as a reinsurance contract under IFRS 4.

3 The Discovery Unit Trusts (DUT) are consolidated into Discovery's results for IFRS purposes. In the Segment information the DUT column includes the effects of consolidating the unit
trusts into Discovery’s results, effectively being the income and expenses relating to units held by third parties.

4 Investment income earned on assets backing policyholder liabilities is included as part of the normalised profit from operations in the segmental disclosure, but is included together
with shareholder investment income for IFRS purposes.
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Discovery

IFRS reporting adjustments

All other Normalised
UK UK segments Segment UK profit IFRS
Health Life Restated® total Life? DUT®  adjustments* total
6 958 2629 1102 28 237 (543) - - 27 694
(1314) (543) (218) (3 656) 543 - - (3113)
5644 2 086 884 24 581 - - - 24 581
97 - 298 6 630 - - - 6 630
323 25 630 3029 - - - 3029
- - - 1250 - - - 1250
50 - 26 319 - - (319) -
- (314) - (314) 314 - - -
- - - 2368 - 756 - 3124
6114 1797 1838 37 863 314 756 (319) 38614
(4 393) (471) (715) (16 049) 244 - - (15 805)
1140 244 136 2747 (244) - - 2503
(3 253) (227) (579) (13 302) - - - (13 302)
(535) (1914) (143) (4 980) (314) - - (5 294)
(107) - (67) (413) - - - (413)
(2 125) (860) (1 657) (11 155) (176) - (420) (11 751)
316 - 131 447 - - - 447
- 10 - 2909 1742 - - 4651
89 7 - 88 @) - - 81
(276) (13) (26) (5 700) 7 - - (5 693)
- 1742 - 162 (1742) - - (1 580)
- - - (156) - (756) - (912)
- - 26 26 - - - 26
223 542 (477) 5789 (176) - (739) 4874
6 - 58 188 - - 319 507
- - - 188 - - - 188
(366) - (54) (420) - - 420 -
- - (87) (87) - - - (87)
- - (227) (227) - - - (227)
- - 1661 1661 - - - 1661
() - (157) (197) - - - (197)
(23) - 58 40 - - - 40
- - 7 7 - - - 7
(164) 542 782 6942 (176) - - 6766
295 (176) 110 (1.390) 176 - - (1214)
131 366 892 5552 - - - 5552

5 Change in presentation

At each reporting date, Discovery must review whether the segments being disclosed still comply with IFRS8 - Segment reporting. Based on this review, the operating segments
that were previously reported in the “New Business Development” segment no longer meet the aggregation criteria. As they do not meet the quantitative thresholds either, they
have moved to the “All other segments” column. Comparative disclosure has been updated to be consistent with the current year disclosure. New business development previously
included The Vitality Group in the United States of America, Ping An Health in China, AIA Vitality in Asia and Discovery Insure in South Africa, as well as expenses incurred to
investigate new products and markets.
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REV'EW OF GROUP RESULTS continued

for the year ended 30 June 2016

New business annualised premium income

New business annualised premium income decreased 7% for the year ended 30 June 2016 when compared to the same period in the prior
year. However, when excluding R4.2 billion in respect of the Bankmed Medical Scheme administration and managed care services contract
taken on in the prior year, new business annualised premium income increased 22%.

June June %
R million 2016 2015 change

Discovery Health - DHMS 4901 4442 10
Discovery Health - Closed Schemes excluding Bankmed take-on 1676 956 75
Discovery Life 2347 2231 5
Discovery Invest 1932 1646 17
Discovery Insure 841 789 7
Discovery Vitality 187 223 (16)
VitalityHealth 1161 814 43
VitalityLife 1332 1079 23
The Vitality Group 122 161 (24)
Ping An Health 1732 991 75
New business API of Group excluding Bankmed take-on 16 231 13332 22
Bankmed take-on - 4200

New business API of Group 16 231 17532 (7)

New business APl is calculated at 12 times the monthly premium for new recurring premium policies and 10% of the value of new single
premium policies. It also includes both automatic premium increases and servicing increases on existing policies.

The new business APl in the table above differs from the new business API disclosed in the embedded value largely as a result of:

- The timing of inclusion of policyholders in the calculation of new business API. In the embedded value, new business is included from the
earlier of the date that the first premium has been received or when the policy is on risk, whereas in the table above, new business is
included when the policy has been contractually committed.

- Inclusion of automatic premium increases and servicing increases on existing life policies. These are excluded in the embedded value, but
included in the table above.

For The Vitality Group and Ping An Health, the embedded value definition of new business is used in the table above.

Refer to the footnotes to Table 7: Embedded Value of New Business for a more detailed description of the differences in new business
disclosures between the Embedded Value and the table above.

Gross inflows under management

Gross inflows under management measures the total funds collected by Discovery. Gross inflows under management increased 17% for the
year ended 30 June 2016 when compared to the same period in the prior year.

June June %
R million 2016 2015 change

Discovery Health 59 303 51 891 14
Discovery Life 11 292 9959 13
Discovery Invest 15517 13520 15
Discovery Insure 1583 1118 42
Discovery Vitality 2253 2051 10
VitalityHealth 9132 7378 24
VitalityLife 3921 2654 48
The Vitality Group 952 634 50
Other partner markets 456 278 64
Gross inflows under management 104 409 89 483 17
Less: collected on behalf of third parties (59 014) (51 587) 14
Discovery Health (53 705) (46 994) 14
Discovery Invest (5 309) (4 593) 16
Gross income of Group per the segmental information 45 395 37 896 20

Gross income is made up as follows:

- Insurance premium revenue 33900 28 237 20
- Fee income from administration business 7 651 6 630 15
- Vitality income 3844 3029 27
Gross income of Group per the segmental information 45 395 37 896 20
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Normalised profit from operations
The following table shows the main components of the normalised profit from operations for the year ended 30 June 2016:

June June %
R million 2016 2015 change

Discovery Health 2 265 2031 12
Discovery Life 73 2968 14
Discovery Invest 563 460 22
Discovery Vitality 44 42 5
VitalityHealth 186 223 (17)
VitalityLife 678 542 25
Normalised profit from established businesses 7 109 6 266 14
All other segments (excluding additional 54.99% share of DiscoveryCard profits) (823) 477) 73
Additional 54.99% share of DiscoveryCard profits 121 -

- Included in profit or loss in ‘All other segments’ 85 -

- Included in intangible assets 86 -

Normalised profit from operations! 6 407 5789 11

1 This does not agree to the normalised profit from operations per the segmental information due to the inclusion of the additional 54.99% share of DiscoveryCard profits explained below.

