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Actuarial Valuation  Section 1 - Introduction 

 
 
This report, addressed to the Trustees of the Mastertreads Pension Scheme (the Fund), 
reflects a statutory valuation of the Fund carried out as at 1 March 2004. 
 
The Fund was established on 1 August 1958 to provide pensions and other benefits for 
employees and former employees of the Employers, and for their dependants. 
 
The Fund has several participating employers and displays the characteristics of an Umbrella 
Fund. We have valued the Fund as a whole and did not ring fence the assets and liabilities with 
respect to each participating employer. This is in line with the practice of the Fund since 1984. 
 
The valuation date is also the Surplus Apportionment Date for the Fund. The surplus 
apportionment scheme is submitted together with this report.  
 
Furthermore, this valuation is also based on “best estimate” assumptions, in accordance with 
the surplus legislation. A separate document containing and motivating our company-view of 
“best estimate” assumptions is also enclosed together with this report. 
 
The previous statutory valuation of the Fund was carried out as at 1 March 2001 by Jacques 
Malan & Associates, Consultants and Actuaries.  
 
This valuation has been carried out as at 1 March 2004 with the following main objectives: 
 
? ? to test the Fund’s financial position with regards to benefits which have accrued prior 

to the valuation date, 
 
? ? to test the Employer contribution rate being paid versus that required to be paid until 

the next valuation, 
 
? ? to recommend contingency reserves that are applicable in terms of the surplus 

legislation, and  
 
? ? to determine the value of the Fund’s surplus for the purpose of the surplus 

apportionment exercise. 
 
 
The valuation has been based on audited financial statements for 2004. 
 
It must however be remembered that the valuation in itself is an estimate of the cost of the 
benefits which the Fund provides, based on assumptions regarding the future experience of the 
Fund, and does not influence the actual cost of the benefits.  The experience of the Fund will 
determine the actual cost. 

SECTION 1 - INTRODUCTION 
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Actuarial Valuation  Section 2 – The Inter-valuation Period 

 

 
2.1 Employer Contribution Rates 
 

The Employer contributes to the Fund at a rate of 0,1% of total Pensionable Salaries in 
addition to reinsurance premiums paid to Old Mutual in respect of a separate disability 
scheme. 
 

2.2 Changes in Benefits 
 

There were no changes made in the benefits during the inter-valuation period.  
 
In determining the Fund’s liabilities, this valuation has taken into account the Prescribed 
Minimum Benefits due to members at withdrawal. The implementation of the Prescribed 
Minimum Benefits at withdrawal is effective no later than 1 March 2005, in accordance 
with the legislation. 
 
A summary of the main provisions of the rules of the Fund as they affect the valuation is 
given in Appendix 3. 

 
2.3 Discretionary Increases in Benefits 
 

The following discretionary pension increases have been granted during the inter-valuation 
period: 

 
Date    Increase 
1 March 2001    8,5% 
1 March 2002   9,0% 
1 March 2003   8,0% 
1 March 2004   9,0% 

 
The above increases have been granted pro-rata where a member has been on retirement 
for less than a full year, with a minimum increase of R10 p.m. being granted in 2001, 2002 
and 2003 and with a minimum increase of R50 p.m. being granted from 1 March 2004. 
The 1 March 2004 pension increase has been taken into account for the purposes of this 
valuation. 
 

2.4 Reinsurance Premiums 
 
 The reinsurance premiums paid to Old Mutual in respect of death in service benefits have 

been as follows over the valuation period: 
 
 1 September 2000 – 31 August 2001  R0,381 per R1 000 cover per month 
 1 September 2001 – 28 February 2004  R0,310 per R1 000 cover per month 
   

The reinsurance premiums paid to Old Mutual in respect of the separate disability scheme 
have been as follows over the valuation period: 
 
1 November 2000 – 31 August 2001  2,084% of salary 
1 September 2001 – 28 February 2004  1,85% of salary 

SECTION 2 - THE INTER-VALUATION PERIOD       
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Actuarial Valuation  Section 3 - Summary of Results and Recommendations 

 

 
The main results of the valuation are summarised below.  These, the funding method and the 
actuarial assumptions are considered in more detail in subsequent sections. 
 
Figures are given for the previous valuation for comparative purposes. 
 
3.1 Accrued Liabilities 
 

The Fund’s financial position in respect of benefits related to service prior to 
1 March 2004 is as follows: 
 01/03/04 01/03/01 
 R’000’s R’000’s 
Actuarial Value of Assets 85 363 69 739 
Value of Liabilities 43 373 30 530 
Surplus 41 990 39 209 
Level of Funding 197% 228% 

 
The level of funding, that is the ratio of the actuarial value of the Fund’s assets to that 
of its accrued liabilities, has decreased since the previous valuation. A detailed 
explanation of the change in the surplus is given in Section 9. 

 
3.2 Total Contribution Rate 
 

The Employer contribution rate required to fund future benefits is made up as follows: 
 

 Percentage of Pensionable Salaries 
 01/03/04 01/03/01 
Funded Benefits   6,1%   6,9% 
Group Life Assurance   2,2%   2,7% 
Provision for Expenses   3,2%   6,7% 
Total 11,5% 16,3% 

 
In addition the Employer contributes 1,85% of salary roll towards a separate disability 
scheme (2,084% of salary as at previous valuation). 
 
The reduction in the provision for expenses is mainly due to our exclusion of the 
investment administration costs for this purpose, as we deducted those investment 
expenses from the investment return earned by the Fund’s assets. 
 
3.3 Recommendation 
 
Even though the required contribution is 11,5% of Pensionable Salaries at the 
valuation date, the Employer can continue to contribute at a rate of 0,1% and fund the 
balance of the required contribution from the substantial investment returns of the 
Fund. This practice is however subject to the interim valuation results of the Fund as at 
1 March 2005 as agreed with the Trustees. 

SECTION 3 - SUMMARY OF RESULTS AND RECOMMENDATIONS 
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Actuarial Valuation  Section 4 - Membership 

 

 
The valuation has been based on data supplied by the Fund’s Administrators. 
 
