
The National Report For South Africa 

General 
(a) The membership of the South African Association of 

Consulting Actuaries (SAACA) now stands at 20, all 
partners or former partners ofthe five firms ofconsult- 
ing actuaries. In addition there are three Associate 
Members, who are qualified actuaries employed by the 
firms in question. 

(b) Two of the members of SAACA are on the Council of 
The Actuarial Society of South Africa at present. The 
current President of SAACA is also the President of 
The Actuarial Society of South Africa. 

(c) Regular meetings still take place between SAACA and 
the Registrar of Financial Institutions and have now 
been instituted between SAACA and the Inland 
Revenue authorities. At such meetings problems 
arising from existing legislation, current practice and 
proposed legislation are discussed. 

(d) Since the last report the rate of inflation in South 
Africa has increased, largely because of a substantial 
expansio'n in the money supply, in which the high gold 
price played a major role, and boom conditions 
experienced during 1980. During 1981 the rate of 
inflation was of the order of 16% for most ofthe year. 

(e) Rates of interest, particularly at the short end of the 
market, have risen substantially since the last report, 
the greater part of this rise taking place in the latter 
part of 1980 and the early part of 198 1. Long term 
Government bonds (20 years) now yield about 13.25% 
(against 9.2% two years ago) as do 3 year donds, while 
Treasury bills for 3 months yield about 12.5O/o (4.25% 
two years ago). Such rises in interest rates have been 
part of deliberate Government policy, which is aimed 
at allowing market forces to play a greater role in 
determining interest levels and related items. 

(f) The position regarding the giving ofactuarial advice in 
neighbouring territories and those within the overall 
boundaries of South Arica remains largely the same as 
it was at the time of the last report. 

Pension Funds 
A. Pensions Preservation 

(a) This topic has dominated the pension scene in South 
Africa over the past two years. The long-awaited First 
Report by the Committee of Inquiry appointed by the 
Government t o  investigate this and other pension 
matters was published in June, 1980. This report 
rejected a compulsory State Scheme as a means of 
ensuring a minimum level of retirement benefits for 
members of existing pension funds and recommended 
the preservation of accrued "rights" on leaving a fund 
at a minimum value level specified by certain 
formulae, such preservation to be effected either 
within the fund being left o r  by a transfer to another 
pension fund, a retirement annuity fund, or a "special 
savings account" with a bank, building society o r  the 
Post Office. Such "special savings accounts" were to 
be created specifically for this purpose. 

(b) The report gave rise to a great deal of controversy, in 
particular with regard to: 
(i) the level ofthe preserved value, which was felt to 

be too high, particularly for funds providing 
generous levels of benefits relative to  the market 
as a whole; 

(ii) its attempt to recommend minimum benefit 
levels in all circumstances and not just on 
moving from one job to another; 

(iii) its recommendations regarding disclosure of the 
financial position of pension funds in Company 
accounts and the legal enforcement of a 

Company's commitment to maintain the finan- 
cial soundness ofa  pension fund established by it 
for its employees; 

(iv) certain matters which it was felt fell within the 
area of taxation rather than the subjects covered 
by the lnquiry in question. 

(c) Strong representations regarding the proposals were 
made by those closely involved in the pensions move- 
ment, including SAACA, and by employers. In 
addition the matter was discussed a t  some length a t  the 
Annual Conference of the Association of Pension and 
Provident Funds in March. 1981. As a background to 
this came an ever:increasing groundswell of worker 
opinion against what they saw as  an attempt to prevent 
them being able to withdraw their money from funds 
on leaving o r  transferring employment, for whatever 
reason. 

(d) Late in August, 1981 the Government published the 
draft bill providing for the implementation of preser- 
vation. This followed basically the recommendations 
of the Committee of lnquiry but was less stringent in 
many respects, in particular as  regards the retro- 
spective effect of the requirements (preservation of . 
accrued "rights" at the date of implementation of the 
legislation w a s  not to be compulsory) and the 
minimum level ofbenefits to be preserved. 