Significant transactions affecting the current results

Increase in the DiscoveryCard profit share arrangement

Prior to 1 July 2015, Discovery and FirstRand Bank Limited (FRB) had a joint arrangement in place that makes a “Discovery” branded FNB credit
card (DiscoveryCard) available to the clients of Discovery. In terms of this arrangement, FRB paid Discovery an amount equal to 20% of the
profits generated by the DiscoveryCard.

During the current year, both parties agreed that Discovery will increase its economic interest in the DiscoveryCard by subscribing for
redeemable preference shares in the share capital of FRB. This entitles Discovery to receive an additional 54.99% of the profits generated by
the DiscoveryCard effective from 1 July 2015. In December 2015, Discovery subscribed for R1.4 billion FRB redeemable preference shares and
in April 2016 the contractual rights under the preference shares were finalised.

In terms of IAS 38: Intangible Assets, the preference shares have been disclosed as an intangible asset in the Statement of financial position
as the substance of the arrangement is a right to receive additional 54.99% of the profits generated by the DiscoveryCard. This intangible asset
will be amortised through profit or loss as profits are expected to emerge and R26 million has been recognised for the current financial year.
This has been added back in the calculation of Normalised Headline Earnings. At 30 June 2016, there was no indication of impairment.

R121 million is receivable in respect of the 54.99% profits generated by the DiscoveryCard from 1 July 2015 to 30 June 2016. As the
contractual rights under the preference shares were only finalised in April 2016, any profits earned prior to that, being R86 million,
represents an adjustment to the purchase price of the intangible asset rather than income received and as such has reduced the value of the
intangible asset recognised. This has been added to Normalised Headline Earnings.

Increase in borrowings

United Kingdom borrowings

During the year ended 30 June 2015, Discovery entered into a GBP 100 million term facility with HSBC Bank Plc which will be used to fund
the operations of VitalityLife. At 30 June 2015, GBP 26.4 million of the facility was utilised. During the current financial year, the remaining
balance of GBP 73.6 million was utilised. In addition, a new facility of GBP 50 million was entered into during the current financial year, of
which GBP 20 million was utilised by year-end. Discovery repaid GBP 7.5 million (R173 million) of the original facility on 31 May 2016, as
per the agreed terms. The balance owing to HSBC Bank Plc at year-end was R2 226 million (2015: R506 million). The increase in these
borrowings is partially offset by a reduction in Negative reserve funding, outlined in more detail on the next page.

Finance charges of R60 million in respect of these borrowings have been recognised in profit or loss.

South African borrowings

Discovery concluded a bank syndicated loan programme in June 2016, whereby the existing RMB term loan of R400 million entered into in
2010, which was due to mature in September 2017, and a bridge loan facility of R2.6 billion entered into in December 2015, were refinanced
through the following long-term facilities:

- Afixed rate term loan facility of R1.6 billion has been entered into with Rand Merchant Bank, a division of FirstRand Bank Limited. The facility
has the following profile:

+ R500 million at a fixed interest rate of 10.79% per annum, payable quarterly in arrears, with capital repayable on 10 June 2021.
+ R1.1 billion at a fixed interest rate of 10.44% per annum, payable quarterly in arrears, with an amortising capital profile, having the first
repayment on 10 June 2019 and final settlement on 10 June 2021.
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- A subsidiary in the Discovery Group issued 1 400 A preference shares at an issue price of R1 million each, by way of private placement
to Investec Bank Limited. The preference shares were issued at a fixed coupon rate of 8.015% per annum, paid bi-annually. The shares are
cumulative, non-participating, non-convertible preference shares and redeemable on 29 June 2021.

Since the shares are mandatorily redeemable on a specified date, they have been recognised as Borrowings in the Statement of Financial
Position. The value of the preference shares has been reduced by share issue costs of R6.7 million. As the dividends are cumulative, they
have been accrued for in the current financial year and disclosed in finance costs in profit or loss.

Finance charges of R155 million in respect of these South African borrowings have been recognised in profit or loss.

Negative reserve funding

The negative reserve funding liability on Discovery's Statement of financial position represents the acquisition costs that are funded by
Prudential on behalf of VitalityLife. The liability unwinds and is repaid on a matched basis as the cash flows emerge from the assets arising from
insurance contracts. In the event that the cash flows do not emerge as anticipated, VitalityLife would be required to repay these liabilities from
other resources.

The decrease in the negative reserve funding liability relates to the repayment of funding by VitalityLife in the current financial year.

Refinancing of BEE transaction by a BEE partner

In September 2005, Discovery concluded a BEE transaction pursuant to which 38 725 909 shares were issued to a consortium of BEE parties.
14 226 181 of these shares were issued to the Discovery Foundation (The Foundation) being one of the BEE consortium members, at R0.001
each, for an initial period of 10 years (initial period).

The difference between the market value of the ordinary shares issued to the BEE parties and the subscription consideration, represented an
outstanding funded amount provided by Discovery shareholders (funded amount). These shares were treated as treasury shares.

At the end of the initial period,

- Discovery had the right to repurchase such number of ordinary shares at R0.001 per share that would provide Discovery with a notional
return of the funded amount.

- In order for The Foundation to retain the full number of Discovery shares originally issued to them, The Foundation then had the right to
simultaneously acquire from Discovery, at the then thirty-day volume-weighted average price (VWAP) per Discovery share, the same number
of shares repurchased by Discovery.

The initial period expired in December 2015 and resulted in the following transactions:

- Discovery repurchased 5 666 134 Discovery shares held by The Foundation at a price of R0.001 per Discovery share.

- The issue to The Foundation by Discovery of 5 666 134 new Discovery shares at a price of R144.22 per Discovery share (representing the
30 day VWAP to 9 December 2015). This increased Share Capital and Share Premium by R817.2 million.

Treasury shares have therefore decreased by 14 226 181.

Consolidation of Discovery Unit Trusts
The Discovery Unit Trusts are consolidated into Discovery's results in both the current and prior financial year. The following large increases
in the Discovery Unit Trusts Statement of financial position have had a direct impact on the Group's Statement of financial position:

- Cash and cash equivalents increased by R510 million.

- Loans and receivables increased by R545 million.

- Trade and other payables increased by R1 525 million.

- Investments at fair value through profit or loss increased by R9 203 million.

- Investment contracts at fair value through profit or loss increased by R8 726 million.

