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Please quote our reference: PFA/GA/7431/2006/RM/tc     
        
Mr. W. Strydom 
45 Edward Street 
WESTDENE 
1501                                                                                        REGISTERED POST 
 
Dear Sir 
 
Re: DETERMINATION IN TERMS OF SECTION 30M OF THE PENSION FUNDS 

ACT, 24 of 1956 (“The Act”): W STRYDOM (“complainan t”) v CENTRAL 
RETIREMENT ANNUITY FUND (“first respondent”) AND SA NLAM LIFE 
INSURANCE LIMITED (“second respondent”) 

 
1.0. Introduction  
 
1.1. This complaint concerns the causal event charges imposed by the second 

respondent when he initially reduced and finally ceased contributions to the first 
respondent.  

 
1.2. The complaint was received by this office on 23 February 2006. Responses from 

the respondents, which were also forwarded to the complainant, were received on 
18 April 2006 and 23 June 2008. A reply from the complainant was received on 5 
May 2006.  

 
1.3. After reviewing the written submissions before this tribunal, it is considered 

unnecessary to hold a hearing in this matter. This tribunal’s determination and its 
reasons therefor appear below. 

  
2.0. Factual Background 
 
2.1. The complainant applied for and was admitted to membership of the first 

respondent, which is a registered retirement annuity fund in terms of the Act, on    
1 March 1996. The second respondent is the underwriting insurer and 
administrator of the first respondent. The complainant’s membership was to 
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endure until his chosen retirement date of 1 March 2022. However, on 1 April 2001 
the complainant decided to reduce contributions to the first respondent and on      
1 May 2003 the complainant decided to cease contributions. The complainant’s 
fund value immediately before his decision to reduce contributions was R20 
987.87 and immediately before his decision to cease contributions his fund value 
was R20 022.73 (“pre-causal event fund values”). 
 

2.2. As a result of the complainant’s decision to reduce contributions to the first 
respondent, the second respondent imposed charges of R3 701.17. As a result of 
the complainant’s decision to cease contributions to the first respondent, the 
second respondent imposed a charge of R6 876.27 for this causal event. This 
resulted in the complainant’s fund value decreasing to R13 146.46 (“post-causal 
event fund value”) on 1 May 2003.  
 

2.3. With effect from 1 December 2006 the Minister of Finance, in terms of section 72 
read with section 54 of the Long-term Insurance Act, no. 52 of 1998 (“LTI Act”) 
amended the regulations under the LTI Act (“the regulations”) to make provision 
for maximum limits regarding the values and charges that may be imposed on 
long-term policies such as the complainant’s retirement annuity fund policy. 
Pursuant thereto, the second respondent evaluated the complainant’s pre- and 
post-causal event fund values and added R82.89 plus interest to the post-causal 
event fund value to bring it within the minimum stipulated fund value in the 
regulations. 

 
3.0 Complaint 
 
3.1 The complainant is aggrieved about the total causal event charges imposed by the 

second respondent when he initially reduced and finally ceased contributions to 
the first respondent. He submits that these charges are extremely high and were 
not stipulated in his contract. He would like these charges to be refunded to his 
policy. 

 
4.0 Response  
 
4.1 The second respondent submits that the complainant’s contract was invested in its 

Balanced Fund and that the causal event charges were imposed in accordance 
with what had been stated in the complainant’s policy document and is the amount 
with which the benefits were reduced. Further, the second respondent submits 
that the paid-up values computations are correct in that the calculations comply 
with sections 46 and 52(3) of the LTI Act. 

 
4.2  The second respondent submits that the causal event values qualify for 

enhancement to bring them within the parameters of the statement of intent and 
has accordingly enhanced the complainant’s fund value. Also, the second 
respondent explains that the premium termination fee is for recouping expenses 
which were incurred at the inception of the policy and were calculated on the 
assumption that the member will contribute until the policy matures and which 
would therefore have been recouped using the ordinary recoupment methods. 
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5.0. Determination and reasons therefor 
 
5.1     The issue to be determined in this complaint is whether or not the causal event 

charges imposed by the second respondent when the complainant initially 
reduced and finally ceased contributions to the first respondent were fair and 
reasonable. 
 

