
NATIONAL REPORT - SOUTH AFRICA 

1.  GENERAL BACKGROUND INFORMATION ON THE 
COUNTRY 

The Republic of South Africa is situated at the southern point of the 
continent of Africa. It has a population of approximately 45 million 
people. It can be described as a country that is partly first world, in that 
it has a sophisticated transport system, an advanced business 
community, and well established and liquid bond and equity markets; 
but a large portion of the population is still relatively poor, has low 
literacy, and a low standard of living by the standards of the western 
world, although still above that of the most of Africa. There are 11 
official languages, but English is widely used in business circles. 

2. THE ACTUARIAL PROFESSION 

There are approximately 350 qualified actuaries, which is a huge 
increase over the figure 5 or 10 years previously. South Africa lost 
many actuaries through emigration in the late 198OYs, but the fact that 
the actuarial profession is so portable has attracted a lot of young new 
talent into the profession. 

The main actuarial organisation is the Actuarial Society of South Africa 
to which most practicing actuaries belong. It is an active organisation 
with a large number of sub-committees operating at any point in time. 
In addition there is the Consulting Actuaries Society of Southern Africa 
which has approximately 60 members, and which represents consulting 
actuaries outside of the life insurers. The main areas of activities are 
the traditional ones, such as life insurance, employee benefitslpension 
provision, provided by both life insurers and consulting actuaries, but 
there is an increasing movement for actuaries to get more involved in 
health care consulting, and investment management and monitoring. 

In terms of education, most actuaries still write the examinations of the 
Faculty or Institute of Actuaries in the United Kingdom. Five local 
universities offer degrees which cover the intermediate examinations, as 
well as assisting students in writing final examinations. Seven actuaries 
are employed full-time by universities or are involved in academic 
activities. 



3. THE LOCAL ECONOMY 

Historically South Africa has benefited from having large reserves of 
minerals, including gold, diamond, platinum, aluminum and copper. 
This has resulted in the South African economy being very exposed to 
world trade and the international demand for these commodities. 
Economic growth has been in the region of 2 to 3% per annum in recent 
years, which has been insufficient to reduce unemployment which is 
unofficially estimated to be between 30 and 40% of the employable 
population. 

Short term interest rates are currently around 14%, whereas inflation 
was between 10 and 15% for a number of years, but in the last 3 years 
has reduced to about 8 or 9%. The expectations are that inflation will 
reduce further in the next 2 years. Wage increases have tended to be 1 
or 2% above inflation, partly as a result of strong trade unions and 
pressures to reduce the wage gaps caused by "Apartheid". 

The equity markets have produced excellent investment returns for 
pension and provident funds, averaging about 10% real returns per 
annum over the last 10 years. Recent performance has been somewhat 
less than this. 

The local currency, the Rand, has tended to reduce in value over recent 
years partly as a result of inflation differentials with offshore trading 
partners, but also as a result of the opening up of the economy to greater 
world trade and allowing local institutions and citizens to invest 
offshore. The value of the Rand has approximately halved against the 
US Dollar over the last 3 years. 

4. PRIVATE PENSIONS PROVISION 

Retirement benefit provision has been very successful for the employed 
in South Africa. More than 70% of the formally employed are covered 
by company sponsored retirement funds. These funds are very strongly 
regulated by the Financial Services Board, the local authority, in terms 
of a Pension Funds Act. The Financial Services Board scrutinizes the 



Rules, the annual financial statements, any transfer of assets, as well as 
the 3 yearly statutory valuation reports for all retirement funds. In 
addition, investment regulations have to be complied with by all 
retirement funds. 

Retirement funds are split between (a) "exempt" funds operated by life 
insurers, which are exempt from certain provisions of the Pension Funds 
Act such as the need to provide audited financial statements, and (b) 
"non-exempt" funds operated by brokers and consulting actuaries, 
which have to comply with all Pension Funds Act requirements. In 
addition, there is a further split between (i) pension funds, which in 
terms of tax legislation must pay a pension at retirement, but allow 1 1 3 ~  
of the value of the benefit be taken in cash, and (ii) provident funds 
which allow the full benefit to be taken in cash on retirement. 

A major trend in recent years has been the move of employees from 
defined benefit funds to defined contribution funds. This was initially 
driven by trade unions who wanted cash benefits at retirement, higher 
resignation benefits and simpler benefit design, but more recently has 
been driven by employers who see the benefits of defined contribution 
arrangements. The majority of employers have either converted their 
existing schemes to defined contribution, or have given employees the 
option of staying in the defined benefit fund, or transferring to a new 
defined contribution arrangement. As the defined benefit funds are 
usually closed to new members, they are experiencing increased 
liquidity problems as the ratio of pensioners to active members has 
increased. 

4.1 Retirement Benefit Scheme Design 

(i) Defined Benefit Arrangements 

The average defined benefit retirement fund has the 
following benefits: 

- a pension at retirement of 2% of the member's final 
average salary over the last 1 or 2 years of 
employment, for each year of service; 



- a 5 year guarantee of pension payments; and a 
spouse's pension of 50% of the member's pension 
before taking any cash; 

- pension increases of about 213~'of inflation, but 
more recently an attempt by most funds to provide 
full inflation increases; 

- disability benefits of 75% of salary; 

- a death benefit of 2 times annual salary, plus a life 
pension to the spouse; 

a resignation benefit of the member's 
own contribution with interest, plus approximately 
8 to 10% per annum compound interest, plus an 
enhancement which could be anything from a 
multiple of member contributions, up to the 
payment of the full actuarial reserve value of 
transfer to another arrangement after 5 or 10 years; 

- member contributions of between 6 and 7.5%; and 

- the company pay the balance of the cost. 