The following measures were taken to ensure completeness and accuracy of data: 
 

- We reconciled the membership of both active members and pensioners over the 
valuation period.  

- We verified the adequacy of the accumulated contributions of the active members since 
the last valuation. 

- We verified that all member details (e.g. gender, date of birth, Date of Pensionable 
Service) were consistent with the previous valuation.  

- We performed reasonability checks on the items in the financial statements against the 
individual member data provided. 

 
We have examined the accuracy of the data supplied and are satisfied as to the reliability 
thereof. 
 
4.1 Active Members 
 

A brief summary of the active membership data on the valuation date is set out below: 
 
 
 
Category 

 
 

Number 

Annual 
Pensionable 

Salaries 

Average 
Annual 
Salaries 

Salary 
Weighted 

Average Age 
 
Males (monthly) 

 
42 

 
R   7 347 275 

 
R174 935 

 
47 yrs 11 mths 

 
Males (weekly) 

 
65 

 
R   1 214 970 

 
R  18 692 

 
42 yrs 1 mth 

 
Females (monthly) 

 
100 

 
R   8 414 918 

 
R  84 149 

 
45 yrs 8 mths 

 
Females (weekly) 

 
48 

 
R      532 064 

 
R  11 085 

 
36 yrs  0 mths 

Total 255 R17 509 227 R  68 664 46 yrs  1 mth 
 

Included in the figures for Males (monthly) are three senior executive members. There 
are currently four members receiving disability benefits and are included in the active 
membership. Furthermore, one member on temporary absence has been included in the 
active membership. 
 
At the previous valuation there were 241 active members with Pensionable Salaries 
totalling R15 337 825 per annum, and a salary weighted average age of 44 years 
10 months. 
 
 
 
 
 
 

SECTION 4 - MEMBERSHIP 
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Actuarial Valuation  Section 4- Membership 

4.2 Pensioners 
 

On the valuation date there were 59 pensioners in receipt of pension payments 
amounting to R1 083 000 per annum. Included in the pension amount is an ex-gratia 
pension of R96 000 per annum. The Employer meets the cost of this pension. At the 
previous valuation there were 55 pensioners in receipt of pension payments amounting 
to R736 517 per annum. 

 
A more detailed breakdown of the membership and how the membership reconciles to 
the previous valuation is set out in Appendix 1. 

 
 



Mastertreads Pension Scheme   Page 8 

 
Actuarial Valuation  Section 5 – Assets of the Fund 

 
5.1 Market value of Assets 
 
 As at 1 March 2004 the market value of the Fund’s investments was as follows: 
 

Investments Market Value 
R’000 

% of Total 
Investments 

Fixed Property R   8 100   9,0% 
Bonds R 11 763 13,0% 
Shares R 46 321  51,3% 
Mortgage Bonds R   2 198   2,4% 
Offshore Fund R   4 452   4,9% 
Sub-Total R 72 834 80,6% 
Cash Assets R17 508 19,4% 
Total Investments R 90 342 100% 

 
 Fixed Properties have been taken at market value, as valued and motivated by the Trustees 

of the Fund.  Shares have also been taken at market value. 
 
 Certain adjustments are required to these assets to take account of sundry debtors and 

creditors as at the valuation date: 
 R’000 
Plus Sundry Debtors R     359 
Less Sundry Creditors (R 1 788) 
Net Current Assets (R 1 429) 

 
 Thus the total market value of the Fund’s assets as at 1 March 2004 was: 
 

 R’000 
Total Investments R90 342 
Less Net Current Assets 
Plus other assets 

(R 1 429) 
R       7      

TOTAL R88 920 
 

The Sundry Creditors figure is different to the one reflected in the financials. The above 
figure includes R745 in respect of an additional pension payment not yet paid from the 
Fund, as well as R202 527 in respect of two benefits not yet paid as at 1 March 2004. 

 
5.2 Actuarial value of Assets 
 
 To determine the actuarial value of the assets, we discounted expected earnings (i.e. 

interest, dividends and capital profits) at 10% per annum.  We assumed that 65% of the 
total market value of assets was notionally invested in the JSE-Actuaries All Share Index, 
assuming a dividend growth rate of 6,5% per annum. Our assumption for the dividend 
growth rate is motivated in a separate document on our company-view of the “best-
estimate” assumptions. This report is submitted together with this report. 

 

SECTION 5 - ASSETS OF THE FUND 
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Actuarial Valuation  Section 5-Assets of the Fund 

 This assumption differs to the expected earnings of 12% p.a. and the dividend growth rate 
of 8,5% p.a. assumed in the last valuation. This change is further discussed in the next 
section.  

 
 The remaining assets (35%) were assumed to be invested in fixed interest securities and 

were valued at 100% of market value. 
 
 The value thus calculated, to take account of fluctuations in the market value of the 

underlying assets, amounts to 96% of market value. Thus the total actuarial value placed on 
the assets for the purposes of the valuation amounts to R85 363 000. This implies an 
Investment Reserve of R3 557 000. 

 
 Taking all cash flows into account, the estimated investment return on the market value of 

the assets, net of tax and investment costs, is 7,4% p.a. over the valuation period. The 
estimated return on the actuarial value of the assets is 9,4% p.a.. 

 
 It must be noted that the Investment Reserve calculated in this section will be included in a 

new Solvency Reserve, as recommended in section 10 of this report. This is discussed 
further in our separate report on Contingency Reserves.  

 
5.3 Appropriateness of the Fund’s Investments 
 

It is important that the investments match the liabilities of the Fund in terms of the nature 
and the remaining term of the liabilities. 

 
 The investments of the Fund are managed by the Employer. 
 

Liabilities that do not increase with inflation are best matched by assets which have known 
income payments and maturity values, like cash and fixed interest securities. Liabilities that 
increase with inflation (salary and pension increases in this case) are best matched by 
growth assets, like equities and property.  
 
The surplus in the Fund is also best matched by growth assets, like equities and property, 
since these assets have historically outperformed all other asset classes. 
 
