
SOUTH AFRICA 

GENERAL to consider alternative approaches. As a result the- 
The number of actuaries who are members of the Life Offices Association of South Africa has out 
South African Association of Consulting Actuaries 
(S.A.A.C.A.) now totals 22 of whom 1 9  are partners 
in the 5 firms of Consulting Actuaries in South Africa. 

Arising out of a report by The Actuarial Society of 
South Africa on the respective responsibilities and 
functions of the actuary, the accountant and the 
auditor to a Life office, discussions between the 
actuarial profession and accountants and auditors 
are now under way. The discussions have also been 
extended to cover the auditor's function in relation 
to pension fund accounts and the accounts of 
companies which operate pension funds. 

Regular meetings are held between representatives 
of S.A.A.C.A. and the Registrar of Pension Funds in 
South Africa to  discuss, in the main, problems con- 
nected with legislation relating to  pension funds. 

PENSION FUNDS 
At present Social pensions in South Africa are provid- 
ed on a non-contributory basis in the form of a sub- 
sistence level of  pensions subject t o  a rigorous means 
test. 

During 1976 a "Report o n  an Investigation into the 
Possible Establishment of a Contributory Pension 
Scheme for South Africa" was prepared by the 
Department of Social Welfare and Pensions. 

The major recommendations of the report were that 
a contributory state scheme should be established on 
a pay-as-yougo basis with contributions of  7% of 
earnings to provide a very generous level of pensions 
at  age 65 based on final salary. Disability and widows' 
pensions would also be provided. The scheme would 
apply to all employed persons who were taxpayers 
and who did not belong to a pension fund or  scheme 
with benefits at least equal t o  those of the State 
Scheme. 

Objections to the proposed State Scheme were raised 
by a number of organisations, including S.A.A.C.A., 
the main objections being that:- 

(i) the benefits were overgenerous in relation 
to the proposed contributions and this 
would lead to  substantial increases in 
contributions in later years; 

(ii) few existing pension funds would be 
capable of competing with the State 
scheme and this would lead to the virtual 
collapse of the pension fund system in 
the private sector; 

(i) the absence of funded pension schemes 
and the disincentive to save as a result 
of the proposed State scheme would have 
drastic effects on the economy of the 
country. 

During 1977 meetings were held between representa- 
tives of the orgnaisations which had raised objections 
and the Department of Social Welfare and Pensions 

forward an alternative proposal for compulsory con- 
tributions of 10% of earnings to be effected on a 
money purchase basis, via private enterprise, with 
compulsory transferability of the prescribed con- 
tribu tions. 

The Actuarial Society of South Africa has also sub- 
mitted a memorandum to the Department of Social 
Welfare and Pensions in which it is maintained that 
the major shortcomings of the existing pension 
scheme system would be overcome if compulsory 
transferability or preservation of pension rights 
were introduced and that it is unnecessary to intro- 
duce a national pension scheme or a minimum con- 
tribution sheme. For those persons who are not 
able to make provision for their old age via the exi- 
isting system it is submitted that old age pensions of 
a satisfactory amount should be borne by the general 
state revenue i.e. income tax, indirect taxes etc. and 
that an adjustment of the present means test is 
sirable to  encourage ~ e o ~ l e  to make ~rovision 

de- 
for - - .  

themselves. 
The alternative proposals are at present being con- 
sided by the authorities. 

(b) As from 1978 the percentage of assets which pension 
funds are compelled to  invest in "approved" fixed 
interest securities i.e. securities issued by the Govern- 
ment, Local Authorities (municipalities) or certain 
statutory organisations (such as those providing 
electricity and water), is 55%. This has made the 
task of pension fund managers, in attempting to 
keep pace with increased liabilities due to inflation 
(which has been running at about 11% per annum), 
that much more difficult. 

(c) The Pension Funds Act was amended in 1976 and 
1977 and is due to be amended again in 1978. The 
main effect of the amendments is to restrict the 
scope of employers' liens on pension benefits which 
were previously allowed. 

(d) During 1977 a memorandum was drawn up by the 
Actuary to the Financial Institutions Office, setting 
out some thoughts on valuation principles in respect 
of the financial soundness of pension funds. A Sub- 
committee of the Actuarial Society of South Africa 
was set up to consider the Memorandum and to draw 
up Guidelines for Pension Fund valuations. The 
Guidelines were discussed at the Actuarial Society's 
Convention held in September, 1977 and, in the 
light of comments made, the Guidelines are in the 
process of being revised by the SubCommittee. 

INSURANCE COMPANIES 

(a) The Report of the Commission of Inquiry into the 
Long-Term Insurance Industry was published during 
1977. 

The main recommendations of the Commission were 
as follows:- 

1. Annual valuations of assets and liabilities should 
be performed on a basis prescribed by regulations 
from time to  time. 



In addition insurers should make annual valua- 
tions on bases appropriate to  their particular cir- 
cumstances (referred to as "proper valuations"). 