(e) The draR bill gave rise to more controversy, partly 
because.the wording of the bill was not clear in many 
instances. Representations on many aspects were 
submitted. SAACA held discussions with the Com- 
mittee of Inquiry and submitted written representa- 
tions as well. However the major problem was the 
further spread of industrial unrest, which led the 
Government firstly to announce that the compulsory 
implementation of the requirement would be post- 
poned for three years after adoption of the legislation, 
and then to drop the legislation in its present form 
altogether. 

(f) Following the upheavals caused by the preservation 
proposals the whole pensions movement in South 
Africa is in a state of flux a t  the moment. The Govern- 
ment has indicated that it has not dropped the idea of 
providing for preservation. The second report of the 
Committee of Inquiry, on the question of pension pro- 
vision for the at large, is still awaited. The 
present patterns of providing tbr benefits on death o r  
retirement have been called into question. In particu- 
lar the trend of removing distinctions in benefit pro- 
visions on racial grounds may be brought to a halt, 
because it appears that in many instances Black 
workers are not happy about the provision of retire- 
ment benefits by way ofpensions. It would seem that a 
great deal more employedworker negotiation is going 
to have to take place to determine the form of retire- 
ment benefit best suited to the needs and cultural 
background ofthis particular group ofworkers. 

B. Pensions - General 
Matters of a more general nature affecting pension funds 

are the following: 

(i) the Council of The Actuarial Society of South Africa 
has now issued its guidelines for the valuation of 
pension funds; 

(ii) the "approved" fixed interest securities requirements 
imposed by the Government has been left unchanged 
pending publication of the second report by a Com- 
mission which is investigating monetary policy in 
general terms (the de  Kock Commission). This report 
is now expected to be published in the first half of 
1982; 



(iii) attempts to compensate pensioners for the decline in 
the purchasing power of their pensions as a result of 
the continuing high level of inflation has been an 
aspect which has exercised the minds of many in the 
pensions movement. In the experience of the 
members of SAACA almost all privately adminis- 
tered funds now provide for some form of regular 
increase, although mostly in an "ad hoc" (as opposed 
to a guaranteed) basis. 

C. Numbers of Funds and Membership 
According to the latest available report of the Registrar of 

Pension Funds, 'which relates to the year ended 31st December, 
1978, there were 10,657. pension funds at the end of the year on 
the register maintained by his office. These funds had a total 
membership of 3,6 16,655 including 14 1,17 1 pensioners. The 
comparative figures at the end of the previous year were 10,569 
pension funds, 3,277,810 members including 122,906 pensioners. 
The total membership reflects an element of double-counting 
because some people are members of more than one fund. 

In addition to the above there were 10 "official" funds 
which are administered by the Department of Health, Welfare and 
Pensions and by the South African Railways and Harbours 
Administration. These funds had a total membership of 824,288 
including 1 18,736 pensioners. The total membership of funds was 
therefore 4,440,943, of whom 259,907 were pensioners. 

This falls to be compared with an estimated total popula- 
tion in mid 1978 of some 23.9million, excluding the Transkei and 
Bophutatswana, with employment in the non-agricultural sectors 
of the economy somewhat in excess of 4.5 million and a total 
working force ofabout 9.3 m,illion. 

Insurance Companies 
(a) Following the Report of the Commission of Inquiry 

into the Long-Tern Insurance Industry a number of 
sub-committees were appointed by The Actuarial 
Society of South Africa to consider various aspects of 
the Report. The sub-committee on financial sound- 
ness reported to the Acturial Society's convention in 
November, I98 1. 

This sub-committee agreed with most of the Commis- 
sion's recommendations - in particular it supported 
the idea of prescribed valuation bases as a means of 
demonstrating solvency. The sub-committee was 
however not happy with the present basis overall. It 
could be too conservative and give a premature 
warning when in fact the insurer was solvent, or it 
could conceal insolvency at a time when the stock 
market was inflated, as ordinary shares are valued at 
their market values. 

