Actuarial Society of South Africa

EXAMINATION

28 October 2013 (am)

Subject A302 — Communications

Time allowed: Three hours

INSTRUCTIONS TO THE CANDIDATE

1. Candidates will be issued with instructionsdg-In using a password (which you will be provided
with at the exam center).

2. Enter all the candidate and examination detatlthe beginning of each question Ensure that your
Candidate number appears at the top of each pagdéthin. [Select “Insert”, then “Header”, input
your candidate number on blank header templatesahect “Close Header”].

3. Save your work continuously throughout the examyour computers’ hard drive that you have
been provided.

4. You have 15 minutes at the start of the examimat which to read the questions. You are strgngl
encouraged to use this time for reading only, batea may be made. You then have three hours to
complete the paper.

5. You must not start typing your answers untitfrircted to do so by the invigilator/supervisor.

6. Mark allocations are shown in brackets on exapqps.

7. Attempt all questions, beginning your answegdaoh question on a new page.

8. Candidates should show calculations where thappropriate.

9. Candidates are required to do a word count.

Note: The Actuarial Society of South Africa will not be held responsible for loss of data where
candidates have not followed instructions as set out above.

AT THE END OF THE EXAMINATION

Save your answers on the hard drive.

In addition to this paper you should have availathie 2002 edition of the Formulae
and Tables and your own electronic calculator fritva approved list.
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Question 1

You recently resigned from an actuarial consultafirey to take up a position as a lecturer at RTG.
One of the conditions of employment at RTG is thambership of their retirement fund is
compulsory.

RTG contributes 15% of your monthly pensionablesato the RTG Retirement Fund each month.
Pensionable salary is set at 75% of an employeessgnonthly income.

You received an e-mail, dated 1 October 2013, ftbemRTG Retirement Fund. An excerpt of the
contents is as follows:

Members will have the opportunity to make additiomember contributions of up to 5% of their
pensionable salary from 1 January 2014.

Members should note that additional contributiores made by the member and not, as is the case
with existing contributions, by the employer. Thage therefore made on an after-tax basis as an
ordinary salary deduction.

No administration fees will be levied on additionamber contributions. Investment charges will be
levied on the additional member contributions.

The country in which RTG operates has a tax sda¢ varies according to income. No tax is
recovered from those with a gross total income thas $120 000 a year. A tax rate of 25% is
applied to the taxable income of those with a gtosal income between $120 000 and $300 000
(inclusive) a year. A tax rate of 40% is appliedthe taxable income of those with a gross total
income in excess of $300 000 a year.

There are three categories of employees at RTGreTare prescribed gross monthly income bands
for each category, as follows:

Employee Category Income band (monthly) Minimum age Maximum age
Support staff $3 000 to $4 500 20 65
Administrators $10 000 to $15 000 20 65
Lecturers $30 000 to $50 000 25 65

An alternative to making additional contributiomsthe RTG Retirement Fund is for an individual to
contribute monthly to a retirement annuity. Suohtdbutions enjoy a special tax status, in thath
are excluded from taxable income and do not incyr @her tax pre-retirement. This special tax
status is limited to contributions of up to 15%noh-pensionable salary.

PLEASE REMEMBER TO SAVE
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T Woodard’s research paper, entitlethé impact of administration fees on retirementirgzs/,
states that administration fees charged by retiltraanuity providers eat into retirement savings.
This results in a reduction in retirement benefithe effect of these fees is larger for shorteiops

of regular contributions than for longer periodehe effect of fees is illustrated by calculating th
equivalent reduction in monthly contributions, whiaould be 30% for those contributing for 20
years and 18% for those contributing for 40 years.

In the light of this article, you feel that it isiperative for the trustees to recommend that som® R
employees receive individual advice before decidinglace any additional retirement savings in the
RTG Retirement Fund. After considering your cirstamces, you have decided to invest 3% of your
monthly pensionable salary in a retirement annuity.

Draft an email of 450 to 550 words explaining yooncern to Koos van Rooyen, a colleague from
the Agricultural Department who is Chairman of Bmard of Trustees of the RTG Retirement Fund.
Explain logically why you feel that certain staffembers would be better off investing additional
retirement savings in a retirement annuity thanRMh& Retirement Fund.

