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QUESTION 1

It’s been five years since the implementation of the 2-pot retirement system on 1 September 2024 and the Board
of Trustees of a large defined contribution industry umbrella fund which offers in-fund pensions is looking back
on the impact this has had on the Fund and its members.

The Fund has recently issued its biannual member benefit statements which include detailed projection statements
for each in-service member. The projection sets out the expected accumulated benefit in each of the 2-pot
components, the likely pension that could be provided through the in-fund annuity as well as the associated net
replacement ratio. The Board has noted that there are mixed reactions to the results shown in these statements
with some complaints from certain groups of members who have complained about reductions in current and
projected benefits.

The Trustees are concerned by these complaints and are also confused as to how the benefit statement projections
could have changed. The fund’s projection model shows that the expected net replacement ratio for a 25-year-old
new entrant has remained unchanged and is above the fund’s 75% target.

You have been asked to assist the Board to address the complaints.

1. Explain the points the Board could make to members in response to the complaints. Include an explanation
of the main factors that could have resulted in the changes in the current benefits and projected benefits

reported over the years.
[14]

A trustee has stated that he believes the introduction of the 2-pot legislation is entirely to blame and that the
legislation is having a negative impact on retirement outcomes. He cannot see how the legislation is expected to
benefit members in the long run.

il. Discuss the points that you would make in your response.
[7]
The Board believes that many of these issues are as a result of lack of understanding by members and poor

communication. In particular, they have noted that members do not understand what impacts their benefits. They
believe that the fund’s communication strategy could be improved to resolve many of these issues.

1. Explain how the Board could develop a communication strategy for the fund, including regulatory
requirements and the various mechanisms that would be used to deliver the strategy.
[10]

One of the Board members has asked your opinion on whether it still makes sense to offer in-fund annuities, in
the context of the current 2-pot legislation.

iv. Draft your response to the Board member’ question.

[5]
[Total 36]
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QUESTION 2

Kesla is a medium-sized employer in the financial services sector, which sponsors a defined contribution pension
fund for all permanent staff. In terms of the rules of the fund, the normal retirement age for employees is 65 years
of age. The default investment strategy for the fund is a lifestage model, and the company’s employee benefits
also include Group Life cover and Income Disability benefits.

Kesla was recently taken over by Obiwon. Obiwon has a normal retirement age of 60 years and wants to
implement this for the Kesla employees as well. The head of Human Resources at Kesla has asked for your
guidance.

1. Comment on the change in normal retirement age and explain the impact on Kesla and its employees.
[10]
ii. Comment on the practical matters Kesla and the Trustees need to take into account to implement this
change.
[13]

The most recent benefit statement at 28 Feb 2025 for the Kesla Pension Fund was based on a net investment return
of 10.0% per annum and annual salary increases, in line with inflation, at a rate of 6% per annum. Pensions at
retirement for all members were assumed to be purchased at an annuity rate of 16.00, which targets for annual
increases in line with inflation.

The Trustees want to understand the impact of the proposed change in retirement age on members’ benefit
statements. As an example, they want you to consider the benefit statement of a new member, aged 30, with a net
contribution rate to retirement benefits of 14.0% of salary, and a projected lump sum at retirement at age 65 of
R2 400 000 in current salary terms. The member’s current annual pensionable salary is R200 000.

iii.  Estimate the impact of the change in retirement age to age 60 on the projected retirement pension of this
member. State any assumptions you make.

[8]

iv.  Comment on the revised contribution rate to retirement required to target a net replacement ratio of 75% of
salary under the new normal retirement age.

[4]

[Total 35]
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QUESTION 3

You are the actuary advising IT Inc on the design of its employee benefit offering. IT Inc is a recently established
South African company specialising in Al. The company is expected to grow rapidly, with a similarly rapid
increase in the number of staff it employs.

IT Inc Human Resources has proposed the following two high level benefit structures to potentially offer to staff.

Benefit Structure A Benefit Structure B

Death benefits Lump sum of 2 X pensionable salary | Lump sum of 6 X pensionable salary
Spouse’s pension of 40% of None
pensionable salary
Child’s pension of 10% of None
pensionable salary, up to a maximum
of 4 children

Disability benefit Lump sum disability benefit of 2x Income replacement benefit of 75%
pensionable salary of pensionable salary

Funeral benefit R 30 000 — benefit provided in R 30 000 — benefit provided in
respect of the main member and respect of the main member and
spouse spouse

IT Inc does not want to carry any risk associated with the provision of benefits and, as such, intends to obtain
insurance for the benefits detailed in the table. The company has agreed to contribute a total of 17% of pensionable
salary towards employee benefits, from which the insurance premiums in respect of the above benefits and all
administration costs will be deducted, with the balance being allocated to retirement savings. For simplicity,
insurance premiums and administration expenses will be converted to single percentages of pensionable salary
respectively, and all members will pay the same percentage in respect of these costs. Staff members will contribute
7% of pensionable salary towards retirement benefits.

1. Outline the legislative (including taxation) environment under which IT Inc’s proposed retirement, death,
disability and funeral benefits would be established.

[8]

ii. Compare the death and disability benefits of the two proposed benefit structures including the
appropriateness for IT Inc.
[14]

As part of its growth strategy, IT Inc is considering opening various offices across the African continent in the
next few years. The company has asked you if it would be able to offer the same benefit structure across all offices.

iii.  Draft the points you would make in response to the company’s question.

[7]
[Total 29]

[Grand Total 100]
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