
 
 

 

 
 

 
 

 
MASTERTREADS PENSION SCHEME 

 
SURPLUS APPORTIONMENT SCHEME  

 
AS AT 

 
1 MARCH 2004 

 
 
 
 

 
 
 
 
 
 
 
 
Prepared by : Jacques Malan Consultants and Actuaries    August 2005 
    



 
 

 
 

INDEX 
 
 

Section          Page 
 

1. Introduction            1 

2. Valuation Results           2 

3. Minimum Benefits           4 

4. Improper Usage           5 

5. Contingency Reserve Accounts         6 

6. Distributable Surplus           8 

7. Distribution of Surplus          9 

8. Conclusion           12 

 

 



Mastertreads Pension Scheme       Page 

 
Jacques Malan Consultants & Actuaries  Section 1 - Introduction 
 

1

 
This report, addressed to the Trustees of the Mastertreads Pension Scheme (the Fund), 
reflects the full details of the Surplus Apportionment Scheme of the Fund carried out as at 
1 March 2004.  The scheme has been designed in accordance with the provisions of the 
Pension Funds Second Amendment Act, 2001. 
 
A statutory valuation was performed at 1 March 2004.  The results of this valuation are 
contained in a separate report. 
 
This report has the following main objectives: 
 
? ? To determine the valuation of any improper usage of surplus by the Employer 
 
? ? To determine the balances in the reserve accounts 
 
? ? To determine the distributable surplus 
 
? ? To determine the amounts owing to the former members 
 
 

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

 Number Annual 
Salaries Retirement Withdrawal Minimum 

Benefit * 

Total 
Accrued 

Liabilities* 
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 Accrued Liability takes account of the Prescribed Minimum Benefits (refer to section 3). 
 
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. 
 
The total past service liability on the previous valuation date (as at 1 March 2001) was equal 
to R23 009 803. 

 
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 
 
3. Financial Position of the Fund 
 
The above 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 R43 373 000. 
 
The surplus based on the Market Value of assets is equal to R45 547 000. 
 

SECTION 2 – VALUATION RESULTS 
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The Trustees of the Fund decided to implement the Minimum Benefits with effect from 
1 March 2005.  This is exactly one year after the Surplus Apportionment Date.  As this is a 
known event subsequent to the valuation, this must be allowed for when the reserve values are 
calculated.  If this is not done, the Fund will show an immediate deficit on the introduction of 
the Minimum Benefits. 
 
3.1 Active members 
 
The Minimum Benefits are equal to the value of a deferred pension payable from the Fund 
based on the basis prescribed by the Financial Services Board.  This represents an increase in 
the benefits offered by the Fund on the statutory valuation date.  All benefit payments will be 
measured against the prescribed minimum level. 
 
Therefore, the valuation (summary is shown in section 2) has taken the Minimum Benefits into 
account in the calculations of accrued liabilities. The cost of implementing the minimum 
benefits amounts to R2 239 000.  The valuation results could therefore be restated as follows: 
 
 01/03/2004 

(R) 
Actuarial Value of Assets 85 363 000 
Active Member Liabilities (prior Minimum Benefits) (29 739 000) 
Active Members Minimum Benefits (  2 239 000) 
Transfers-in (        10 000) 
Pensioners ( 11 385 000) 
Surplus 41 990 000 
 
 
3.2  Pensioners 
 
We have tested the pension increases received by the pensioners since their retirement as at 
1 March 2004 and we are satisfied that each pensioner has received a pension increase which 
was equal or greater than the CPI index over the relevant period from his/her retirement date. 
 
Furthermore, we are satisfied that the Trustees have adopted a Pension Increase Policy which 
complies with the regulations. A copy of this Pension Increase Policy has been included in this 
submission. 
 
 
 
 

SECTION 3 – MINIMUM BENEFITS 
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The value of the improper usage by the Employer must be used to increase the surplus 
available for distribution to the stakeholders. 
 
We have performed an improper usage investigation and the results thereof were reported in a 
separate document (dated 5 May 2005). We have included a copy of this document in the 
submission. The Fund’s history of investment return on which the calculations were based is 
included to this report as Appendix 1 for ease of reference. 
 