5.2 The basis for imposing a causal event charge needs to be determined and it 
needs to be established whether or not the causal event charges levied by the 
second respondent were fair and reasonable. In this regard Fourie J, in Old Mutual 
Life Assurance Company (SA) Ltd v Pension Funds Adjudicator and Others [2007] 
1 BPLR 117 (C) at paragraph 35, noted that: 

 
 “The fact that the policy does not specify a formula according to which the paid-up reduced 

benefit is to be calculated, does not mean that Applicant has an unfettered discretion to 
arbitrarily determine a value in a manner that is unfair, unreasonable or capricious. In this 
regard, I am in agreement with Applicant’s submission that the provisions of the LTIA, 
referred to hereunder, dictate that the paid-up reduced benefit to which Second 
Respondent is entitled has to be calculated in accordance with generally accepted actuarial 
principles and practice.” 

 
5.3 The learned judge accepted that there was a legal basis for the imposition of 

causal event charges. What remains is to ascertain the reasonableness of the 
causal event charges levied by the second respondent. This tribunal takes 
cognisance of the provisions of section 46 of the LTI Act, which reads as follows: 

 
  “A long-term insurer shall not- 
 

(a) enter into any particular kind of long-term policy unless the statutory actuary is satisfied 
that the premiums, benefits and other values thereof are actuarially sound; 

(b) make a distinction between the premiums, benefits or other values of different long-
term policies unless the statutory actuary is satisfied that the distinction is actuarially 
justified; or 

(c) award a bonus or similar benefit to a policy-holder unless the statutory actuary is 
satisfied that it is actuarially sound and that a surplus is available for that purpose.” 

 
5.4 Section 52 of the LTI Act prescribes the manner in which long-term policies are to 

be dealt with in the event of cessation of contributions. The insurer must have 
rules approved by the statutory actuary that prescribe a sound actuarial basis and 
the method to be used to value a long term policy in the event of a causal event 
occurring. Thus, the benefits and values attaching to a prematurely terminated 
policy, and any distinctions between it and policies that do not prematurely 
terminate, must be actuarially sound.  

 
5.5 Lastly, in addition to the requirement that causal event charges must be computed 

using generally accepted actuarial principles that ensure the actuarial soundness 
of the insurer, on 1 December 2006 the Minister of Finance promulgated 
regulations in terms of the LTI Act that stipulate maximum causal event charges in 
respect of causal events that occurred on or after January 2001. 

 
5.6 This tribunal engaged the services of an independent actuary to assess the 

charges imposed. The actuary considered the first respondent’s rules, the policy 
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terms, the provisions of the Act and LTI Act, generally accepted actuarial 
principles and the regulations before reaching a conclusion on the reasonableness 
of the causal event charges. 

 
5.7 The actuary found that the total causal event charges imposed by the second 

respondent when the complainant initially reduced and finally ceased contributions 
to the first respondent were too high. The actuary’s findings were as follows: 

             
“According to the file, Mr. W Strydom requested to reduce his premium from R823.47 to 
R405.82. This was then effected on 1 April 2001 by Sanlam. On this date, his fund value 
was reported as R20, 987.87. With premium reduction of 50.8%, we then split the fund 
value on this basis, which resulted in R10, 670.18 and R10, 317.69 being the charged 
and not charged fund values at premium reduction date. As the policy was 5.1 years in 
existence at the causal event date, the regulation charge of 35% of fund value would 
give us a higher charge compared to the un-recouped expense at that date. Only 
commission will have a negative effect in a sense that the increase in premium as is the 
case in this policy, will result in higher renewal commission. 

 
A charge of R3, 701.17 was levied which reduced the fund value to R17, 286.70. Our 
table also calculates a charge of R3, 734.56, being the maximum allowable charge. See 
table below for actual movements as at the premium reduction date. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
On 1 May 2003, the fund value grew to R20, 022.73 from R17, 286.70. This is due 
mainly to contributions between May 2001 and April 2003, less negative investment 
performance. On that date, being the paid-up date, Sanlam levied a charge of 
R6,876.27. 

  
Based on our approach, Sanlam should only levy a charge on the portion, being the 
difference between fund values at paid-up date i.e. R20, 022.73 less charged portion of 
fund value i.e. R6,935.62 at the premium reduction date that was charged at the 
premium reduction date. This way, Sanlam would have avoided double charging a 
portion of fund value that has already being charged as a result of premium reduction. 