Other significant items in these results

Taxation
For South African entities that are in a tax paying position, tax has been provided at 28% (2015: 28%) in the financial statements. No deferred
tax assets have been recognised on the assessed losses in Discovery Insure and The Vitality Group.

At 30 June 2015, a deferred tax asset of R295 million was raised in respect of the VitalityHealth assessed losses. This approximated 50% of the
potential deferred tax asset and was based on forecast taxable income for the next five years. No further asset has been raised in the current
results.

Material transactions with related parties

Discovery Health administers the Discovery Health Medical Scheme (DHMS) and provides managed care services for which it charges an
administration fee and a managed healthcare fee respectively. These fees are determined on an annual basis and approved by the trustees of
DHMS. The fees totalled R4 711 million for the year ended 30 June 2016 (2015: R4 374 million). Discovery offers the members of DHMS access
to the Vitality programme.
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Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss have increased by R10.8 billion due to the sale of Discovery Invest products. This includes
the impact of consolidating the Discovery Unit Trusts into the Group's results. The increase in the financial assets at fair value through profit
or loss has been presented in ‘Net purchase of investments held to back policyholder liabilities" of R9 597 million in the Statement of
cash flows.

Deferred tax liability

The deferred tax liability is primarily attributable to the application of the Financial Services Board directive 145. This directive allows for the
zeroing on a statutory basis of the assets arising from insurance contracts. The statutory basis is used when calculating tax payable for
Discovery Life, resulting in a timing difference between the tax base and the accounting base.

The future basis for taxation of Life companies is currently being reviewed by National Treasury.

Shareholder information

Directorate
Changes to the Board of Discovery Limited from 1 July 2015 to the date of this announcement are as follows:

- Ms T Slabbert resigned as a non-executive director on 22 October 2015.
- Ms F Khanyile was appointed as a non-executive director on 22 October 2015.
- Mr ) Durand resigned as a non-executive director on 13 January 2016.

- Mr R Farber will relinquish his role as Chief Financial Officer and Group Financial Director of Discovery with effect from 31 December 2016.
Mr Farber will remain a director on the Board of Discovery.

Dr V Maphai, Mr T Mboweni, Mr L Owen and Ms S de Bruyn Sebotsa retire by rotation at the forthcoming Annual General Meeting of
shareholders and are eligible and available for re-election.

Dividend policy and capital
Interim dividends paid
The following interim dividends were paid during the current financial year:

- B preference share dividend of 480.06849 cents per share (408.05822 cents net of dividend withholding tax), paid on 14 March 2016.
- Ordinary share dividend of 85.5 cents per share (72.675 cents net of dividend withholding tax), paid on 22 March 2016.

Final dividend declaration
At 30 June 2016, the capital adequacy requirement on the statutory basis for Discovery Life was R628 million (2015: R557 million) and was
covered 3.6 times (2015: 3.9 times).

B preference share cash dividend declaration:

On 25 August 2016, the directors declared a final gross cash dividend of 514.24658 cents (437.10959 cents net of dividend withholding tax) per
B preference share for period 1 January 2016 to 30 June 2016, payable from the income reserves of the Company. A dividend withholding tax
of 15% will be applicable to all shareholders who are not exempt.

The issued preference share capital at the declaration date is 8 million B preference shares.
The salient dates for the dividend will be as follows:
Last day of trade to receive a dividend Tuesday, 13 September 201/

Shares commence trading "ex" dividend Wednesday, 14 September 201

Record date Friday, 16 September 201

Payment date Monday, 19 September 201

B preference share certificates may not be dematerialised or rematerialised between Wednesday, 14 September 2016 and Friday, 16 September
2016, both days inclusive.

Ordinary share cash dividend declaration:

Notice is hereby given that the directors have declared a final gross cash dividend of 90 cents (76.5 cents net of dividend withholding tax)
per ordinary share, out of income reserves for the year ended 30 June 2016. A dividend withholding tax of 15% will be applicable to all
shareholders who are not exempt.

The issued ordinary share capital at the declaration date is 647 427 946 ordinary shares.
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The salient dates for the dividend will be as follows:

Last day of trade to receive a dividend Tuesday, 4 October 2016
Shares commence trading "ex” dividend Wednesday, 5 October 2016
Recorddate Friday, 7 October 2016
Paymentdate Monday, 10 October 2016

Share certificates may not be dematerialised or rematerialised between Wednesday, 5 October 2016 and Friday, 7 October 2016, both days
inclusive.

Basis of preparation

The summary consolidated financial statements are prepared in accordance with JSE Limited's (JSE) requirements for summary financial
statements, and the requirements of the Companies Act applicable to summary financial statements. The JSE requirements require summary
financial statements to be prepared in accordance with the framework concepts and the measurement and recognition requirements of
International Financial Reporting Standards (IFRS) and the SAICA Financial Reporting Guides as issued by the Accounting Practices Committee
and Financial Pronouncements as issued by the Financial Reporting Standards Council and to also, as a minimum, contain the information
required by IAS 34 Interim Financial Reporting. The accounting policies applied in the preparation of the consolidated financial statements from
which the summary consolidated financial statements were derived are in terms of International Financial Reporting Standards and are
consistent with those accounting policies applied in the preparation of the previous consolidated annual financial statements.

Change in comparatives

When Discovery Life launched the Discovery Retirement Optimiser, it sold it as an add-on to the Discovery Life Plan. As the Discovery Life Plan
(DLP) and the Discovery Retirement Optimiser (DRO) were covered under one policy, the insurance liabilities for both these portions of the
policy were therefore disclosed together in the Statement of financial position. The DLP portion would result in an insurance asset and the DRO
portion would result in an insurance liability. The net value would be disclosed in Assets arising from insurance contracts.

Following the launch of Discovery Invest the DRO product and the administration system were restructured over time. The single policy referred
to above, was eventually split into two policies and the policyholder now had a DLP policy and a DRO policy. Either policy could now be cancelled
individually. From that date, the insurance asset for the DLP policy and the insurance liability for the DRO policy should have been disclosed
separately, but has not been given the gradual evolution of the DRO product and processes. The historic practice was reconsidered in the
current financial year and disclosure in both the current and prior year Statement of financial positions have been updated to disclose the
insurance asset and insurance liability separately.

The restatement to the comparative Statement of financial position results in an increase of R6 418 million to Assets arising from insurance
contracts and a corresponding equal increase in the Liabilities arising from insurance contracts. The restatement has no impact on the Group's
comparative net profit, nor the Group’s comparative basic and diluted earnings per share, nor the Group’s comparative cash flows.

