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QUESTION 1 

You are the valuator to Fund X that provides defined contribution benefits to its 4 000 members 

on retirement and resignation. The normal retirement age is 65 years and the total contribution 

towards the fund credit is 15% of pensionable salary. The Employer pays an additional 

contribution to cover the cost of risk benefits and the administration of the fund. 

On death before normal retirement age the following benefits are payable: 

• A lump sum of 3 times annual pensionable salary 

• Spouse’s pension of 1% of final salary for each year of total service. 

On disablement before normal retirement age the following benefits are payable: 

• A lump sum of 2 times annual pensionable salary 

• A pension of 2% of final salary for each year of total service. If the member is married 

at date of disablement, a spouse’s pension of 50% of the member’s pension applies if 

the member pre-deceases the spouse. 

Total service is the period from which the member commenced service in the fund up until the 

end of the month of their 65th birthday. Final salary is the average annual pensionable salary 

over the last completed 12 months prior to the date of death or disablement. All pensions are 

payable for the life of the member or spouse, as applicable. 

The death and disability benefits are insured with an insurer. When a claim arises the capital 

value of the benefit is paid to the fund. The fund then pays the lump sum and qualifying 

pensions.  

i. Describe in detail the most common types of death and disability benefits provided to 

members of defined contribution retirement funds in South Africa and contrast these to 

the Fund X benefits.                       [12] 

 

ii. Suggest a historical reason that could have led to the risk benefit structure of Fund X.

                   [1] 

Fund X has recently undertaken a rebroke of its risk benefits. In respect of the disability 

benefits, all the insurers applied a cap to the capital value they will pay out in the event of an 

individual claim. The highest cap was R11 million. 

iii. Outline possible reasons as to why the insurers have applied a cap.           [2] 

 

iv. Outline how you would determine the value of the disability benefits and if they exceed 

the cap. Include the following in your answer:  

• The data you would need 

• The main actuarial assumptions you would make 

• The method you would use          [7] 
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v. Outline any data or timing challenges you are likely to encounter in performing the 

calculations in iv) which will result in these being an approximation at the date of 

calculation for insurance purposes. State how you might address these.   [5] 

 

vi. Discuss what the Trustees of Fund X should consider in respect of those members whose 

disability benefits exceed the cap, and recommend possible courses of action.            [4] 

 

Based on the most recent valuation data that you have (6 months old) you conservatively 

estimated that the value of the disability benefits of about 18 members potentially exceeds the 

cap. The Trustees want to look at the option of using part of the surplus in Fund X to set up a 

risk reserve that will allow the cap on the disability benefit to be increased from R11m to R14m. 

 

vii. Briefly explain how you could determine such a risk reserve.           [2] 

The Trustees finally decide to increase the cap to R14m, R3m being met from the risk reserve. 

For members whose disability benefit exceeds the R14m cap, their benefits will be reduced so 

that the value is equal to R14m. 

 

viii. Set out what you would advise the Trustees to communicate with the affected members. 

                              [4] 

 

[Total 37] 
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QUESTION 2 

You are the actuary to a large defined contribution pension fund. The fund offers benefits on 

retirement at age 65, and pre-retirement death and disablement benefits. The fund’s default 

investment offering is a lifestage portfolio that transitions members to more conservative 

investment portfolios from age 57. 

Most fund members are invested in this default. Members who opt out of the default have the 

option to invest in a wide range of alternative portfolios, including offshore investments, within 

the prevailing regulatory limits. At retirement, members choose between a living annuity or a 

life annuity, both of which are provided outside of the fund.  

i. Outline a possible structure of the lifestage portfolio offered by the fund.   [2] 

 

The sponsoring employer of the fund has been severely affected by an ongoing national 

recession and has announced that it is undertaking a retrenchment exercise that will impact 

members of the fund older than 55 years. 

 

ii. Discuss the risks the retrenchment exercise introduces for affected members in respect 

of the retirement and risk benefits provided by the fund. Include risks before retirement 

and any additional risks the member faces at retirement. 

               [14] 

[Total 16] 
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QUESTION 3 

The South African retirement fund landscape has undergone a number of significant changes 

in recent years. One of these changes has been a consolidation of the industry into large multi-

employer umbrella funds. 

 

i. Describe the types of umbrella arrangements covered by South African regulations. [3] 

 

ii. Outline the main characteristics of the South African environment that have led to the 

transfer of retirement funds into these large umbrella arrangements.    [6] 

 

You are the senior retirement fund actuary for a large life company which has indicated it is 

planning to launch an umbrella fund targeted at the South African mining industry. The fund 

would offer benefits on retirement, death and disability. You have been requested to assist with 

the establishment of this umbrella fund.  

 

iii. Discuss the key challenges in the South African umbrella fund environment, and how 

these might affect the establishment of this proposed umbrella arrangement.            [10] 

 

iv. Name the major stakeholders that would need to be considered in the establishment of 

this proposed umbrella fund and briefly describe the role of each.             [14] 

  

v. Outline the benefit design considerations for this proposed umbrella fund. Include, with 

justification, your recommendations for the form and level of the benefits to be provided 

by the umbrella fund.                               [14] 

 

[Total 47] 

 

[Grand Total 100] 
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