The Asset-Liability match is summarised in the table below: 
 

 Total Assets at 
Valuation* 

Actuarial 
Value 

Liabilities 
(excl. surplus 
or reserves) 

Fixed Interest Securities and 
Cash 34.8% 35% 43% 

Equities, Offshore and Property 65.2% 65% 57% 
* This represents the total assets matching the liabilities, the reserves and the surplus of the Fund on the 
valuation date. 
 
From the above table, the current structure could represent a mismatching risk. However, 
in the light of the current large reserves, this risk does not threaten the solvency of the 
Fund. This will however be reviewed at the next valuation, once the Surplus 
Apportionment Scheme has been implemented.  
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Actuarial Valuation  Section 5-Assets of the Fund 

Taking the above into account, we are therefore satisfied that the current asset mix is 
appropriate for the Fund’s current liabilities on the valuation date. 
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Actuarial Valuation                                              Section 6 –Valuation of Liabilities: Methods and 
Assumptions 

 

 
 
6.1 Valuation Method: Funded Benefits 
 

The Fund’s financial position and the required Employer contribution rate have been 
determined using the projected unit funding method. 

 
Under this method the present value of all benefits accrued at the valuation date, based 
on projected Pensionable Salaries for active members and allowing for expected 
withdrawals and deaths, is calculated and is compared with the value of the Fund’s 
assets. 

 
The objective is to aim for a funding level, which is a ratio of the value of the Fund’s 
assets to that of the accrued benefits, equal to at least 100%. 

 
The required contribution rate for funded benefits, expressed as a percentage of total 
Pensionable Salaries, is obtained by dividing the present value of all benefits which will 
accrue in the year following the valuation date (by reference to service in that year and 
projected final salaries) by the present value of total Pensionable Salaries in that year. 

 
The projected unit funding method is suitable for schemes where the structure of the 
membership, particularly with regard to age and sex distribution, is likely to remain 
stable. 
 
The previous valuation was conducted using the same valuation method. 
 

6.2 Valuation Method: Death Benefits 
 

The death benefits granted are currently reinsured on a current cost basis, whereby the 
premiums charged by the re-insurer are based on the expected claims experience of the 
Fund and the Insurer’s underlying premium rates. 

 
The cost of the reinsurance will fluctuate in line with any changes in the salary 
weighted average age of the Fund. 

 
6.3 Actuarial Assumptions 
 

This valuation is based on “best-estimate” assumptions, as prescribed in 
Circular PF 117.  
 
A “best estimate” assumption has the following characteristics: 

- realistic 
- depends on the nature of business concerned 
- guided by past experience, modified by knowledge/expectation of the future 
- includes no deliberate margins for conservatism 

 
The Fund’s main “best estimate” assumptions, as used in this valuation, are reviewed 
below. A summary of all assumptions is given in Appendix 2. A separate report on our 

SECTION 6 - VALUATION OF LIABILITIES: METHODS AND ASSUMPTIONS 
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Actuarial Valuation                                               Section 6 –Valuation of Liabilities: Methods and 
Assumptions 

company-view of such assumptions has been enclosed with this valuation report. It 
includes further motivation on the use of these “best-estimate” assumptions and on the 
methods used in deriving them. This valuation must hence be reviewed with reference 
to this separate report. Therefore please refer to the report on our company-view of 
“best estimate” assumptions for further details on any of the items below. 

 
6.3.1 Rate of Interest 

 
It was assumed that the Fund’s investments would yield 10% per annum before 
retirement and 5% per annum after retirement. 

 
(a) Pre-Retirement Rate of Interest 
 
In the last valuation, the expected future earnings were assumed to be 12% but we 
have revised this in order to be in line with the current expectations.  
 
As described in our company-view report on “best estimate” assumptions, we have 
formed the opinion that a long-term average annual investment return of Consumer 
Price Inflation (CPI) + 5% is appropriate for Mastertreads Pension Scheme.  
 
Based on our separate “best estimate” assumption report, a best estimate of CPI as at 
1 March 2004 would fall in the range of 4.74% (as per our first method) and 5,695% 
(as per our second method). Hence, we have assumed pre-retirement investment return 
to be CPI + 5% p.a. for this valuation.  
 
Hence, we have deemed 10% investment return prior to retirement to be adequate. 
Prior to retirement, this rate is considered reasonable relative to the rate of salary 
increases adopted. 
 
(b)  Post-Retirement Rate of Interest 
 
In order to make some allowance for increasing pensions in the future, the interest rate 
adopted in the valuation calculations was 5% per annum in respect of the period after 
each member’s retirement.  The effect of this measure is that if in a particular year, for 
example, the Fund earns 10% on its investments then the Fund can grant a 5% increase 
in pensions payable from the Fund without any financial strain on the Fund.  
 
This post-retirement interest rate remained unchanged since the last valuation.  
 

6.3.2 Salary Increments 
 
It was assumed that salaries would increase at the rate of 8% per annum (11% per 
annum in the last valuation). 

 
We have determined this as follows: 
 

General salary increases (as per company-view) CPI + 1,5% (hence 6,5%) 
Adjustment for Mastertreads Pension Scheme  1,5% 
Total salary increment per annum   8,0% 
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Actuarial Valuation                                               Section 6 –Valuation of Liabilities: Methods and 
Assumptions 

The adjustment for 1,5% includes a constant increase parameter in respect of 
promotional/merit salary increases. Furthermore, based on the last 5 years, the 
Mastertreads Pension Scheme granted salary increases above the general CPI + 1,5%.  
 
This salary increment was determined in accordance with our company-view of “best 
estimate” assumptions and is considered to be a reasonable long-term assumption in 
relation to the interest rate adopted prior to retirement. 

 
 
6.3.3 Withdrawal Rates 

 
The impact of withdrawals is an important item of experience that will normally have a 
large possible impact on the emergence or decrease in surplus. 
 
However, due to the new Prescribed Minimum Benefits endorsed by the Fund from 
1 March 2005, the effect of withdrawals is greatly reduced. This is especially true for 
the Mastertreads Pension Scheme, whereby the Prescribed Minimum Benefit payable at 
withdrawal is, most of the time, larger than the current withdrawal benefit. 
 