The adjustment is analysed in the table below.

June 2015
Original Adjusted

R million comparative Adjustment comparative
Statement of financial position:
Assets arising from insurance contracts 21726 6418 28 144
Liabilities arising from insurance contracts (30 818) (6 418) (37 236)

(9092) - (9 092)
Income statement:
Transfer from assets/liabilities under insurance contracts:
- change in assets arising from insurance contracts 3278 1373 4651
- change in liabilities arising from insurance contracts (4 320) (1373) (5693)

(1042) - (1042)

Audit

This summarised report is extracted from audited information, but is not itself audited. The annual financial statements were audited by
PricewaterhouseCoopers Inc., who expressed an unmodified opinion thereon. The audited annual financial statements and the auditor’s report
thereon are available for inspection at the company’s registered office.

The directors of Discovery take full responsibility for the preparation of this report and that the financial information has been correctly
extracted from the underlying Annual Financial Statements.
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EMBEDDED VALUE STATEMENT

for the twelve months ended 30 June 2016

The embedded value of Discovery consists of the following components:

= the free surplus attributed to the business at the valuation date;

= plus: the required capital to support the in-force covered business at the valuation date;

= plus: the present value of expected future shareholder cash flows from the in-force covered business;
= |ess: the cost of required capital.

The present value of future shareholder cash flows from the in-force covered business is calculated as the value of projected future after-tax
shareholder cash flows of the business in-force at the valuation date, discounted at the risk discount rate.

The value of new business is the present value, at the point of sale, of the projected future after-tax shareholder cash flows of the new
business written by Discovery, discounted at the risk discount rate, less an allowance for the reserving strain, initial expenses and cost of
required capital. The value of new business is calculated using the current reporting date assumptions.

For Life, the shareholder cash flows are based on the release of margins under the Statutory Valuation Method (“SVM") basis.

The embedded value includes the insurance and administration profits of the covered business in the Discovery Limited group. Covered
business includes business written in South Africa through Discovery Life, Discovery Invest, Discovery Health and Discovery Vitality, and in the
United Kingdom through VitalityLife and VitalityHealth. For The Vitality Group (USA), Ping An Health and Discovery Insure, no published value
has been placed on the current in-force business as the businesses have not yet reached suitable scale with predictable experience.

In August 2011, Discovery raised R800 million through the issue of non-cumulative, non-participating, non-convertible preference shares. For
embedded value purposes this capital, net of share issue expenses, has been excluded from the adjusted net worth.

In November 2014, the Prudential Assurance Company (Prudential) agreed to sell its remaining 25% shareholding in Prudential Health
Holdings Limited (PHHL) to Discovery Limited for GBP 155 million (R2 790 million). Following the purchase of the remaining 25% in PHHL,
PruHealth and PruProtect have been rebranded as VitalityHealth and VitalityLife respectively.

In June 2015, the methodology to derive the assumed beta was amended. Under this revised methodology, the assumed beta is set with
reference to the observed beta calculated using daily returns over a long time period and with reference to the ALSI. The resulting assumed
beta is then fixed at this level unless the observed beta calculated using daily returns over a long time period departs significantly from this
assumption at the financial year end. At 30 June 2016 the observed beta has departed materially from the previous assumption, resulting in
a change to the beta assumption. The beta assumption used at 30 June 2016 is 0.75 (30 June 2015: 0.55).

In December 2015, the initial period expired on the BEE transaction that was concluded in September 2005 with the Discovery Foundation. In
the transaction, shares were issued to the Discovery Foundation at R0.001 per share for an initial period of 10 years. At the end of this initial
period Discovery has the right to repurchase these ordinary shares at R0.001 per share which would provide Discovery with the notional
return of the funded amount. Simultaneously, the Discovery Foundation has the right to acquire from Discovery the same number of shares
repurchased by Discovery. At the expiry of the initial period, the above transactions were executed resulting in an increased share capital and
premium of R817 million and a decrease of 14 226 181 treasury shares.

In January 2016, the European insurance regulation Solvency Il came into effect and Vitality Life Limited was granted a life insurance licence
in the United Kingdom on which it commenced writing new business. These two changes required that the embedded value methodology for
VitalityLife be reviewed. The key methodology change was the zeroisation of the negative reserves emerging under insurance contracts in
Vitality Life Limited and Discovery funded VitalityLife business on the Prudential licence. This effectively moves the negative reserve from net
worth to the value of in-force. The value of negative reserves under insurance contracts that were set to zero at 30 June 2016 was R3.1 billion.

In June 2016, the United Kingdom European Union membership referendum voted in favour of the United Kingdom departing from the
European Union. This event, coined “Brexit”, resulted in economic environmental impacts for VitalityHealth and VitalityLife. The embedded
value calculation at 30 June 2016 includes the impacts of lower UK risk-free rates and depreciation of the British Pound relative to the South
African Rand.

The 30 June 2016 embedded value results and disclosures were subjected to an external review.
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for the twelve months ended 30 June 2016

Table 1: Group embedded value

30 June %
R million 2015 Change
Shareholders’ funds 30 607 27 356 12
Adjustment to shareholders’ funds from published basis* (23 583) (17 784)
Adjusted net worth 7024 9572
- Free surplus 1479 5188
- Required capital? 5545 4384
Value of in-force covered business before cost of required capital 48 121 44 006
Cost of required capital (2 065) (1 283)
Discovery Limited embedded value 53 080 52 295 2
Number of shares (millions) 644.2 629.0
Embedded value per share R82.40 R83.14 (1)
Diluted number of shares (millions) 646.7 646.7
Diluted embedded value per share® R82.17 R82.29 0)

1 Abreakdown of the adjustment to shareholders’ funds is shown in the table below. Note that where relevant, adjustments have been converted using the closing exchange rate of
R19.78/GBP (June 2015: R19.19/GBP):

30 June 30 June
R million 2016 2015
Discovery Life net assets under insurance contracts (15 768) (13 208)
Vitality Life Limited and Discovery funded VitalityLife business on the Prudential licence net assets under insurance contracts (3090) -
VitalityHealth and VitalityHealth Insurance Limited deferred acquisition costs (net of deferred tax) (290) (230)
VitalityLife receivable relating to the Unemployment Cover benefit (net of deferred tax) (41) (44)
Goodwill and intangible assets (net of deferred tax) relating to the acquisition of Standard Life Healthcare and the Prudential
joint venture (3615) (3523)