The prescribed valuations would be available 
for inspection by the public but the proper 
valuations would be confidential between the 
insurer and the Registrar of Insurance. 

The powers of the Registrar of Insurance should 
be widened and to assist him in this regard a 
Standing Advisory Committee on Long-Term 
Insurance should be established. The Standing 
Committee has in fact now been established 
and consists of various representatives from the 
Insurance Industry, a Consulting Actuary and 
the Registrar of Insurance. 

The principle of compulsory investment in 
prescribed securities should be reviewed. 

The only form of investment-linked-policy that 
should be allowed is a policy under which 
certain benefits are linked to the value of specific 
assets held by the insurer and allocated to  a 
special portfolio for this purpose and insurers 
should be prohibited from guaranteeing the 
amount payable on maturity or surrender under 
a linked policy. 

The possibility of prescribing reserve require- 
ments in respect of terminal bonuses should be 
considered. 

Insurers should only be allowed to sell "guaran- 
teed renewable" long term disability policies as 
opposed to  "fixed premium" policies. 

Broking firms should be registered and sales 
employees of insurers and broking firms should 
be licensed. 

Banks and other registered financial institutions 
should be prohibited from using their position 
as suppliers of credit to require clients to make 
use of their associated insurance companies or 
broking services. 

The Registrar should have the power to prohibit 
misleading advertisements and sales material. 

The existing tax formula, whereby insurers are 
taxed at  the company rate (currently 43% ex- 
cluding a 6% repayable loan levy) on 30% of 
their investment income (other than that relating 
to approved pension and retirement annuity 
funds and annuities in course of payment) 
should be maintained. 

Before approving the appointment of a new 
actuary by an insurer, the Registrar should be 
furnished with certain information by the 
previous actuary. 

The appointed actuary of an insurer should 
not be allowed to  serve on its board of 
directors. 

The Report was extensively discussed at the Actuarial 
Society's Convention in September, 1977, and a 
number of Sub-committees have been set up to  
consider various aspects of the Report. 

(b) A fairly stringent statutory basis for the valuation 
of Long-Term Disability Business has been intro- 
duced. 

The bases are briefly as follows: 

Mortality : S.A. 195642 Ultimate tables 
less 3 years. 

Morbidity : 1964 Commissioners Disability 
Tables. 

Interest : 4%% per annum for active 
lives and 6% per annum for 
disabled lives. 

Zillmer : The shorter of 1 year or 
1120th of the actual premium 
paying term. The modified 
net premium to  be not more 
than 85% of the office 
premium. 

Contingency 
Reserve : For guaranteed premium 

business: The maximum of 
R250.000 or 50% of retained 
office annual premiums or 
25x the maximum retention 
of annual income benefit per 
policy. 

For adjustable premium 
business: 60% of that appli- 
cable to guaranteed premium 
business. 

(c) As a result of failure on the part of the Life Offices' 
Association to reach agreement on  limits on com- 
mission payable by the industry, maximum rates 
were laid down by the Registrar as follows:- 

1. Regular premium business 

(a) Retirement annuity assurances: 

(i) First year's commission of 3% x n x P, 
subject to  a maximum of 75% of P; 

(i) Renewal commission, which discounted 
at 15% per annum to the commence- 
ment of the second year does not 
exceed 33113% of (i); (where n = the 
term of the policy limited to the 
greater of 10  and 66 minus age next 
birthday at  entry, and P = the office 
annual premium). 

(b) All other assurances (including term 
assurances): 

(i) 3%% x n x P with a maximum of 85% 
of P; 

(ii) Renewal commission, which discounted 
at 15% per annum to  the beginning 
of the second year does not exceed 
33113% of (i); 

Here n is the term of the policy limited 
to  the greater of 1 0  and 75 minus age 
next birthday at  entry. 



2. Single Premiums business 

(a) Immediate annuity policies; 

(i) No commission in the case of tied 
annuities under retirement annuity or 
pension funds; 

(ii) %% of the consideration in the case of 
compulsory purchases under untied 
retirement annuity and pension funds; 

(iii) 1%% of the consideration in the case 
of other annuities. 

(b) Term Assurance; 

7%% of the single premium. 

(c) All other single premium assurances; 

295% of the single premium. 

3. Pension and group schemes 

For the first R25.000 of annualised contri- 

butions, 5% of contributions, for that portion 
between R25.000 and R50.000, 3%, for that 
portion between R50.000 and R200.000, 2% 
for that portion in excess of R200.000,1%. 

In addition to the above a setting up com- 
mission for a new scheme is allowed, not 
greater than R600 or 5% of the f i s t  year's 
contributions, whichever is the lesser. 

The above limitations on commissions apply 
specifically to insurance brokers. There is 
meant to be the principle of equivalence of 
reward in that a full-time agent should not 
earn more than a broker, but there is as yet 
no indication that this equivalence will be 
enforced. The limitation of commission has 
had a substantial impact on brokers and as a .  
result some life brokers have become full- 
time agents. 


