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QUESTION 1
i.

ii.

What are the common aims that most accounting standards are attempting to achieve
when providing disclosure to owners of capital through a company’s formal accounts?
[2]
In order to achieve these aims, what possible disclosure requirements may be needed?
[4]
[Total 6]

QUESTION 2
You have been asked by the trustees of a defined benefit fund to assist with the introduction
of a commutation option on retirement for members.
i)

ii)

iii)

Describe this option and state the factors to consider in setting the terms for the
option.
[3]
The fund currently has a spouse’s benefit. What is the potential problem that
commutation poses for a member’s partner? How can this be avoided?
[1]
One of the trustees has suggested that a single fixed commutation factor be used for
all members retiring from the fund. What should the trustees consider when deciding
whether to follow this approach?
[8]
[Total 12]

QUESTION 3
You are the actuary to a defined benefit fund sponsored by a large retailer. The financial
director of the retailer has approached you about introducing a new defined contribution fund
for members instead of the defined benefit arrangement.
The defined benefit fund currently has the following assets and liabilities, valued on a best
estimate basis:
Active members

R200 million

Pensioners

R 90 million

Deferred pensioners

R

Total market value of assets

R 330 million

54 million

Active member liabilities are valued using the projected unit method. Pensions are currently
paid from the fund.
PLEASE TURN OVER
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The defined benefit fund does not offer a cash benefit on withdrawal. Members who leave the
employment of the company are required to leave their accrued pensions in the fund, and
these become payable at the fund’s normal retirement age of 60.
i)

ii)

iii)

iv)

v)

What are the scheme design considerations you would advise your client to
consider when setting up the defined contribution arrangement?
[16]
How would you go about setting the total contribution rate to be paid towards
retirement in a new defined contribution fund?
[4]
The financial director would prefer to convert the existing defined benefit fund
into a defined contribution fund. Outline the major factors that would need to be
considered during this conversion process.
[10]
The chief executive office (CEO) of the retailer would prefer to discontinue the
defined benefit fund and set up a new defined contribution fund as she hopes this
will address the problem of the deficit in the defined benefit fund. Briefly outline
your response to the CEO, highlighting the principles to be taken into
consideration when determining discontinuance terms.
[5½]
The trustees of this fund are concerned about the strength of the sponsor covenant
and would like this assessed. List the credit assessment techniques that could be
used.
[3½]
[Total 39]

QUESTION 4
The valuation of a small defined benefit fund has just been completed. At this valuation date,
the market value of assets is R56 400 000. At the previous valuation, exactly a year earlier,
the market value of assets was R34 500 000.
The expected rate of return on the assets allowed for in the basis of both valuations is 8.30%
per annum. Cash flows for the year were net positive into the fund and totalled R14 200 000.
i)

ii)

Calculate the surplus that has accrued in the fund over the year as a result of
investment returns being greater than what was expected.
[3]
Explain the factors that affect how this surplus might be used.
[9]
[Total 12]
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QUESTION 5
Express the attained age standard contribution rate in terms of the projected unit standard
contribution at any age x. What can be deduced from this?
[Total 5]

QUESTION 6
A large, mature defined benefit pension fund currently pays pensions directly from the fund.
The trustees have asked for your advice on the management of the assets and liabilities in
respect of the pensioners.
The most recent valuation of the pensioner liabilities, conducted as at 31 March 2013,
showed the pensioner liability totalled R750 million. As at the previous valuation, conducted
a year earlier, the total pensioner liability was R690 million.
i)

ii)

The trustees are concerned about the change in the value of the pensioner liability
over the year. What are the possible reasons for the increase in the liability?
[4]
The total liabilities of the fund are R 1 360 million as at 31 March 2013, including
both the active member and the pensioner liabilities. The fund has total assets of
R 1 540 million.
The trustees are considering managing the assets in respect of the pensioners
separately from those of the active members.

iii)

a) What risks would the trustees potentially be able to mitigate through this proposed
separation of assets?
[4]
b) What do the trustees need to consider in implementing this proposal? Your
response should include, but need not be limited to, issues related to investment
strategy and the practical implementation of the proposal.
[12]
In assisting the trustees with their decision, you have suggested that an asset liability
modelling exercise be conducted. Briefly describe the outputs from the process that
the trustees can expect.
[6]
[Total 26]
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