Net preference share capital (779) (779)

(23 583) (17 784)

2 The required capital backed by tangible assets at June 2016 for Life is R1 255 million (June 2015: R1 114 million), for Health and Vitality is R725 million (June 2015: R642 million), for
VitalityHealth and VitalityHealth Insurance Limited is R2 212 million (June 2015: R1 693 million) and for VitalityLife is RT 353 million (June 2015: R935 million). For Life, the required capital
was set equal to two times the statutory Capital Adequacy Requirement. For Health and Vitality, the required capital was set equal to two times the monthly renewal expense and Vitality
benefit cost. For VitalityHealth, the required capital amount was set equal to 1.4 times the Solvency Il Pillar 1 Solvency Capital Requirement. For the VitalityLife business on the Prudential
licence, the required capital was set equal to the UK Solvency I long term insurance capital requirement as per the agreement with Prudential. For the business sold on the Vitality Life
Limited licence, the required capital was set equal to the excess of 1.4 times the Solvency Il Pillar 1 Solvency Capital Requirement over the negative Solvency Il technical provisions.

3 The diluted embedded value per share allows for Discovery’s BEE transaction where the impact is dilutive i.e. where the current embedded value per share exceeds the current
transaction value.
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Table 2: Value of in-force covered business

Value before Value after
cost of Cost of cost of

required required required
R million capital capital capital

at 30 June 2016

Health and Vitality 16 834 (315) 16 519
Life and Invest* 22411 (723) 21688
VitalityHealth? 4421 (377) 4044
VitalityLife? 2 4 455 (650) 3805
Total 48 121 (2 065) 46 056
at 30 June 2015

Health and Vitality 15 500 (254) 15 246
Life and Invest* 22 464 (556) 21908
VitalityHealth? 4188 (208) 3980
VitalityLife? 1854 (265) 1589
Total 44 006 (1283) 42723

1 Included in the Life and Invest value of in-force covered business is R1 100 million (June 2015: R884 million) in respect of investment management services provided on off balance sheet
investment business. The net assets of the investment service provider are included in the adjusted net worth.

2 The value of in-force has been converted using the closing exchange rate of R19.78/GBP (June 2015: R19.19/GBP).

3 Included in the VitalityLife value of in-force covered business is an increase of R2 200 million in respect of the zeroisation of the negative reserves in VitalityLife Limited and the Discovery
funded VitalityLife business on the Prudential licence.

Table 3: Group embedded value earnings

Year ended

30 June 30 June
R million 2016 2015
Embedded value at end of period 53 080 52 295
Less: Embedded value at beginning of period (52 295) (43 050)
Increase in embedded value 784 9245
Net change in capital* (812) -
Dividends paid 1201 1036
Transfer to hedging reserve 171 (50)
Proceeds from rights-issue - (5 000)
Rights-issue costs - 94
Embedded value earnings 1345 5325
Annualised return on opening embedded value 2.6% 12.4%

1 The net change in capital includes the R817 million increase in share capital and premium associated with the Discovery Foundation BEE Share recapture, as well as an offsetting
R5 million from an increase in treasury shares.
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Table 4: Components of Group embedded value earnings

Year ended
Year ended 30 June 2016 30 June 2015
Value of
Cost of in—force
Net required covered Embedded Embedded
R million worth capital business value value
Total profit from new business (at point of sale) (5432) (477) 8241 2332 2614
Profit from existing business
= Expected return 4 240 (39) 421 4622 3989
= Change in methodology and assumptions* 1363 (358) (4 769) (3764) (799)
= Experience variances (471) 61 232 (178) 1452
Impairment, amortisation and fair value adjustment? (37) - - (37) -
Acquisition of Prudential joint venture® - - - - (774)
Intangibles no longer allocated to minorities* - - - - (765)
Increase in goodwill and intangibles (366) - - (366) (277)
Other initiative costs® (887) - 9 (878) (485)
Non-recurring expenses® (508) - - (508) (488)
Acquisition costs” (24) - 1 (23) (15)
Finance costs (107) - - (107) (103)
Foreign exchange rate movements (30) 31 (40) (39) 581
Other® 36 - 20 56 169
Return on shareholders’ funds® 235 - - 235 225
Embedded value earnings (1988) (782) 4115 1345 5325

1 The changes in methodology and assumptions will vary over time to reflect adjustments to the model and assumptions as a result of changes to the operating and economic

environment. The current period’s changes are described in detail in Table 6 below (for previous periods refer to previous embedded value statements).

This item reflects the amortisation of the intangible assets reflecting the DiscoveryCard profit share arrangement, banking costs and the PrimeMed acquisition.

This item represents the difference between the purchase price and the minority share of PHHL's tangible net asset value at the acquisition date plus 25% of the value in-force and cost of

required capital that Discovery purchased in the transaction at the acquisition date.

4 This item reflects the unwinding of the goodwill and intangible assets (net of deferred tax) relating to the acquisition of Standard Life Healthcare and the Prudential joint venture allocated
to minorities.

5 This item reflects Group initiatives including expenses relating to the investment in The Vitality Group, Discovery Partner Markets, Vitality International, once-off expenses in Invest,

Discovery Insure, other new business initiatives and unallocated head office costs.

This item includes rebranding costs, as well as other once-off costs relating to the acquisition of 25% of PHHL.

Acquisition costs relate to commission paid on Life business and expenses incurred in writing Health and Vitality business that has been written over the period but will only be activated

and on risk after the valuation date. These policies are not included in the embedded value or the value of new business and therefore the costs are excluded.

This item includes the tax benefit that will be obtained as the VitalityHealth DAC and intangible software assets amortise.

The return on shareholders’ funds is shown net of tax and management charges.

2
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Table 5: Experience variances

Health and Vitality Life and Invest VitalityHealth VitalityLife
Net  Value of Net  Value of Net  Value of Net  Value of
R million worth in-force worth in-force worth in-force worth in-force Total
Renewal expenses 64 - 28 (4) (108) - 4 - (16)
Other expenses 18 - - - - - - - 18
Lapses and surrenders 14 125 (193) 197 - (35) (158) 99 49
Mortality and morbidity - - 48 (54) (185) - 20 - (171)
Policy alterations* - 55 (434) 167 - - (44) 41 (215)
Premium and fee income 9 (138) (130) 84 - - - - (175)
Economic assumptions - - 29 (275) - - - - (246)
Commission - - - - 50 - - - 50
Tax? 3 - 250 (294) 66 - 7 - 32
Reinsurance - - - - 107 (110) - - (3)
Maintain modelling term?® - 268 - 63 - 62 - - 393
Vitality benefits 36 - - - (39) - - - 3)
Other 95 - (93) 42 61 - 4 - 109
Total 239 310 (495) (74) (48) (83) (167) 140 (178)

1 Policy alterations relate to changes to existing benefits at the request of the policyholder.

2 The tax variance for Life and Invest arises due to a movement in the deferred tax asset which delays the payment of tax.