Instead the sub-committee proposed that assets and 
liabilities be valued at the same rate of interest and 
that the rate of interest be fixed having regard to.the 
risk-free rate that could on average have been attained 
during the preceding period of 10 years. It was 
proposed that fixed interest securities be valued by 
discounting the actual interest and capital proceeds; 
quoted ordinary shares by discounting in perpetuity a 
notional dividend based on the market value of the 
holdings and the dividend index for the industrial and 
financial section of the JSE Actuaries Index: and fixed 
property by discounting in perpetuity the current 
rental income less the expenses incurred during the 
past year. 

The sub-committee further recommended that a 
deliberate safety margin be introduced equal. to a 
percentage of the liabilities depending on the class of 
insurance, to allow for the possible mismatching of 
assets and for fluctuations in the rates of mortality. 

(b) The rise in the equity market to record levels probably 
accounted for a further increase in the popularity of 

linked-type policies. The marketing drive by insurers, 
especially their assumptions in illustrating projected 
benefits, soon attracted the attention of the Registrar 
of Insurance. In his view some of the illustrations were 
based on totally unrealistic assumptions and were not 
conducive to sound and orderly marketing practices. 
As a result of this a sub-committee of the Life Offices 
Association (LOA) formulated a code of,practice and 
the member offices were invited to adhere thereto. The 
Registrar has however indicated that unless the code 
can be enforced it may become necessary to legislate 
in order to maintain sound and orderly marketing 
practices within the industry. The LOA has come out 
very strongly against any such legislation. 

(c) The maximum rates of commission payable by 
insurers are laid down by the Registrar of Insurance. 
These rates were set out in South Africa's national 
report at the Conference in Toronto during 1978. The 
commission on retirement annuity contracts has now 
been changed: instead of a substantial amount payable 
in the first year and a reduced payment in subsequent 
years, the commission is now payable in equal instal- 
ments over a period of five years. The amount ofeach 
instalment is determined as follows: 

0.9% x n x P, 
subject to a minimum of 2.25% of P and a maximum 
of200/0 of P where 

n = the greater of 2.5 and 66 minus the age next 
birthday at the date ofentry; 
and 

P =  the office annual premium. 

(d) (i) The income of life offices in South Africa has 
progressed as follows in recent years: 

1976 1977 1978 1979 1980 
Rm Rm Rm Rm Rm 

Premiums 981 1.1 10 1.314 1.705 2.124 
Investment 
Income 414 507 613 791 985 
Total 1.395 1.617 1.927 2.496 3.109 

(ii) Corresponding benefit payments have been: 

1976 1977 1978 1979 1980 
Rm Rm Rm Rm Rm 

Death and 
Disability Claims 172 182 231 1 240 295 
Maturities 87 104 118 138 160 
Annuities and 
Pensions 82 98 129 149 186 
Surrenders 75 93 93 89 89 
Total 416 477 551 616 730 

(iii) The progress of total assets has been: 

Investment Performance 
The investment performance survey that is run jointly by 

three of the firms of consulting actuaries has continued to expand, 
both in the number of participating funds and in the depth and 
value ofthe analysis that can be given. 

Early in 1981 the three firms concerned organised a 
seminar of participating funds in order to assist these to make 
better use of the results of the survey and also to ascertain from 
them any aspects of the annual calculations and reports which 
could usefully be improved. The feedback from that seminar is 
still being assessed with a view to improving the 1981 and subse- 
quent reports. 

It is hoped to organise regular seminars along similar lines 
in the future, possibly every two to three years. 



Compensation 
Current developments in this field in which the actuarial 

profession is actively involved are the following: 

(i) a Commission of Inquiry into Compulsory Motor 
Vehicle Insurance is currently sitting and The 
Actuarial Society of South Africa has submitted a 
written opinion on certain material aspects. The sub- 
committee which has formulated the opinion in fact 
consists ofthree members of SAACA; 

(ii) the question of payment of compensation by means of 
regular periodic payments, rather than by way of 
capital sums as has always been the case until very 
recently, is now being given serious consideration 
following a recent change in legislation. This aspect 
has in fact been the subject of a paper prepared by a 
member of SAACA at the most recent convention of 
The Actuarial Society of South Africa. A shortened 
version of this paper is being presented at this Confer- 
ence. 