The only differences that need to be considereddsst paying additional contributions to the RTG
Retirement Fund and investing in an individualregtient annuity are the relative tax treatment of
such payments and the administration costs.

Notes:
* Post retirement income from any source is taxglersame manner.
* Assume that any additional contributions will bedm@n a regular basis until retirement.
[50]
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Question 2

You are an actuary working in a non-traditionaldieho has not written the statutory exams required
to give actuarial advice. However, that does tap family and friends from asking for your opinion

Mrs Good, one of the secretaries at your firm, mgeasked what she should do with about R20 000
of ‘spare’ money that she has available to invé&tu successfully redirected the question. Thd nex
day she asked “What does investment risk mean? |@&er lose everything | have invested?”
Questions on RSA Retail Savings bonds came two ldasts

You now have some spare time and wish to provideerimformation than office chat has allowed so
far. You have decided to compile and e-mail tofaet sheets on various types of investments. You
decide to start with RSA Retail Savings Bonds (RSBs

Draft a fact sheet on RSBs of between 450 and 56@sv Create a table comparing the main
features of RSBs at the end of the fact sheet.

The draft should briefly cover RSBs’ income, costscessibility of invested capital, maturity
proceeds and default risk. You are still contertipdahow to state and compare expected returns on
the various instruments. Exclude this informafi@m your draft.

You have downloaded various excerpts of informafiem the government's RSA Retail Savings
Bonds website:

To finance the government's budget deficit, theidvatl Treasury issues various types of financial
instruments to the capital and money market. loresincluding individuals, may buy Fixed Rate|or
Inflation Linked Retail Savings Bonds. Capital amtome proceeds are guaranteed as such
instruments are tied to the South African governmen

Fixed Rate Retail Savings Bonds earn a marketaeéléiked interest rate and bi-annual interest is
payable on the interest payment dates until matubifferent interest rates apply to each of the
maturities in the series consisting of 2-year, 8ry@nd 5-year terms.

Capital amounts invested in Inflation Linked Ret@dvings Bonds are inflation adjusted over [the
term, and a floating interest rate (derived from government inflation linked bond yield curve)| is
payable every 6 months on the interest paymensdaide capital amount is inflation adjusted |bi-
annually on the interest payment dates until migturinterest is payable until maturity. Bonds3af
year, 5-year or 10-year maturity are issued. Tdte df issue is termed the base date.

Interest rates for RSA Retail Savings Bonds areeprrioff the RSA Government Bond vyield curye.
New interest rates for Fixed Rate Retail Savingsd3care determined by interpolating the equivalent
yields of the 2-year, 3-year and 5-year governrbends on the last business day of each month.| The
interest rates of new Inflation Linked Retail SaygrBonds are based on 3-year, 5-year and 10+{year
government inflation linked bonds on the date sties
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For Inflation Linked RSBs, interest payments arerined according to the following formula:
C,_. .
(5) xindexratio

‘c’ is the coupon rate
‘index ratio’ is the reference Consumer Price Index on the lzdion date divided by the base rg
Consumer Price Index

Investors in Fixed Rate RSBs may choose not tdwedbeir interest payments on the payment da
but rather to reinvest the payments. Such reinvastsnthen form part of the capital balance
attract interest at the same rate as the capitaliam This option is not available for Inflatioimnked
RSBs. Investors have the option of reinvestingaimmunt due to them on maturity in any RSB;
the prevailing interest rate.

An investor may make a withdrawal of his/her cdtance afted2 months from the base date.
penalty is imposed on the withdrawal amount. Theatig is equal to approximately the last inter
payment made and will be deducted from the withdfaamount before being repaid to an inves
Payment of the remaining withdrawal amount will imade into the investor's designated bg
account within 20 business days of the date ofipeoé the application.
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There are no charges, commission or costs asseigtte RSB investments.

Notes:
1. You looked at the above Government excerpts on thebsite and decide to re-write these
that they'll make sense to a lay investor like \&@od.

SO

2. You may assume that the final interest payment cidés with the maturity date of the

investment.

3. You may assume that the only technical aspecteofabt sheet that Mrs Good understands is the

term ‘consumer price inflation’ as you have presglyiexplained it to her.
4. Do not include any facts not provided in the abbug.
5. Do not create items in the summarising table neeced in the above box.
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