3 The projection term for Health and Vitality, Group Life and VitalityHealth at 30 June 2016 has not been changed from that used in the 30 June 2015 embedded value calculation.
Therefore, an experience variance arises because the total term of the in-force covered business is effectively increased by twelve months.

Table 6: Methodology and assumption changes

Health and Vitality Life and Invest VitalityHealth VitalityLife
Net  Value of Net  Value of Net  Value of Net  Value of
R million worth in-force worth in-force worth in-force worth in-force Total
Modelling changest - - (19) 79 - - (421) 602 241
Expenses - 450 (2) (29) - - 1) 3 421
Lapses - - 13 (592) - - 90 8 (481)
Mortality and morbidity - - (225) 44 - - - - (181)
Benefit enhancements - - (1) (11) - - - - (12)
Vitality benefits - (44) - - - (23) - - (67)
Tax - - 12 (58) - 93 - 50 97
Economic assumptions? - (417) 24 (2 235) - (82) (787) 64 (3433)
Premium and fee income - - (24) (64) - - - - (88)
Reinsurance® - - 1251 (1352) 549 (528) 31 (88) (137)
Other* - - (57) 64 - (54) 930 (1 007) (124)
Total - (12) 972 (4 154) 549 (594) (158) (368) (3764)

1 For VitalityLife, the key modelling change relates to the zeroisation of the intangible negative reserves for Vitality Life Limited and Discovery funded VitalityLife business on the Prudential
licence to reflect the shareholder cash flows on these policies. This effectively moves the negative reserve from net worth to the value of in-force.
2 The economic assumption changes include the following items:
+Achange in the beta coefficient from 0.55 at 30 June 2015 to 0.75 at 30 June 2016.
*  For Health and Vitality and Discovery Life, there has been an increase in the South African risk-free rate since 30 June 20175.
For VitalityHealth and VitalityLife, there has been a reduction in the UK risk-free rate since 30 June 2015.
For VitalityLife, there is a realised loss in the net worth relating to the whole of life reinsurance structure.
3 For Life and VitalityHealth, the reinsurance item primarily relates to the impact of the financing reinsurance arrangements.
4 For VitalityLife, the other item relates to the margin reset as per the accounting policy.
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Table 7: Embedded value of new business

Twelve months ended

30 June 2016

on
30 June 2015
30 June 30 June % economic %
R million 2016 2015 change basist change
Health and Vitality
Present value of future profits from new business at point of sale 844 606 887
Cost of required capital (48) (22) (42)
Present value of future profits from new business at point of sale
after cost of required capital 796 584 36 845 45
New business annualised premium income? 7 415 2829 162
Life and Invest
Present value of future profits from new business at point of sale® 1263 1268 1539
Cost of required capital (67) (56) (52)
Presentvalue of future profits fromnew business at point ofsale """"""""""""""""""""""""""""""
after cost of required capital 1196 1212 (1) 1488 23
New business annualised premium income* 2798 2490 12
Annualised profit margin® 5.3% 5.9%
Annualised profit margin excluding Invest business 8.9% 9.7%
VitalityHealth
Present value of future profits from new business at point of sale 109 45 101
Cost of required capital (47) (20) (30)
Presentvalue of future profits fromnew business at point ofsale """""""""""""""""""""""""""""""
after cost of required capital 62 25 148 71 184
Newbusmess annualised premi'ﬁ‘ﬁﬁ'"iﬁ'ébme Randf 1071 83 29 -
Annualised profit margin® 0.9% 0.6%
VitalityLife”
Present value of future profits from new business at point of sale 593 850 710
Cost of required capital (315) (57) (127)
Presentvalue of future profits fromnew business at point ofsale """"""""""""""""""""""""""""""
after cost of required capital 278 793 (65) 583 (26)
New business annualised premium income (Rand) 1083 967 12
Annualised profit margin® 3.5% 11.0%

1 There have been a number of movements in the economic assumptions since 30 June 2015, most notably the increase in the Discovery beta coefficient from 0.55 at 30 June 2015 to 0.75
at 30 June 2016.

2 Health new business annualised premium income is the gross contribution to the medical schemes. The new business annualised premium income shown above excludes premiums in
respect of members who join an existing employer where the member has no choice of medical scheme, as well as premiums in respect of new business written during the period but only
activated after 30 June 2016. Excluding contributions from Bankmed, the new business annualised premium income was R2 913 million.

The total Health and Vitality new business annualised premium income written over the period was R6 764 million (June 2015: R5 622 million), excluding Bankmed.

3 Included in the Life and Invest embedded value of new business is R159 million (June 2015: R60 million) in respect of investment management services provided on off balance sheet
investment business.

Risk business written prior to the valuation date allows certain Invest business to be written at financially advantageous terms, the impact of which has been recognised in the value of
new business.

4 Life new business is defined as Life policies or Discovery Retirement Optimiser policies to which Life became contractually bound during the reporting period, including policies whose first

premium is due after the valuation date. Invest new business is defined as business where at least one premium has been received and which has not been refunded after receipt.

The new business annualised premium income of R2 798 million (June 2015: R2 490 million) (single premium APE: R1 175 million (June 2015: R1 005 million)) shown above excludes

automatic premium increases and servicing increases in respect of existing business. The total Life new business annualised premium income written over the period, including automatic

premium increases of R966 million (June 2015: R887 million) and servicing increases of R516 million (June 2015: R500 million) was R4 279 million (June 2015:

R3 877 million) (single premium APE: R1 218 million (June 2015: R1 048 million)). Single premium business is included at 10% of the value of the single premium.

Policy alterations, including Discovery Retirement Optimisers added to existing Life Plans, are shown in Table 5 as experience variances and not included as new business.

Term extensions on existing contracts are not included as new business.

The annualised profit margin is the value of new business expressed as a percentage of the present value of future premiums.