Therefore, the assumed rates of withdrawal have remained unchanged since the last 
valuation and are set out in Appendix 2. Due to the small size of the Fund, this 
assumption is not based on the analysis of the actual past experience of the Fund, but 
on standard total experience. 
 
 

6.3.4 Prescribed Minimum Benefits 
 

In accordance with the surplus legislation, a minimum reserve was set up for each 
member in the Fund (including non-contributory members), the determination of which 
is set up in Appendix 2.   
 
We also allowed for the payment of Prescribed Minimum Benefits in the event of 
future withdrawals from the Fund. For this purpose, we assumed a long-term earnings 
yield of 8% p.a. 
 
 

6.3.5 Mortality 
 

In the past, the following mortality tables were used in the calculation of liabilities: 
 
Pre-retirement  : SA72/77ult 
Post-retirement : PA (90) ult. 

 
We believe that the pre-retirement mortality table used is adequate for the purpose of 
this valuation. We further believe that an explicit adjustment for HIV/AIDS is not 
appropriate for this Fund, whose pre-retirement mortality has been relatively low. 
However, the view on HIV/AIDS adjustments should be reviewed at every valuation. 
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Actuarial Valuation                                               Section 6 –Valuation of Liabilities: Methods and 
Assumptions 

The post-retirement mortality previously used needs to be adjusted to take account of 
the longevity improvements generally experienced among pensioners. Referring to our 
company-view, we have categorised the Mastertreads Pension Scheme as having low 
average annual salaries per member (R68 664 p.a. at 1/3/2004) and low average annual 
pensions per pensioner (R17 017 p.a. at 1/3/2004).  
 
Hence, we have adjusted the mortality rates from table PA(90) ult. by rating ages 
down by one year.  
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Actuarial Valuation  Section 7 - Valuation Results: Past Service 

 
The Fund’s financial position in respect of benefits related to service prior to 1 March 2004 
can be summarised as follows: 
 
7.1 Active Members 
 
   Past Service Liabilities  

 Number Annual 
Salaries Retirement Withdrawal Minimum 

Benefit 

Total 
(incl Min 

Benefits) * 
Males (Monthly) 42 R  7 347 275 R16 600 362 R  225 796 R17 463 531 R17 817 351 
Males (Weekly) 65 R  1 214 970 R  1 185 745 R  124 187 R  1 442 764 R  1 442 764 

Females (Monthly) 100 R  8 414 918 R11 479 115 R  293 398 R12 579 094 R12 680 769 
Females (Weekly) 48 R     532 064 R       25 997 R      7 476 R       37 394 R      37 394 

Total 255 R17 509 227 R 29 291 219 R 650 857 R31 522 783 R31 978 278 
 
* The Total Past Service Liabilities were calculated by adding, on an individual basis, the 
greater of: 
 
- the Actuarial Reserve (i.e. the sum of the Retirement and Withdrawal columns) and 
 
- the prescribed Minimum Benefit based on the JSE All Share’s earning yield as at the 
valuation date.  
 
In addition to the above, three members have brought additional transfer amounts into the 
Fund.  The cost of refunding these amounts, on death or withdrawal, amounts to 
approximately R10 000. 
 
7.2 Pensioners 
 
 Number Annual Pensions Liability 
Retirees 25 R   589 859 R 5 190 372 
Spouses & Dependants 34 R   493 108 R 6 194 866 
Total 59 R1 082 967 R11 385 238 
 
The Pensioners’ administration cost is included in the Pensioner Liability. This was based on 
an industry average administration cost of R31.35 per pensioner per month (incl. VAT). 
 
The Pensioner administration cost liability takes account of each pensioner’s expected 
mortality as at the valuation date, and allows for increases in the administration cost following 
the valuation date. These future increases are assumed to average at 6% p.a. 
 
 
 
 
 
 
 

SECTION 7 - VALUATION RESULTS: PAST SERVICE 
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Actuarial Valuation                                                                               Section 7 –Valuation Results – Past 
service 

7.3 Total Past Service Position 
 
The Past Service position of the Fund can be summarised as follows: 
 
 01/03/2004 

(R) 
Actuarial Value of Assets 85 363 000 
Active Member Liabilities (31 978 000) 
Transfers-in (        10 000) 
Pensioners ( 11 385 000) 
Surplus 41 990 000 
Level of Funding 197% 
 
The total liabilities are equal to R 43 373 000. 
 
The valuation as at 1 March 2001 showed a surplus of R39 209 000 and a funding level of 
228%. The funding level has thus decreased since the previous valuation. 
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Actuarial Valuation  Section 8 - Valuation Results: Future Service 

 
8.1 Funded Benefits 
 

The total contribution rates required to meet the cost of funded benefits accruing in the 
future for each category of membership are given below: 
 

 
 

Category 

 
 

Number 

Annual 
Pensionable 

Salaries 

Salary 
Weighted 

Average Age 

Recommended 
Contribution 

Rate 
Males (Monthly) 42 R  7 347 275 47 yrs 11 mths  6,5% 
Males (Weekly) 65 R  1 214 970 42 yrs 1 mth 11,5% 

Females (Monthly) 100 R  8 414 918 45 yrs 8 mths  4,8% 
Females (Weekly) 48 R 532 064 36 yrs  0 mths  9,4% 

Total 255 R17 509 227 46 yrs  1 mth 6,1% 
 
Included in the Males (Monthly) are three senior executives.  The employer 
contribution rate required for these senior executives is 11,5% of Pensionable Salaries. 

 
In the last valuation, the total required employer contribution rate was 6,9%. The 
current decreased rate is mainly due to the difference between the future interest 
assumptions and the future salary increase assumption having increased from 1% to 
2%.  
 
In general, the contribution rate would remain relatively stable if the spread of 
members in the different categories and the salary weighted average age of the 
membership remains stable. 

 
8.2 Future Service Contributions: Death Benefits 
 

Lump sum benefits and the cash value of pensions payable to qualifying spouses and 
dependants in the event of death prior to retirement are reinsured with Old Mutual.  
The current cost of the reinsurance amounts to approximately 2,2% of total 
Pensionable Salaries. 

