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Question 1

The government of Notsofaraway is proposing intodoly a National Insurance Fund. This fund will
provide death benefits of 2 times salary to allkirag citizens on their salaries up to a maximum
benefit of $R100 000 per annum.

In this country, half the citizens work, and hdltttee working citizens belong to their company grou
life plans that supply death benefits. The coshe$e plans varies per industry as follows:

. Deep Sea diamond mining 10 cents per mille
. Manufacturing 5 cents per mille
. Financial Services 1 cent per mille

These are the only industries in the country, dhaaking citizens fall into one of these cate@wi

A consultant has calculated that the national seheith cost 4 cents per mille. You do not have
access to the salary and mortality information betihese calculations.

The government of the country has asked its Acil&ociety for assistance in understanding at a
high level the likely impact the proposed Natiolmsurance Fund will have on the private insurance
industry, the population and employers. They alaat to understand what sort of return on
contributions the citizens of the country will getthe system.

As a newly appointed actuary on a committee ofAtiiarial Society, you have been asked to draft a
letter to the Director General of National Treasiryesponse to these queries. Your letter shoald b
450 words in length.

Notes:

- Membership of the National Insurance Fund is cosgmyl for working citizens — there is no
opt out option

- The calculation of an annual cost per mille woudderformed as follows:

Cost per mille per annum &2ausl premium o 4 45

Sum assured

[50]

PLEASE TURN OVER
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Question 2

You work as a trainee investment analyst in theassh department of a South African bank. Your
team focuses on monitoring the macroeconomic enwiemt of the country.

The Minister of Finance has recently presentedtigget for the 2011 fiscal year. You have been
provided with a commentary article on the budgetrflone of the business papers, and tasked with
presenting a summary of the article to your team.

Draft a presentation of 8 to 10 slides summarigivegkey messages from the attached article.

Notes

1. Your team comprises a variety of investment prodesds, economists, accountants, statisticians
and actuaries.

2. Your presentation must only include material frdra &rticle. Knowledge of the full budget is not
required.

PLEASE TURN OVER
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Budget 2011 — Economic Overview

The budget is a serious attempt to kick-start S# @amew growth path that involves faster and more
labour-absorbing economic expansion. In totaleitates R150bn over three years to promoting jobs

and skills development.

This balancing act comes at a cost, however. Feamnister Pravin Gordhan, though sticking to h
commitment to reduce the deficit gradually overnkgt three years, is now aiming for a deficit of
5,3% of GDP again in 2011/2012 as opposed to & 4riginally budgeted for.

Not only is the budget deficit estimate for thereut fiscal year unchanged, but the deficit in the
years ahead will narrow far more gradually than e planned last October.

The key will be whether SA actually succeeds inidg faster growth through its fiscal stance. SA
chief problem is that on the present GDP trajectprivate sector employment will recover to pre-
crisis levels only by 2014. Government's new gropdith aims to sustain GDP growth at 7% a ye
S0 as to double national income and create 5 mjolesvover the next 10 years.

Thanks mainly to improved Vat and customs duties,2010/2011 budget deficit is R26,2bn small
than treasury thought it would be this time lagiryét is expected to come in at 5,3% of GDP as
opposed to the 7,2% originally budgeted for.

The aim is still to bring the deficit down to be®ve3% and 4% over the medium term, through a
combination of improving revenue and expenditustrent.

“What's important is that we're sticking to our fagt reduction] path,” says head of the budget
office Matthew Simmonds.

Real non interest spending per person has doublerdtioe past eight years, thanks to buoyant gro
and revenue. But those days are over; Gordhantainesluce annual real spending growth to just
under 3% over the next three years.

This is ambitious, given government’s commitmenprtogressively expand social grants, fund
R808bn worth of infrastructure, increase industiiad job- creation incentives, and, ultimatelyl rol
out a National Health Insurance system (NHI).