(ii) Defined Contribution Arrangements 

- Typically employees would pay between 6 and 
7.5% of salary; 

- companies contribute the same for retirement 
benefits plus an additional amount for the cost of 
death and disability benefits and expenses. On 
average the total is 8% to 14% of salary; 

on retirement a member will receive the 
full benefit of contributions invested for retirement 
plus full fund returns; 

- disability benefit of 75% of salary; 



- death benefits which vary kom scheme to scheme, 
but typically would be one of the following models: 
the member's fund credit plus 3 or 4 times annual 
salary; or the greater of 5 or 6 times annual salary 
and the member's fund credit; or more recently a 
move towards giving each member what can be 
purchased with a fixed percentage of salary, for 
example, 2% of each member's salary, which 
would provide varying multiples of salary 
depending on the member's age. 

a resignation benefit of the member's 
own contributions with interest, plus a percentage 
of the employer's contributions for retirement 
benefits with full vesting after 5 or 10 years. 

(iii) Tax Treatment 

Member contributions are tax deductible up to 7.5% of 
salary to a pension fund, but in terms of an anomaly in the 
Income Tax Act are not deductible to a provident fund; 
the investment build-up in the fund was historically tax 
kee, but recently a tax was imposed at the rate 17% on 
interest and net rental earnings; benefit are generally 
taxed, but a portion of any lump sum benefit is tax free. 
The whole issue of taxation is currently under review. 

(iv) Current Issues 

- For those companies who have not introduced 
defined contribution arrangements, this is still 
being considered; for those that have, many are 
considering a second or third option to those 
employees who remained in the defined benefit 
fund; 

- the increased costs of medical aid which 
have resulted in companies now spending more on 
these benefits than on retirement fund provision; 



- the prefunding of medical aid benefits after 
retirement has also become an issue as these will 
have to be accounted for in a company's balance 
sheet; 

- the uncertainty regarding the future of tax treatment 
of retirement funds; and 

- the issue of who owns surpluses. 

4.2 Treatment of Surpluses 

Employer were historically not allowed to receive a refund of 
surplus from a retirement fund. This was challenged a few years 
ago by one particular retirement fund, and an appeal board in 
terms of the Financial Services Board Act required that such a 
refund be allowed. Since then, a number of other such refunds 
had been allowed, based on certain strict requirements, including 
the fact that the retirement fund must be wound up, and most, if 
not all, members and pensioners must agree to the proposed 
arrangement. Draft legislation has been prepared to allow a 
refund of surplus under certain strict conditions, including: 50% 
of the trustees must be elected by the members; 2 1 3 ~ ~  of the 
members and pensioners must agree to the refund; certain 
minimum benefits have to be introduced; and there will be a lien 
on the company for 7 years should the fund move into a deficit 
situation. 

4.3 Investment Regulations 

In terms of the Pension Funds Act, a fund may not invest more 
than 75% of its assets in listed equities, 25% in property, 90% in 
equities and property combined, and not more than 5% in any 
one equity. More recently, 10% of assets have been allowed to 
be invested offshore, as long as this is via an asset swap with an 
institution outside of South Africa. 



Generally South Africa retirement fund assets are managed by 
investment managers who handle a spread of equities, bonds and 
property, as opposed to specialist managers who handle only one 
asset category. 

4.4 Social Security 

The State provides limited unemployment insurance, as well as a 
State pension based on a means test. The intention of the State 
pension is to provide minimal benefits only, in order to avoid 
destitute situations. The maximum State pension is 
approximately US$100 a month, subject to the member having 
little or no assets or alternative income. 

5. HEALTH CARE ARRANGEMENTS 

Most workers, and their families, have the option of being a member of 
a company sponsored medical aid arrangement. These schemes are 
strongly regulated by the Medical Schemes Act. A few years ago, the 
Act changed to allow subscriptions to be based on the age of members. 
Some medical aids have restructured to take advantage of this, but it is 
anticipated that legislation will prohibit any discrimination between 
members on the basis of age, income, or medical history. In addition, 
the government is considering a national arrangement to ensure that all 
employees are covered for a basic package of minimum benefits, and to 
reduce the burden on the State to provide medical care. 

Traditionally companies have paid 50% to 100% of the cost of medical 
aid benefits for pensioners. With the large increases in overall medical 
aid costs, and the increase in the number of pensioners, this has become 
prohibitively expensive, and companies are attempting to restructure 
these arrangements. 



There has also been a major movement to so-called new generation 
medical aid arrangements, which include the utilization of individual 
saving accounts to cover future medical aid claims. While these 
arrangements have been successful in attracting membership and 
curtailing the rate of contribution increases, the Department of Health is 
opposed to them in principle. They claim that these products, in 
removing an element of cross-subsidisation, splinter the risk pool. The 
industry is currently in a state of uncertainty due to the expected 
changes in legislation. 

6. GENERAL INSURANCE 

To date actuaries have not had very much involvement in the general 
insurance market. 
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