 
 
 
 
 

SECTION 8 - VALUATION RESULTS: FUTURE SERVICE 
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Actuarial Valuation  Section 8 - Valuation Results: Future Service 

 
8.3 Summary 
 

 Contribution rate required as 
a % of  Pensionable Salaries  

Funded Benefits   6,1% 
Group Life Assurance   2,2% 
Provision for Expenses   3,2% 
Required Employer Contribution Rate 11,5% 

 
In addition, a contribution of 1,85% of Pensionable Salaries is required in respect of the 
separate disability benefits.  
 
The administration expenses exclude the costs of investment administration and the costs of 
the pensioner administration (as mentioned in section 7.2). Hence the provision for the 
expenses is lower than at the previous valuation at 4,8%. This provision was set with reference 
to the actual expenses over the three years of valuation and may change in future. 
 
In addition to the above, members contributed at an average of 6,8% of Pensionable Salaries 
over the valuation period. 
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Actuarial Valuation  Section 9 - Analysis of change in financial condition 

 
SECTION 9 – ANALYSIS OF CHANGE IN FINANCIAL CONDITION 

 

 
In this section we highlight the main sources of profit and loss over the inter-valuation period. 
 
9.1 Interest on Surplus 
 
 The surplus revealed at the previous valuation was R39 209 000. Interest over the 

inter-valuation period on this surplus (after allowance for change in basis) has resulted 
in a profit item of R13 684 000.  

 
9.2 Investment return 
 
 The valuation basis assumes that the Fund will earn interest at a rate of 10% p.a. on 

the actuarial value of the assets.  The Fund earned approximately 9,4% p.a. on the 
actuarial value of assets during the inter-valuation period. This has resulted in a 
reduction in the surplus of R1 339 000. 

 
9.3 Contribution Experience 
 
 The Employer has contributed at a rate of 0,1% of salary.  The required contribution 

rate at the previous valuation was 16,3% of salary.  This has led to a reduction in the 
surplus of R7 657 000. The actual administration expenses are taken into account in 
this amount. 

 
9.4 Salary increases 
 
 The valuation basis assumes that members’ salaries will increase at 8% per annum on 

average.  Actual salary increases over the inter-valuation have been approximately 
8,9%.  This has resulted in a deficit item of R272 000.  

 
9.5 Pension Increases 
 
 Pension increases have exceeded the provision made in the valuation basis and this has 

resulted in a strain on the fund of approximately R1 100 000.  
 
9.6 Staff turnover 
 
 Staff turnover in excess of that assumed will generally result in a profit to the Fund.  

Similarly fewer withdrawals than expected will lead to a deficit. Over the valuation 
period, a large number of staff were retrenched and were hence paid their actuarial 
reserve value, instead of the expected withdrawal benefit. This experience resulted in a 
deficit of approximately R1 502 000. 
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Actuarial Valuation  Section 9 - Analysis of change in financial condition 

 
 
9.7 Mortality Experience 
 

The actual mortality experience will differ from that assumed, with a larger than 
expected mortality leading to a profit to the Fund. Mortality experience over the 
valuation period resulted in a profit of approximately R109 000. 
 

9.8 Change in basis: Interest Rate and Salary increases 
 

The pre-retirement interest rate of 12% per annum and the expected salary increases of 
11% per annum as used in the previous valuation were revised to 10% and 8% per 
annum respectively. This change has brought about an increase in the surplus of 
R2 636 000. 

 
9.9 Change in basis: Mortality Assumption 
 

The change in post-retirement mortality assumption (i.e. using mortality table PA90 
ult. rated down by one year) has resulted in a strain amounting to R503 000. 

 
9.10 Introduction of Prescribed Minimum Benefits 
 

The introduction of the Prescribed Minimum Benefits has resulted in a strain 
amounting to R2 239 000. The large amount is mainly due to the large increase in 
liability in respect of non-contributory members. 
 

9.11 Miscellaneous  
 

 The miscellaneous amount represents effects that do not have a significant impact each 
in its own right or that were not possible to reasonably approximate with the information 
provided. It amounted to a strain of R964 000. Since this amount represents 
approximately 2% of the total liabilities of the Fund, we are comfortable that this 
amount is of reasonable size. 

 
9.12 Summary 
 
 An approximate analysis of the change in the financial condition of the Fund over the 

inter-valuation period is as follows: 
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Actuarial Valuation  Section 9 - Analysis of change in financial condition 
 

 
 Profits Strains 

Surplus as at 1 March 2001 R39 209 000  

Interest on surplus R13 684 000  

Investment experience  R 1 339 000 

Contribution experience  R 7 657 000 

Salary experience  R    272 000 

Pension increases  R 1 100 000 

Staff turnover  R 1 502 000 

Mortality experience R    109 000  

Change in Basis: Pre-retirement R 2 636 000  

Change in Basis: Post-Retirement  R    503 000 

Prescribed Minimum Benefits  R 2 239 000 

Miscellaneous R    964 000  

Surplus as at 1 March 2004 R41 990 000  
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SECTION 10 – CONTINGENCY RESERVES 

 
10.1 Introduction 
 
There existed no contingency reserves in the Fund prior to 1 March 2004, besides the investment 
reserve based on the discounted proceeds method (the difference between the market value and the 
actuarial value of the assets) included in past valuations. 
 
Following the Pension Funds Second Amendment Act (2001), the valuation was based on “best-
estimate” assumptions. These assumptions do not leave a margin to protect the members and the 
Employer of the Fund against adverse experience. The legislation however does allow some 
surplus to be maintained in contingency reserve accounts to provide different levels of security for 
the members and the Employer. The remaining surplus, after allocation to those contingency 
reserves, can then be distributed among the various stakeholders in terms of the approved Surplus 
Apportionment Scheme of the Fund. 
 