The results of the investigation can be summarized as follows: 
 

 Value as at 
1/3/2004 (R) 

Contribution Holiday (7/12/2001 to 1/3/2004) 5 876 800 
Total Improper Uses of reserves - (1) 5 876 800 
Additional contributions made by Employer(s) from 1/1/1980 to 1/4/1994 - (2) 64 871 700 
Amount due to the Fund by Employer(s) (maximum of zero and (1)-(2) above) 0 
 
From the above, the total value of the contribution holiday amounted to R5 876 800 on the 
Surplus Apportionment Date. 
 
Over the period of investigation, the Employer made contributions in excess of the 
contributions required.  The Employer has therefore increased the surplus of the Fund by these 
excess contributions.  The value of these over-contributions amounted to R64 871 700. We 
have investigated these excess contributions and we are satisfied that the period over which 
these excess contributions were made is indeed correct. 
 
The over contribution has been used to reduce the value of the improper usage, as allowed for 
in the documentation published by the Financial Services Board and as per the intention of 
these excess contributions at the time these were made. 
 
Hence, no additional amount is added to the surplus, which remains R41 990 000 as at 
1 March 2004.    

SECTION 4 – IMPROPER USAGE 
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5.1 Levels for Contingency Reserve Accounts 
 
Prior to the Surplus Apportionment Date, the Fund had a significant amount of surplus.  The 
risk for the Employer of underwriting the Fund was therefore fairly low.  The Employer will 
however now lose control over the use of the surplus in excess of the reserves, since such 
excess will be paid to previous members.  This money cannot be used in the future to 
underwrite the liabilities of the Fund.  This introduces new risks for the Employer, Pensioners 
and current members of the Fund. 
 
In order to mitigate these risks, the Fund is allowed to create a number of contingency reserve 
accounts.  These reserve accounts will be used to underwrite specific risks relating to the 
running of a Fund of this nature.  The reserve accounts have been determined using actuarial 
techniques where possible. 
 
A detailed separate report as well as section 10 of the Actuarial Valuation Report incorporates 
the details on the determination of these contingency reserves. We have included details of our 
motivations and determinations of these contingency reserves in section 5.2 below for ease of 
reference.  
 
Based on the valuation report and on the above-mentioned actuarial report on contingency 
reserves, the Trustees have decided to create the following contingency reserve accounts: 
 
Data Reserve Account      R2 312 000 
Risk Reserve       R   155 000 
Solvency Reserve Account (incl. Investment Reserve) R9 000 000 
Surplus Apportionment Expense Reserve Account  R3 500 000 
 
5.2 Motivation for Contingency Reserve Accounts 
 
An overview of the reasons for choosing the above levels is as follows: 
 
5.2.1 Data Reserve 
 
In our view, the Data Reserve must meet the following two objectives: 

 
(a) To protect the Fund against data errors relating to the payment of benefits to former 
members; and 
 
(b) 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: 
 
 
 
 

SECTION 5 – CONTINGENCY RESERVE ACCOUNTS 
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(a) 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.  
 
(b) 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. 
 
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.  
 
Based on the above, we recommended that a total of R2 312 000 be kept as a Data Reserve as 
at 1 March 2004.  
 
5.2.2 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  
- the difference between the best estimate reinsurance factor and a more prudent 

reinsurance factor.  
 
We have calculated the above to amount to R155 000 on the valuation date. 
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5.2.3 Solvency Reserve 
 
The solvency reserve has been calculated to protect the Fund against adverse movements in 
investment markets and the salary profile of the Fund.  We have modeled these two items 
together as they are typically influenced by a number of common factors; the most important 
of which is the price inflation.  
 
We have described our stochastic model on this subject in a separate report on contingency 
reserves.  
 
The following results were obtained from our model 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 

 
As discussed in our separate report on contingency reserves, the above incorporates the 
Investment Reserve which was determined in section 5.2 of the valuation report. 
 
The actual level of solvency reserve is then based on the Trustees’ decision with respect to the 
Employer’s willingness or ability to fund possible deficits at any time. In this light, the 
Trustees chose a level of reserve at about 20% i.e. approximately R9 million.  
 