One of the most shocking revelations is that tHaipservice salary bill has doubled over the past|
five years, from R156bn to R314bn. It now constisud0% of consolidated non interest expenditu

Treasury director-general Lesetja Kganyago conci@degoing to be “a tall order” to keep the
average annual growth in government’s compensailb(which includes the cost of new workers)
down to the 6,3% budgeted for over the next thesgy,

“We must face the fact that for the past two ya@have given civil servants very generous
increases, way above inflation,” he says. “If weiot careful we’ll end up with well-paid doctorscaf
nurses with no medicine to dispense and well-psaghers with no teaching materials.”

What treasury is not prepared to allow is excessi@ge demands that derail efforts to reduce the
budget deficit. Kganyago is emphatic: “If compeimagrowth goes above 6,3% we will have to ¢
elsewhere.”
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Wage pressures, higher interest payments and gpaiatls are together growing so fast that they a
crowding out government’s ability to maintain thecp of capital spending, according to the Budg
Review.

In fact, debt service costs have become the fagtesting item of state expenditure at around 16,5
year-on-year.

The expected rise in state debt costs reversdavbarable trend of the past decade, when lower (
servicing costs freed up resources for expendélsewhere.

Treasury understands that while the higher fiseéicd was the appropriate response during the
downturn, it must reduce the level of borrowingleeseconomy recovers.

National government’s net loan debt is set to tepR1trillion mark next year — up from R526bn
two years ago. By 2013/2014 it is expected to resobind 40% of GDP which, though not high by
Western standards, does not compare favourablymaitiy other developing countries.

Treasury knows that sustainable government debtdeare a condition for creating a growth-frieng
environment marked by low inflation, a low costcapital and a competitive real exchange rate. I
also well aware that any deterioration in the growatlook, interest rates or the budget balancke w
slow the fiscal recovery.

Several commentators were disappointed that nbdurheasures to weaken the rand were
announced. But given the extent to which foreigchaxige controls were relaxed in October and t
fact the rand has depreciated by 10% against thdd& since December, treasury has decided t
wait and see.

Its view is that stepped up foreign exchange puwesdy the Reserve Bank — which totalled a
staggering R53bn during 2010 — have partially dftgevard pressure on the rand, though it is
debatable whether the real driver has been théwutff capital since December in line with a
weakening in global risk appetite.

Government will continue to assist the Bank to augkate foreign reserves when conditions are
favourable and engage in currency swaps to mod#rateffect of capital flows on the exchange ra
but it has not taken the controversial step obimhticing capital controls as some other emerging
markets have done.

Reserve Bank governor Gill Marcus expects thattabfiows into emerging markets will continue
during 2011/2012 and that the issue will remaimabjem for some time.

Though the Bank’s policy of foreign exchange ingmon would continue, Marcus said this was
aimed at smoothing volatility in the exchange ratber than the targeting of any particular lewel! f
the rand. “Given the contrast with what the markight have been positioned for, it is not surpgsi
that the rand strengthened further with the annemnent of the budget,” says Khan.

Treasury has left its macroeconomic projectiongdrunchanged from its October estimates.
Consumer inflation has been revised up slightly2@t1 from 4,7% to 4,9% but treasury (which
appears sanguine about rising international foaxegy still expects CPI to remain within the 3%-6
target band over the medium term.

After averaging 2,8% last year, real GDP growthaw expected to average 3,4% in 2011
(previously 3,5%). Treasury still expects the ecopdo be growing by 4,1% next year and 4,4% if
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2013, supported by improving household consumimhaccelerating investment.
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Over the longer term, tax revenue has to keepgigirfiinance government’s spending commitments.
Gordhan is relying on the tax base to keep growdnigen by economic growth, higher employmen
and improved compliance.

—t

The 2011 budget tax proposals are intended to bro#te tax base, close various loopholes and
improve tax equity. Personal income tax relief 8 n has been granted for bracket creep while
businesses will receive tax breaks to supportsséiivelopment and job creation, particularly for
young workers.

However, budget documents make it clear that ifctimeent mix of tax instruments cannot provide
sufficient resources, changes to tax policy, inclgdigher taxes, will need to be considered.

[50]
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