Each contingency reserve must comply with the legislation and related publications, specifically 
PF Circular 117, and must be thoroughly justified. A more detailed motivation for each 
recommended contingency reserve are included in the Surplus Apportionment Scheme report and 
the methods used in deriving the recommended levels of reserves have been documented in a 
separate report. Hence our recommendations below should be reviewed together with these two 
additional reports. 
 
10.2 Solvency Reserve 
 
The Solvency Reserve is set up as a contingency reserve that provides an explicit buffer against 
adverse experience and incorporates the purpose of the investment reserve already included in 
actuarial valuations.  
 
Based on the stochastic model described in our separate report on contingency reserves, the 
following results were obtained for possible levels of reserves as at 1 March 2004: 
 

Level of Reserve Probability of Ruin Size of Reserve (R) 
0% 43.51% - 
5% 20.09% 2,259,034 

10% 6.04% 4,518,067 
15% 1.14% 6,777,101 
20% 0.19% 9,036,135 

 
The actual level of solvency reserve which will be maintained for the purpose of the Surplus 
Apportionment Scheme will be based on the Trustees’ decision with respect to the Employer’s 
willingness or ability to fund possible deficits at any time. Based on our current knowledge, we 
would therefore recommend that the Trustees choose a level of reserve at about 20% i.e. 
approximately R9 million.  
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10.3 Contingency Reserve for Estimated Expenses of the Surplus Apportionment Exercise 
 
PF Circular 117 allows the Fund to set aside a reasonable estimate of the expenses of the surplus 
apportionment exercise in a contingency reserve. 
 
Based on correspondence with the Administrator and due to the large number of former members 
involved in this exercise (approximately 11 000 members), we recommend that an amount equal to 
R2,9 million be set aside for administrative purposes, R0,25 million for actuarial and consulting 
fees and R0,35 million for the gathering and manipulation of former member data. Therefore, we 
recommend that the Fund provides for a total of R3,5 million for this purpose.  
 
10.4 Data Reserve 
 
PF Circular 117 allows the Fund to make a provision for a Data Reserve, as long as the level 
thereof is justified. In our view, the Data Reserve must meet the following two objectives: 

 
- To protect the Fund against data errors relating to the payment of benefits to former 

members; and 
- To protect the Fund against former members who have been identified but for whom there 

was no sufficient data to calculate a benefit payment; as it is possible that these former 
members will provide the required information at a later date. 

 
We have estimated the level of reserve required for each of the above objectives, as follows: 
 
10.4.1 Data Errors 
 
The main reason for the Data Reserve is to protect the Fund against data errors relating to the 
payment of benefits to previous members. The previous member entitlements will be calculated 
based on information gathered from a number of resources. Many of these items of data cannot be 
independently verified in any way from the available information. Hence, we foresee the Data 
Reserve to mainly relate to the payments of benefits to former members. The Fund has not 
experienced major data issues with the active members and we would therefore recommend that 
this reserve is reconsidered after the full settlement of the payments due to the former members. 
 
We recommend a reserve equal to 2% of the total liabilities to cover all reasonable losses to the 
Fund. Hence the recommended value of the Data Reserve is R867 000 as at 1 March 2004. 
 
We have incorporated a detailed description and motivation for this part of the Data Reserve in our 
separate document on contingency reserves.  
 
10.4.2 Former Members with Incomplete Data 
 
We identified 458 former members who may be entitled to additional payments in terms of the 
surplus legislation. However, these former members also have incomplete data, which makes it 
impossible for us to calculate their entitlements. Therefore, we need to allow for the additional 
possible entitlements payable to those 458 members. 
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Based on the 9689 former members for whom entitlements were calculated and based on the 
average distributable reserve which the former members are entitled to, we have estimated a 
reserve equal to R1 445 000.  
 
10.4.3 Total Data Reserve 
 
Based on sections 10.4.1 and 10.4.2 above, we recommend that a total of R2 312 000 be kept as a 
Data Reserve as at 1 March 2004.  
 
10.5 Risk Reserve 
 
A Risk Reserve may be established at the surplus apportionment date only if the Fund carries all or 
part of the death and disability risks and provided that the benefit is paid for on a current cost basis 
and has not been funded for in the liabilities of the Fund.  
 
The lump sum benefits payable at death are reinsured based on the assumptions regarding the 
mortality, the marital status and the number of dependants of the members. Hence the Fund carries 
part of the death risks, as any deviation from those assumptions and the actual member status at 
death may cause a cost to the Fund. Therefore, we recommend that a Risk Reserve be set up to 
protect the Fund from any such mismatch. We recommend this reserve to equal: 
 

- 20% of the average annual risk premium, plus  
- One year’s additional premiums to reinsure a lump sum death benefit of 7 times 

Pensionable Salary rather than 6 times Pensionable Salary in the event of death in service1.  
 
We have calculated the above to amount to R155 000 on the valuation date. 

 
10.6 Processing Error Reserve 
 
Processing errors include provision for mismatching and for timing differences in the actual 
investment or disinvestment of moneys from the times when they are deemed to have occurred in 
the calculation of benefits or the accrual of investment returns.  
 
This contingency reserve applies specifically for Defined Contribution liabilities. Hence we do not 
recommend the Fund to set up such a contingency reserve. 
 
10.7 Contribution Reserve 
 
A Contribution Reserve equals the present value of future service benefits less the present value of 
future service contributions, and may only be set up in the following circumstances: 
 
- the Fund has consistently permitted only such actuarial surplus to be used as is revealed, in terms 
of a prospective benefits funding method; 
 
- the Employer contribution is defined in the Rules of the Fund; or 
 

                                                
1 Historically, the 6 times annual salary lump sum amount was reinsured to approximately match the spouse’s pension 
payable in the event of death in service of a member. Our recent investigations showed that, as a result of the lower 
interest environment, a 7 times annual salary lump sum amount is more appropriate. 
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- the stakeholders agreed prior to 7 December 2001 to stabilise the future contribution rate in a 
defined benefit fund at a particular level.  
 
Since none of these conditions are met by the Mastertreads Pension Scheme, the Fund cannot set 
up a Contribution Reserve. 
 
10.8 Conclusion 
 
We have made recommendations for the Solvency Reserve, the Data Reserve and the Contingency 
Reserve for Estimated Expenses of the Surplus Apportionment Exercise. 
 