5.2.4 Surplus Apportionment Expense Reserve  
 
Based on correspondence with the Administrator and due to the large number of former 
members involved in this exercise (approximately 11 000 members), the following expenses 
were approximated: 

- 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, a total of R3,5 million was decided to be maintained for this purpose. Should the 
expenses exceed this amount, the final payment to former members will be reduced 
accordingly.  
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The distributable surplus can therefore be stated as follows: 
 
 01/03/2004 

(R) 
Actuarial Value of Assets 85 363 000 
Active Member Liabilities (prior Minimum Benefits) (29 739 000) 
Transfers-in (        10 000) 
Pensioners ( 11 385 000) 
Surplus of the Fund (prior Minimum Benefits) 44 229 000 
Active Members Minimum Benefits (  2 239 000) 
Pensioners Minimum Benefits 0 
Surplus of the Fund (post Minimum Benefits) 41 990 000 
Investment Reserve   3 557 000 
Surplus of the Fund (Market Value of Assets) 45 547 000 
Improper usage 0 
Data Reserve Account (2 312 000) 
Risk Reserve Account (   155 000) 
Solvency Reserve Account (incl. Investment Reserve) (9 000 000) 
Estimated Surplus Apportionment Expenses Account (3 500 000) 
Surplus Available for Apportionment 30 580 000 
 
This surplus will be apportioned according to Section 15 of the Pension Funds Act. 
 
 

SECTION 6 – DISTRIBUTABLE SURPLUS 
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7.1. Pensioners 
 

As mentioned in section 3.2, we have tested the pension increases received by the 
pensioners since their retirement as at 1 March 2004 and we are satisfied that each 
pensioner has received a pension increase which was equal or greater than the CPI 
index over the relevant period from his/her retirement date. 
 
No additional increases are payable to the current pensioners. 
  

7.2. Former members 
 

7.2.1 Data 
 
A thorough data gathering and audit process was done to construct a reliable database 
on which the calculations were based. The main problematic areas which were 
encountered during this process were as follows: 
- The incomplete records or insufficient details of former members who exited between 
1980 and 1985; 
- The inaccurate member information of non-contributory members (“Weekly 
members”) such as date of birth, actual date of exit and member names.  

 
The information was mainly gathered from the company records, since the company 
has administered the Fund “in-house” since 1985. Data from the two previous 
administrators were also used.  This information was then audited and compiled by the 
former member representative, staff members from the company and the actuary. 
 
In summary, the records used for the calculations are as follows: 
 
Total former member records:   11 108    
Sufficient Information:        9 689 
Records excluded due to: 
Duplication of records:                  71 
Deaths and Retirements prior 1 March 2004:       890 
Incomplete Data:            458 
 
 
7.2.2 Calculations of Amounts Payable 
 
The former member entitlements were calculated as the difference between the 
minimum benefits prescribed by the regulations and the actual amounts paid to the 
members. This difference was calculated on the date of exit and accumulated with 
actual investment return from the date of exit to the Surplus Apportionment Date. (see 
Appendix 1 of this report for the investment return used). 
 
The results of these calculations, showing the partial terminations separately, are as 
follows: 
 

SECTION 7 – DISTRIBUTION OF SURPLUS 
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Description Numbers R’000 
Resignations and Retrenchments 6 139 81 240 
Partial Terminations * 3 550 28 926 
Total 9 689 110 166 

 
As expected, no money is due to the retirements and a lower amount is payable to the 
members who were part of a partial termination as these members received their 
Actuarial Reserve Values. The bulk of the former member entitlement is therefore due 
to members who left the fund due to withdrawal, especially in the case where the 
member was non-contributory. 
 
The total amount required to top-up the former members to the prescribed minimum 
benefits amounts to R110 166 000. 
 
However, since the surplus available for distribution amounts only to R30 580 000, the 
entitlements will need to be reduced proportionally until the total that becomes payable 
to former members equals the distributable surplus. This is in line with Section 
15B(5)(b) of the Act.  
 
Therefore, by approving the reduced pro-rata amount of entitlements that are payable 
to former members, the Trustees comply with the intention and the word of the Act. 
Therefore, the Fund is indemnified from paying the full original calculated entitlement 
to members.  
 
