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Dear Sir, 

 

DETERMINATION IN TERMS OF SECTION 30M OF THE PENSION FUNDS ACT 

NO. 24 OF 1956 (“the Act”): LA SCHROEDER (“complainant”) v CENTRAL 

RETIREMENT ANNUITY FUND (“first respondent”) AND SANLAM LIFE 

INSURANCE LIMITED (“second respondent”) 

 

[1]  INTRODUCTION 

 

1.1 This matter concerns the quantum of the causal event charges that 

were levied on the complainant’s retirement annuity policies when he 

applied for an early retirement.  

   

1.2 The complaint was received by this Tribunal on 2 June 2014. A letter 

acknowledging receipt thereof was sent to the complainant on 13 June 

2014. On the same date, a letter was sent to the second respondent 

informing it about the complaint and giving it until 13 July 2014 to 

respond to the complaint. A response was received from the second 

respondent on 11 July 2014. No further submissions were received 
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from the parties. 

 

  1.3 Having considered the written submissions before this Tribunal, it is 

considered unnecessary to hold a hearing in this matter. As the 

background facts are well known to the parties, only facts which are 

relevant to the issues raised herein shall be repeated. The 

determination and reasons therefor follow.    

 

[2]  FACTUAL BACKGROUND 

 

2.1 The complainant applied for and was admitted to two memberships of 

the first respondent, which is a registered retirement annuity fund in 

terms of the Act. Policy 3853256X0 was issued on 1 January 1981 with 

a maturity date of 1 January 2022. Policy 15253209X9 was issued on  

1 January 1996 with a maturity date of 1 January 2022. The second 

respondent is the underwriting insurer and administrator of the first 

respondent.  

  

2.2 On 7 April 2009, the complainant requested that his monthly premium 

on policy 15253209X9 be increased from R274.95 to R524.95 per 

month. The increase in premium came into effect on 1 July 2009. On 

17 November 2009, the complainant again requested that his premium 

on policy 15253209X9 be increased to R1 124.95 per month. On  

31 August 2013, the complainant applied for an early retirement from 

his policies. As a result, the second respondent levied a termination 

charge of R19 021.81 on policy 15253209X9 for the early retirement. 

However, no causal event charge was levied on policy 3853256X0.  

[3] COMPLAINT 

 

3.1 The complainant is aggrieved with the causal event charges that were 

imposed following his early retirement. The complainant is of the 

opinion that causal event charges were levied on both his policies. He 

submits that he decided to take an early retirement after he was 
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retrenched from his employment and was no longer able to afford the 

monthly premiums. 

  

3.2 The complainant submits that the causal event charges imposed on his 

policy are exorbitant and do not comply with the principles of Treating 

the Customer Fairly. The complainant further submits that the response 

he received from the second respondent is difficult to understand and 

confusing.  

 

3.3 The complainant requests this Tribunal to investigate the matter and 

determine whether or not the causal event charges imposed on his 

policies are reasonable.  

 

[4] RESPONSE 

 

 Second respondent’s response 

 

4.1 The second respondent submitted that policy 3853256X0 commenced 

on 1 January 1981 with a monthly premium of R25.00. This policy 

formed part of the Reversionary Bonus Series. On the policy’s inception 

date, a sum assured for the policy is purchased. This is based on the 

assumption that the contractual premiums will be received over the full 

term of the policy. The policy investment grows annually by means of 

reversionary bonuses (vesting bonuses) and claim bonuses (non-

vesting bonuses) Reversionary bonuses are declared annually in the 

form of a percentage of the sum assured or a percentage of the already 

vested bonuses. Claim bonuses are declared each year as a 

percentage of existing reversionary bonuses and a percentage of the 

sum assured.  

 

4.2 The second respondent submitted further that claim bonuses are non-

vesting by nature. Non-vesting means that the bonuses that are 

declared for a particular year are only paid out in the event of a claim 
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during that year. It is possible for the bonuses to reduce in subsequent 

years and therefore, they do not form a permanent part of the policy’s 

benefits. The sum assured plus bonuses are only available on the 

contractual retirement date of the policies, or on earlier death of the 

member. Therefore, in the event of early retirement, the present value 

(discounted value) of the sum assured and the already declared 

bonuses is calculated, according to the actuarial rules of the policy. 

This value is then multiplied by a market adjustment factor (if 

applicable) to make provision for the market value of the underlying 

assets in the portfolio. This adjustment is calculated according to the 

actuarial rules of the policy and its purpose is to protect the remaining 

members in the portfolio. The difference in the value of policy 

3853256X0 is not the deduction of a causal event charge, but is due to 

discounting a value (the sum assured plus bonuses) payable on the 

future date (the contractual maturity date) to his early retirement date of 

1 October 2013.   Since 2006, the annual portfolio statement sent to the 

complainant included the early retirement benefit to indicate the effect 

of early retirement. The early retirement option letter sent to the 

complainant clearly states that no causal event charge was levied on 

policy 3853256X0.   