Accepting the above recommendations would result in the following surplus available for 
distribution to various stakeholders in terms of the surplus legislation: 
 

 R’000 
Surplus 01/03/2004 (Actuarial Value of Assets) 41 990 
Investment Reserve   3 557 
Surplus 01/03/2004 (Market Value of Assets) 45 547 
Solvency Reserve (incl. Investment Reserve) ( 9 000) 
Estimated Surplus Apportionment Expenses ( 3 500) 
Data Reserve ( 2 312) 
Risk Reserve (    155) 
Remaining Surplus 01/03/2004 30 580 
Revised Level of Funding 152% 

 
The total amount for accrued liabilities and contingency reserves is therefore R58 340 000. 
 
The surplus available for distribution to stakeholders is subject to the Trustees’ approval of our 
recommendations and subject to the Registrar’s approval of the Surplus Apportionment Scheme of 
the Fund. 
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11.1 The valuation of the Fund at 1 March 2004 was based on 255 active members with 

Pensionable Salaries totalling approximately R17 509 000 and 59 pensioners with 
annual pensions of R1 083 000. 

 
11.2 The value of the Fund’s accrued liabilities at 1 March 2004 was R43 373 000 

compared with an actuarial asset value of R85 363 000.  The valuation therefore 
disclosed a surplus of R41 990 000. 

 
11.3 The accrued funding level, that is the ratio of the Fund’s asset value to that of its 

accrued liabilities, was 197% as at 1 March 2004. 
 
11.4 In order to meet the cost of benefits accruing in the future, the minimum contribution 

rate required by the Employer is 11,5% of total Pensionable Salaries in respect of 
funded benefits, expenses and insured death benefits. In addition, the Employer 
contributes 1,85% of Pensionable Salaries in respect of a separate disability scheme. 

 
11.5 We would recommend that the Employer maintain the current level of contributions to 

the Fund until the approval of the Surplus Apportionment Scheme by the Registrar. 
 
11.6 The valuation date is also the Surplus Apportionment date. Hence the Surplus 

Apportionment Scheme, as recommended by the Fund, is enclosed herein. 
 
11.7 We have made recommendations regarding various contingency reserves. The total of 

accrued liabilities and contingency reserves amounted to R58 340 000. This includes 
the Investment Reserve as part of the Solvency Reserve and reduces the surplus to 
R30 580 000 and the funding level to 152% as at 1 March 2004. 

 
11.8 The next statutory valuation to be carried out on the Fund will be as at 1 March 2007. 
 
We certify that in our opinion, based on the results of the valuation, the Fund is in a sound 
financial condition. 
 
 
 
 
 
 
 
JACQUES MALAN     RIAAN BOTHA   
B.Sc, FIA, FASSA, ASA    B. Comm (Hons) 
In my capacity as Valuator of    In my capacity as a Director of  
the Fund and a Director of     Jacques Malan & Associates 
Jacques Malan & Associates    Consultants and Actuaries (PTY) LTD  
Consultants and Actuaries (PTY) LTD 
   

SECTION 11 - CONCLUSION 
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1.   Reconciliation of Membership 
 

Active Members 
 
 

 Total 
Previous Valuation Date 
+ New Members 
-  Withdrawals 
-  Deaths 
-  Retirements 

241 
 77 
(56) 
(   4) 
(   3) 

Current Valuation Date 255 
 
 One member included in the actives above is on temporary absence. 
 

Pensioners 
 
 

 Total 
Previous Valuation Date 
+ Retirements 
+ Spouses of death in service 
+ Children of death in service 
+ Spouses of pensioners 
-  Deaths 
- Children reaching majority 

55  
 3  
 3  
 3 
 2  

( 3) 
( 4) 

Current Valuation Date 59  
 

APPENDIX 1 - MEMBERSHIP 
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2.  Age Distribution  
 

Active Members - Males 
 
 

 
Age 

Number Total Annual 
Salaries (R) 

Salary Weighted 
Average Service 

20 - 29 
30 - 34 
35 - 39 
40 - 44 
45 - 49 
50 - 54 
55 - 59 

60+ 

  10 
 12 
 20 
 20 
 16 
 10 
  9 
  10 

    160 781 
   253 307 
1 254 847 
1 710 308 
1 506 317 
1 819 003 
1 101 880 
    755 800 

6 yrs, 6 mths 
6 yrs, 5 mths 
9 yrs, 0 mths 
12 yrs,  1 mth 

15 yrs, 10 mths 
17 yrs, 5 mths 
19 yrs, 4 mths 
14 yrs, 6 mths 

TOTAL  107 8 562 245 14 yrs,   4 mths 
  
 
 

Active Members - Females 
 
 

Age Number 
 

Total Annual 
Salaries (R) 

Salary Weighted 
Average Service 

20 - 29 
30 - 34 
35 - 39 
40 - 44 
45 - 49 
50 - 54 
55 - 59 

60+ 

 18 
18 
25 
23 
27 
15 
13 
9 

   468 664 
  790 049 
1 586 602 
1 304 575 
2 263 373 
   821 129 
   867 592 
   844 998 

  2 yrs, 2 mths 
  2 yrs, 11 mths 
  5 yrs, 7 mths 
  8 yrs, 6 mths 
11 yrs, 11 mths 
13 yrs, 0 mths 

14 yrs, 10 mths 
13 yrs, 5 mths 

TOTAL  148 8 946 982  9 yrs, 6 mths 
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The valuation has been conducted on the basis of the assumptions listed below. Refer to our 
separate company-view of “best estimate” assumptions report for a more detailed description 
of the methods used in deriving such assumptions. 
 
1. Interest 
 

It was assumed that the Fund would earn a rate of interest of 10% per annum on its 
investments before retirement and 5% per annum after retirement. 

 
2. Salary Increases 
 

It was assumed that salary increments would be at a rate of 8% per annum. 
 