VitalityHealth new business is defined as individuals and employer groups which incepted during the reporting period. The new business annualised premium income shown above has

been adjusted to exclude premiums in respect of members who join an existing employer group after the first month, as well as premiums in respect of new business written during the

period but only activated after 30 June 2016.

7 VitalityLife new business is defined as policies to which VitalityLife became contractually bound during the reporting period, including policies whose first premium is due after the
valuation date.
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Beta coefficient
Equity risk premium (%)

Risk discount rate (%)
Health and Vitality
Life and Invest
VitalityHealth

VitalityLife

Rand/GB Pound exchange rate
Closing

Average

Medical inflation (%)
South Africa

Expense inflation (%)
South Africa

United Kingdom

Pre-tax investment return (%)
South Africa - Cash
- Life and Invest bonds
- Health and Vitality bonds
- Equity
United Kingdom - VitalityHealth investment return
- VitalityLife investment return

Income tax rate (%)
South Africa

United Kingdom - long term?

Projection term

- Health and Vitality
- Life

- Group Life

- VitalityHealth

30 June
2016

0.75

S5

11.875
12.625
3.77

4.695

19.78
21.44

9.00

6.0
2.9

8.50
10.00
9.25
13.50
1.15
2.07

28
18

20 years

No cap
10 years
20 years

Discovery

30 June
2015

0.55
35

10.675
11.175
4.05

5.045

19.19
18.04

8.25

5.25
33

7.75
9.25
8.75
12.75
212

3.12

28
20

20 years
No cap
10 years

20 years

1 The United Kingdom Corporation tax rate assumed is 20% in 2016 to 2017, 19% in 2018 to 2020, and 18% beyond that.
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The Discovery Limited embedded value is calculated based on a risk discount rate using the CAPM approach with specific reference to the
Discovery beta coefficient. The assumed beta is set with reference to the observed beta calculated using daily returns over a long time period.
The beta is calculated with reference to the ALSI. The resulting assumed beta will be fixed at this level unless the observed beta calculated
using daily returns over a long time period departs significantly from this assumption at the financial year end. At 30 June 2016 the observed
beta had departed materially from the assumption, resulting in a change to the beta assumption. The beta assumption used at 30 June 2016 is
0.75 (30 June 2015: 0.55). As beta values reflect the historic performance of share prices relative to the market they may not allow fully for
non-market related and non-financial risk. Investors may want to form their own view on an appropriate allowance for these risks which have
not been modelled explicitly.

Life and Invest mortality, morbidity and lapse and surrender assumptions were derived from internal experience, where available, augmented
by reinsurance and industry information.

The Health and Vitality lapse assumptions were derived from the results of recent experience investigations.
The VitalityHealth assumptions were derived from internal experience, augmented by industry information.

VitalityLife assumptions were derived from internal experience, where available, augmented by reinsurance, industry and Discovery Limited
group information.

Renewal expense assumptions were based on the results of the latest expense and budget information.

The initial expenses included in the calculation of the embedded value of new business are the actual costs incurred excluding expenses of
an exceptional or non-recurring nature.

The South African investment return assumption was based on a single interest rate derived from the risk-free zero coupon government bond
yield curve. Other economic assumptions were set relative to this yield. The current and projected tax position of the policyholder funds within
the Life company has been taken into account in determining the net investment return assumption.

The best estimate investment return assumption for VitalityHealth and VitalityLife was based on the single interest rate derived from the risk-
free zero coupon sterling yield curve. The United Kingdom expense inflation assumption was set in line with long-term United Kingdom
inflation expectations.

It is assumed that, for the purposes of calculating the cost of required capital, the Life and Invest required capital amount will be backed by
surplus assets consisting of 100% equities and the Health, Vitality, VitalityHealth and Vitality Life Limited required capital amounts will be fully
backed by cash. The VitalityLife business on the Prudential licence required capital amount is assumed to earn the same return as the assets
backing the VitalityLife policyholder liabilities. Allowance has been made for tax and investment expenses in the calculation of the cost of
required capital. In calculating the capital gains tax liability, it is assumed that the portfolio is realised every 5 years. The Life and Invest cost
of required capital is calculated using the difference between the gross of tax equity return and the equity return net of tax and expenses.
The Health, Vitality, VitalityHealth and Vitality Life Limited cost of required capital is calculated using the difference between the risk discount
rate and the net of tax cash return. The VitalityLife business on the Prudential licence cost of required capital is calculated using the difference
between the risk discount rate and the net of tax asset return assumption.

Sensitivity to the embedded value assumptions

The embedded value has been calculated in accordance with the Actuarial Society of South Africa’s Advisory Practice Note APN 107: Embedded
Value Reporting. The risk discount rate, calculated in accordance with the practice note, uses the CAPM approach with specific reference to
the Discovery beta coefficient. As beta values reflect the historic performance of share prices relative to the market they may not allow fully
for non-market related and non-financial risk. Investors may want to form their own view on an appropriate allowance for these risks which
have not been modelled explicitly. The sensitivity of the embedded value and the embedded value of new business at 30 June 2016 to changes
in the risk discount rate is included in the tables below.

For each sensitivity illustrated below, all other assumptions have been left unchanged. No allowance has been made for management action
such as risk premium increases where future experience is worse than the base assumptions.
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Table 9: Embedded value sensitivity