The reduced entitlements, on which the actual payments will be based, can be tabled as 
follows: 
 
Description Numbers R’000 
Resignations and Retrenchments 6139 22 551 
Partial Terminations * 3 550   8 029 
Total 9 689 30 580 

 
7.2.3 Payment 
 
The Trustees have decided not to allocate investment return to the beneficiaries from 
the surplus apportionment date to the actual date of payment. 
 
The amount due to former members will be invested in a cash portfolio as soon as the 
amount due to former members is determined and the scheme has been approved. 

 
There is no minimum payment limit and therefore any former member with an 
entitlement of any amount will be included in the general payment distribution. 
 
The expenses relating to the payment of the benefits are to be borne by the Fund, and 
provision has been made for this in the expense reserve made for this purpose. 
 



Mastertreads Pension Fund                                                                                                                                
Page 11 
 

Jacques Malan Consultants & Actuaries          Section 7 –Distribution of Surplus

Former members that died before 1 March 2004 have been excluded from the surplus 
distribution. 
 

7.3. Remainder of the surplus 
 

As mentioned in section 7.2 above, the distributable surplus is to be distributed in full 
to the former members. Hence there will be no portion thereof allocated to further 
accounts. 
 
However, notwithstanding anything to the contrary in the legislation, the Trustees 
decided that all surpluses arising under the Fund after 1 March 2004 shall be 
apportioned to the Employer Surplus Account.  
 
The Employer Surplus Account will be set up effective 1 March 2004 but will not be 
credited with any surplus that arose from the period prior to 1 March 2004.  
 
We have included the proposed Rule Amendments no.1 and no.3 in the submission for 
your consideration.  
 
 



Mastertreads Pension Scheme       Page 

 
Jacques Malan Consultants & Actuaries  Section 8 – Conclusion 
 

12

 
1. A statutory valuation of the Fund was performed at 1 March 2004. The active 

members reserves were calculated as R 31 988 000 and the pensioner reserves as 
R11 385 000. 

 
2. After adjustments made to the surplus as allowed for in the Pension Funds Second 

Amendment Act, the distributable surplus amounted to R30 580 000 
 
3. All the stakeholders were considered for the distribution of the surplus, in accordance 

with the Act.  The former members’ entitlements were calculated as being higher than 
the available surplus; hence the surplus was allocated in full to former members. 

 
4. The scheme has been communicated to all the stakeholders and all complaints that 

were received were answered.  These were handled to the satisfaction of the Trustees.  
All supporting documentation is included in this submission. 

 
 
 
 
 
 
 
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 8 – CONCLUSION 
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APPENDIX 1 – INVESTMENT RETURNS OF THE FUND 

 
The following returns are net of investment charges and Retirement Fund Tax. The reported 
net investment returns were not available for the period from 1/1/1980 to 1/3/1990. Therefore, 
we estimated these based on the balances and cashflows of the Fund’s Financial Statements 
over the period. 
 

Period
Net Investment Return per 

annum
1/1/1980 - 1/10/1981 15.22%
1/10/1981 - 28/2/1983 17.11%
1/3/1983 - 28/2/1984 17.85%
1/3/1984 - 28/2/1985 11.11%
1/3/1985 - 28/2/1986 16.90%
1/3/1986 - 28/2/1987 9.12%
1/3/1987 - 28/2/1988 8.16%
1/3/1988 - 28/2/1989 21.94%
1/3/1989 - 28/2/1990 18.70%
1/3/1990 - 28/2/1991 14.58%
1/3/1991 - 28/2/1992 24.34%
1/3/1992 - 28/2/1993 10.44%
1/3/1993 - 28/2/1994 19.44%
1/3/1994 - 28/2/1995 10.26%
1/3/1995 - 28/2/1996 24.00%
1/3/1996 - 28/2/1997 8.24%
1/3/1997 - 28/2/1998 11.29%
1/3/1998 - 28/2/1999 3.00%
1/3/1999 - 28/2/2000 19.00%
1/3/2000 - 28/2/2001 13.10%
1/3/2001 - 28/2/2002 11.87%
1/3/2002 - 28/2/2003 -7.40%
1/3/2003 - 28/2/2004 20.13%

 
 