3. Mortality 
 

Pre-retirement  : SA72/77ult 
Post-retirement : PA (90) ult. rated down by 1 year 

 
4. Withdrawals 
 

Age Group Annual rate of Withdrawal 
20 - 24 
25 - 29 
30 - 34 
35 - 39 
40 - 44 

45 + 

15% 
10% 
 7% 
 4% 
2% 
Nil 

  
5. Spouses Pension 
 

It was assumed that 90% of members would be married at retirement with the husband 
4 years older than the wife. 

 
6. Minimum Reserves 
 

For each member in the Fund (including non-contributory members), a minimum 
reserve was set up, equal to the maximum of: 
 
- the minimum prescribed benefit (as described in the Surplus Legislation) based on 

the JSE All-Share’s earning yield as at the valuation date, and  
 
- the Actuarial Reserve, amended to take account of the prescribed minimum 

benefits expected to be payable in the future (i.e. based on a long-term assumption 
of 8% p.a. earnings yield). 

. 
 
 

APPENDIX 2 - VALUATION ASSUMPTIONS 
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7. Expenses 
 

It was assumed that the total expenses of the Fund would amount to approximately 
3,78% of Pensionable Salaries. 
 

8. New Members 
 

We made no explicit allowance for new members. We assumed that the membership 
profile would remain constant. 

 
9. Ill-Health Retirement and Early Retirement 
 

We assumed that ill-health and early retirement benefits would be cost neutral to the 
Fund. 

 
10. HIV/AIDS 
 

An explicit adjustment for HIV/AIDS to pre-retirement mortality was not deemed 
appropriate for this Fund. 
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A summary of the main provisions of the Rules as they affect the valuation is set out below: 
 
1. Normal Retirement Age 

 
Senior Executives     62 
Other Members     65 

 
2. Pension Benefits 
 

2.1 At Normal Retirement Age 
 

A pension equal to 2% of Final Pensionable Salary is payable for each year of 
Pensionable Service. 
 
Final Pensionable Salary is defined as the highest yearly average of Pensionable 
Salaries over the twelve consecutive months in the last ten years of Pensionable 
Service. 
 
Pensionable Service is the period of service in years and completed months 
from the date of entry into the Fund up to Normal Retirement Date or date of 
actual retirement if earlier, increased by three years in the case of a Member 
who is a Senior Executive. 

 
2.2 Early retirement 

 
A Member who has completed at least 5 years service may retire in the 10 
years immediately preceding his Normal Retirement Date with the consent of 
the Employer, in which event a pension will be payable calculated as in 
paragraph 2.1, but reduced by 1/2% (1/3% in the case of Senior Executives) for 
each month of early retirement. 

 
2.3 Ill-Health Early Retirement 
 

The Employer may direct that a Member, who is not entitled to a disability 
benefit, be retired at any time on the grounds of ill-health.  The pension will be 
calculated in line with paragraph 2.2, but the Trustees in consultation with the 
Actuary may waive the reduction factor. 

 

APPENDIX 3 - SUMMARY OF THE FUND’S RULES 
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2.4 Late Retirement 

 
A Member may defer his retirement with the consent of the Employer.  
Contributions cease at Normal Retirement Date.  At the date of actual 
retirement, the Member will receive a pension calculated in terms of 2.1 as at 
Normal Retirement Date, but increased by 3/4% per month for each month after 
Normal Retirement Date. 

 
2.5 Commutation 

 
A Member is entitled to commute up to a maximum of one-third of his pension 
on retirement. 

 
3. Death Benefits After Retirement 
 

On death after retirement, a 50% pre-commutation spouse’s pension is payable after 
the expiry of the guaranteed period of 5 years.  The full pension, after commutation, is 
payable during the guaranteed period. 

 
4. Death-in-Service Benefits 
 

On the death of a Member before retirement a lump sum benefit will be paid to his/her 
dependants equal to: 

 
a) Twice the Member’s Pensionable Salary for Monthly-Paid Employees, subject 

to a minimum of the Member’s withdrawal benefit if no Spouse’s or Children’s 
pensions are payable. 

 
b) One times the Member’s Pensionable Salary for Weekly-Paid Employees with 

more than 3 years service, subject to a minimum of R12 500. 
 
c) R10 000 in respect of Weekly-Paid Employees with less than 3 years service. 

 
In addition, a spouse’s pension is payable in respect of an Eligible Spouse, and 
children’s pensions are payable to eligible children.  The amount of the spouse’s and 
children’s pensions depend on the Member’s status and Service. 
 

5. Withdrawal Benefits 
 

A Member is entitled to a cash benefit equal to own contributions to the Fund together 
with interest at 6% per annum compound. This benefit is increased in accordance with 
a table dependent on the Member’s Service.  After 10 years Service, the Member 
receives the greater of twice his own contributions plus interest or his Actuarial 
Reserve. 
 

 If a Member leaves service as a result of retrenchment or redundancy the Members 
 Actuarial Reserve is payable, subject to minimum of the Members withdrawal benefit. 
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Weekly-Paid Employees who have completed at least 10 consecutive years of 
Pensionable Service are entitled to their Actuarial Reserve on withdrawal. 

 
All withdrawal benefits are subject to the Prescribed Minimum Benefits as dictated in 
the surplus legislation.  

 
6. Contributions 
 

Monthly-Paid Members  : 7,5% of Pensionable Salary 
 
Weekly-Paid Members  : Nil 

 
Employer    : Balance of cost  
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APPENDIX 4 – SUMMARY OF ACCOUNTING TRANSACTIONS 

 
 
 

Expenses R’ 000 Income R’ 000 

Reinsurance Premiums 1 926 Fund as at 1 March 2001 76 637 

Benefits Paid 8 102 Contributions 4 678 

Admin Fees 4 955 Reinsurance Recoveries 2 265 

Retirement Fund Tax 2 372 Investment Income 22 695 

Fund as at 1 March 2004 88 920   

 106 275  106 275 

 
The Administration Fees above include the investment administration costs. 
 
The Benefits Paid includes the adjustment of approximately R203 000, as described in 
section 5.1. 
 
The Investment Income includes the adjustment from the Book value to the Market value of 
the Properties. 

 
 