Health and Vitality Life and Invest VitalityHealth VitalityLife
Cost of Cost of Cost of Cost of
Adjusted  Value of required Value of required Value of required Value of required [Egalelslefel=lsl %
R million net worth?  in-force capital  in-force capital  in-force capital  in-force capital value change
Base 7024 16 834 (315) 22411 (723) 4421 (377) 4 455 (650) 53 080
Impact of:
Risk discount rate +1% 7024 15 837 (344) 20066 (633) 4119 (496) 4183 (767) 48 989 8)
Risk discount rate -1% 7024 17 943 (282) 25316 (838) 4755 (239) 4642 (414) 57 907 9
Lapses -10% 7 089 17 414 (330) 24309 (774) 5047 (405) 4593 (750) 56 193 6
Interest rates -1%* 5357 16 778 (303) 22773 (787) 4740 (348) 4644 (861) 51 993 2
Equity and property
market value -10% 6 963 16 834 (315) 22170 (721) 4421 (377) 4 455 (650) 52 780 (1)
Equity and property
return +1% 7024 16 834 (315) 22640 (723) 4421 (377) 4 455 (650) 53 309 0
Renewal expenses -10% 7234 18 548 (292) 22700 (721) 4884 (376) 4449 (640) 55 786 5
Mortality and
morbidity -5% 7247 16 834 (315) 23826 (711) 5807 (376) 4443 (651) 56 104
Projection term +1 year 7024 17 094 (319) 22463 (723) 4472 (377) 4 455 (650) 53 439
1 All economic assumptions were reduced by 1%.
2 The sensitivity impact on the VitalityLife net of tax change in negative reserves is included in the adjusted net worth column.
The following table shows the effect of using different assumptions on the embedded value of new business.
Table 10: Value of new business sensitivity
Health and Vitality Life and Invest VitalityHealth VitalityLife
Value of  Costof Valueof Costof Valueof Costof Valueof  Costof Value of
new required new required new required new required new %
R million business capital business capital business capital business capital business change
Base 844 (48) 1263 (67) 109 (47) 593 (315) 2332
Impact of:
Risk discount rate +1% 772 (52) 1001 (59) 65 (62) 467 (367) 1765 (24)
Risk discount rate -1% 924 (42) 1583 (78) 158 (31) 733 (231) 3016 29
Lapses -10% 901 (50) 1513 (72) 193 (51) 707 (375) 2 766 19
Interest rates -1%* 854 (45) 1322 (73) 155 (43) 654 (382) 2442 5
Equity and property return +1% 844 47) 1301 (67) 109 (47) 593 (315) 2371 2
Renewal expense -10% 1055 (45) 1298 (67) 164 47) 624 (300) 2682 15
Mortality and morbidity -5% 844 47) 1384 (66) 280 (47) 618 (316) 2 650 14
Projection term +1 year 864 (48) 1267 (67) 118 (48) 593 (315) 2 364 1
Acquisition costs -10% 868 (47) 1384 (67) 139 (52) 707 (309) 2623 12

1 All economic assumptions were reduced by 1%.
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REPORT ON THE REVIEW OF THE EMBEDDED
VALUE STATEMENT OF DISCOVERY LIMITED AND ITS
SUBSIDIARIES TO THE DIRECTORS OF DISCOVERY LIMITED

Introduction

We have reviewed the Embedded Value Statement of Discovery Limited and its subsidiaries for the year ended 30 June 2016, as set out on
pages 145 to 153 (the “Report”). The Report is prepared by the Directors for the shareholders to determine the value and performance of the
Company. The Directors of Discovery Limited and its subsidiaries are responsible for the preparation and presentation of the Report in
accordance with the embedded value basis set out in the ‘Basis of Preparation’ paragraph included in the Report and for determining that the
basis of preparation is acceptable in the circumstances. Our responsibility is to express a conclusion on this Report based on our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements ISRE 2410 “Review of Interim Financial
Information Performed by the Independent Auditor of the Entity.” A review of financial information consists of making inquiries, primarily of
persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is substantially less
in scope than an audit conducted in accordance with International Standards on Auditing and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do not express an
audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the Report is not prepared, in all material respects, in
accordance with the basis set out in the ‘Basis of Preparation’ paragraph included in the Report.

Basis of Accounting and Restriction on Use

Without modifying our conclusion, we draw attention to the ‘Basis of Preparation’ paragraph included in the Report, which describes the basis
of accounting. The Report is prepared by the Directors for the shareholders to determine the value and performance of the Company. As a
result, the Report may not be suitable for another purpose. Our report is intended solely for the Directors of Discovery Limited and its
subsidiaries and should not be used by any other parties. We agree to the publication of our report in the Company’s Integrated Annual Report
of Discovery Limited provided it is clearly understood by the recipients of the Company’s Integrated Annual Report that they enjoy such receipt
for information only and that we accept no duty of care to them in respect of our report.

’Q‘ccmd‘tl‘wcnq-c:s Ir_ .

PricewaterhouseCoopers Inc.
Director: Jorge Goncalves
Registered Auditor

Johannesburg

05 September 2016
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FIVE-YEAR REVIEW

for the year ended 30 June

Group Group Group Group up Compound
2012 2013 2014 2015 16 growth %

New business API (R million) 8483 9996 11 586 17 532 16 231 18%
Gross inflows under management (R million)
Gross inflows under management 56 914 65 657 78 013 89 483 104 409 16%
Less: Collected on behalf of third parties (36 369) (40 813) (46 002) (51 587) (59 014) 13%
Gross income of Group 20 545 24 844 32011 37 896 45 395 22%
Income statement extracts (R million)
Profit from operations 3553 3558 5 058 5229 5803 13%
Headline earnings 2129 2062 3064 5285 3641 14%
Abnormal expenses/(income) 187 725 393 (1258) 671
Normalised headline earnings 2 316 2787 3457 4027 4312 17%
Diluted normalised headline earnings
per share (cents)* 416.9 496.0 580.2 663.0 671.1 13%
Statement of financial position
extracts (R million)
Total assets! 45 815 55 099 77 241 95 880 118 577 27%
Shareholders’ funds 11731 13708 17 411 27 356 30 607 27%
Embedded value
Embedded value (R million) 30 246 35721 43 050 52 295 53 080 15%
Diluted embedded value per share (R) 53.78 63.30 7413 82.29 82.17 11%
Key ratios
Return on average equity (%) 21 17 21 25 13
Return on average assets (%)* 6 4 5 6 3
Capital adequacy requirement (times) 4.4 4.0 3.8 3.9 3.6
Exchange rates
Rand/US$
- Closing 8.19 10.01 10.63 12.18 14.73
- Average 7.78 8.94 10.43 11.49 14.60
Rand/GBP
- Closing 12.83 15.22 18.17 19.19 19.78
- Average 12.35 13.98 17.06 18.04 21.44
Share statistics
Number of ordinary shares in issue
- Weighted average (000's)? 554 930 554 165 581 123 598 946 637 608
- Diluted weighted average (000's)? 555 538 561 843 595 699 607 290 642 534
- End of period (000's) 591 872 591 872 591 872 647 428 647 428
Price/diluted headline earnings (times) 12.5 16.9 16.7 19.1 18.3
Share price (cents per share):
- High 5233 8 700 9831 14 195 15 467
- Low 5174 5280 7110 9 050 11 000
- Closing 5200 8 406 9715 12 647 12 250
Market capitalisation (R million) 30 777 49 753 57 500 81 880 79 310

1 2014, 2015 and 2016 have been restated. Refer to page 144 for change in comparatives.
2 2012 and 2013 have not been adjusted for the bonus element of the rights issue.
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Subsidiaries of Discovery Limited are authorised financial services providers.