 
In the table below we detail the charges as a result of making policy paid-up: 

 

Paid-up Date 1-May-03      

Item 
 FV Before 
Charges   Charge  

 FV After 
Charges  

 Percentage 
After 
Charges  

 Sanlam 
Charges  

Charged  
                         
6,935.62  

                                            
-    

                          
6,935.62  45%   

Not Charged 
                       
13,087.11  

                               
4,580.49  

                          
8,506.62  55% 

                            
6,876.27  

Premium 

Reduction Date 1-Apr-01     

Item 

 FV Before 

Charges   Charge  

 FV After 

Charges  

 Percentage 

After Charges  Sanlam Charges 

Charged  

                       

10,670.18  

                               

3,734.56  

                          

6,935.62  40% 

                            

3,701.17  

Not Charged 

                       

10,317.69  

                                            

-    

                        

10,317.69  60%   

Total 

                       

20,987.87    

                        

17,253.31  100% 

                            

3,701.17  
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Total 
                       
20,022.73  

                               
4,580.49  

                        
15,442.24  100% 

                            
6,876.27  

Grand Total (premium reduction charge plus transfer/paid-up charge)  
                         
10,577.44  

 
At paid-up date, we calculate a charge of R4, 580.49 to comply with regulations which 
require a 35% maximum charge post 1 January 2001 and compare to Sanlam’s charge 
of R6, 876.27. A response letter dated 23 June 2008, shows that an enhancement of 
R82.89 plus interest was added to the policy. The table below summaries our total 
charges with those of Sanlam with enhancement.  

 

WCS  
                               
8,315.05  

 Sanlam  
                            
10,494.55  

 Overcharge  
                            
2,179.50 

 
To check whether our approach complies with the regulations, we grow the fund value 
before charges by adding growth between causal event dates. This gives us what we 
term ‘adjusted’ fund value. We then add the two causal event charges, i.e. relating to 
premium reduction and premium termination. We can notice in the table below that our 
calculation gives a total charge of 35% of fund value whereas Sanlam results in a charge 
of 44.2% of fund value.  

 

Check   WCS Sanlam 

Fund Value Before charges   
                            
20,987.87  

                        
20,987.87  

Growth in fund value up to next causal event 
                               
2,769.42  

                          
2,769.42  

Adjusted Fund Value   
                            
23,757.29  

                        
23,757.29  

Total charges   
                        
8,315.05  

                        
10,494.55  

Percentage  35.0% 44.2% 

Rebate   
                               
2,179.50    

 
Therefore a rebate of R2, 179.50 is due from Sanlam to comply with the regulations. The 
charges levied by Sanlam are unfair and unreasonable.”    

 
5.8 The actuary’s findings were conveyed to the second respondent and on 1 March 

2010 the second respondent credited the complainant’s fund value with R2 179.50 
plus interest of R2 308.45. Thus, on a careful consideration of the facts placed 
before this tribunal it has been shown that the second respondent acted in 
accordance with generally accepted actuarial practice, the provisions of the rules, 
the provisions of the policy document, the provisions of the LTI Act and the 
regulations.  

 
5.9  Regarding the broker’s conduct in this complaint, the complainant is advised that 

his complaint lies with the Ombudsman for Financial Services Providers whose 
contact details appear at the foot of this determination.  
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6.0. Order 
 
6.1 The complaint is dismissed. 
 
Dated at Johannesburg on this               day of                                  2010 
 
Yours faithfully 
 
 
 
 
 
__________________ 
DR. E.M. DE LA REY 
Pension Funds Adjudicator 
 
Cc:  Mrs. D. E. Ozrovech (Principal Officer) 
 Central Retirement Annuity Fund 

P.O. Box 1 
SANLAMHOF 
7532 
 
Fax: 021 957 1507 

 
 
Cc: Ms. Sammy Gallant 
 Consultant: Client Relations 
 Sanlam Life Insurance Limited 
 P.O. Box 1 
             SANLAMHOF 
             7532   
  
 Fax: 021 947 2769 
 
Registered office of fund:      2 Strand Road 
    Bellville 
    Cape Town 
    
 
Section 30M Filing: Magistrate’s Court  
Parties unrepresented  
 
The FAIS Ombudsman 
P.O. Box 74571 
Lynwood Ridge 
0040 
 
Tel: 012 470 9080 or 086 032 4766 
 