 

4.3  The second respondent submitted that most of the expenses with 

respect to policies are incurred at the commencement of the policy or 

when the premiums are increased and are recovered by means of 

charges which are levied over the term of the policy. When the policy 

charges were calculated, it was assumed that the contractual premiums 

would be paid up to the end of the policy term. Should the premiums or 

the policy be discontinued, it will no longer be possible to recover the 

costs from the future charges as these would have stopped. Thus, the 

fund value of the policy is reduced by levying an early termination 

charge to recover the expense of doing the alteration on the policy and 

partly recover the loss of future policy charges which are required to 

pay for the initial expenses. The policy which the complainant signed 
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provided the necessary values of his retirement portfolio together with 

the impact that an early retirement from the first respondent will have 

on his policy values. The causal event charge amounting to 14.41% of 

the complainant’s fund value falls within the limits set out in the Long-

term Insurance Act 52 of 1998 (“LTI Act” ) 

 

4.4 Regulations issued under the LTI Act and published on 1 December 

2006 confirmed the application of actuarial principles to policies. 

Deductions and charges are levied in accordance with these actuarial 

principles. The regulations ensure that policy benefits and values are to 

be calculated in compliance with the Act. The regulations provide for 

maximum limits regarding the values and charges that may be 

imposed, and which are considered fair and reasonable. These 

charges are limited to 30% for retirement annuity policies. The LTI Act 

replaced the Insurance Act 27 of 1943 with effect from 1 January 1999. 

Section 46 of the LTI Act replaced section 34 of the Insurance Act. To 

comply with section 46 of the LTI Act, insurers apply actuarial rules, 

which their statutory actuaries must approve. The policy benefits and 

other policy values they provide must be calculated according to these 

approved actuarial rules. This means that an insurer cannot provide or 

be required to provide policy benefits and other policy values that are 

calculated otherwise in accordance with its section 46 rules.   

 

4.5 The second respondent further submitted that section 13 of the Act 

provides that the rules of a registered fund are binding on the fund and 

the members, shareholders and officers thereof and on any person who 

claims under the rules. Rule 15 of the first respondent’s rules provides 

that contributions are payable during the period determined in the 

policy which the fund takes out in respect of the member. Rule 23 

provides that any change to the policy will result in the fund’s liability to 

the member changing accordingly. The second respondent further 

submitted the definitions of actuarial basis, causal event and policy 

prescriptions. If a member stops the premiums prematurely, he/she will 
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be in breach of Rule 15 which provides for payment of contributions for 

the life of the policy. As a result, the policy will have to be surrendered 

for a reduced value. The reduced policy benefit under the policy will 

become available to the fund, with which the fund can provide the 

retirement benefit.  

 

4.6 Further, the second respondent submitted that along with the first 

respondent, it fully subscribes to the Treating Customers Fairly 

principles. It continuously infuses its business practices and processes 

with the spirit and purpose of Treating Customers Fairly. Given that the 

early termination charges is a matter which was subject to detailed 

discussion and consideration between the regulator and the industry, 

the second respondent is of the view that a proportional balance was 

achieved in the Statement of Intent between sustainability in the 

industry in respect of legacy products and the Treating Customers 

Fairly principles.   

 

[5] DETERMINATION AND REASONS THEREFOR 

 

5.1 The issue to be determined is the reasonableness of the causal event 

charge that was imposed by the second respondent on the 

complainant’s policy. 

 

5.2 The basis for imposing causal event charges needs to be determined 

and it must be decided whether or not the causal event charge that 

would have been levied by the second respondent was 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 
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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 Having confirmed that causal event charges may be imposed by 

underwriting insurers, the learned judge reasoned that what remains is 

to ascertain the fairness and reasonableness of the causal event 

charge that would have been levied by the second respondent. This 

Tribunal takes cognisance, firstly, 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 Further, section 52 of the LTI Act prescribes the manner in which long-

term policies are to be dealt with in the event of premature 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. 
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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 1 January 2001. 

 

5.6  This Tribunal takes cognisance of the second respondent’s submission 

that no causal event charge was levied on policy 3853256X0 when the 

complainant took early retirement.  

 

5.7 In determining the reasonableness of the causal event charge imposed 

on policy 15253209X9 by the second respondent, this Tribunal 

engaged the services of an independent actuary to assess the charges 

imposed. The actuary considered the first respondent’s rules, the policy 

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. 

 
5.8 The actuary found that the causal event charges, in the sum of 

R19 021.81 imposed on policy 15253209X9 were fair and reasonable. 

The termination charge is made up as follows; 

 

 Total outstanding expenses as at 2 September 2013  R20 120.04 

 Plus: Admin charge for termination    R388.77 

 Less: adjustment to outstanding expenses   R1 487.00 

 Total termination charge     R19 021.81 

   

5.9 The actuary submitted that the outstanding expense account is 

increased for each year by the following items: 

 

 Sales expenses/commission 

 Marketing expenses 

 Issuing expenses 
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 Recurring expenses 

 Interest on outstanding expenses 

 Less cost recoveries 

 

5.10 According to the actuary, the costs deducted were in accordance with 

the second respondent’s internal methodology for recovering expenses 

for early retirement transactions. Further, the causal event charge is 

under the 30% limit set out in part 1 of the regulations of the LTI Act. 

The causal event charge is reasonable. However, the actuary noted 

with concern that the complainant’s policy document did not detail the 

specific components of costs deducted in the event on an early 

termination. The policy document did not include any methodology of 

calculating the fees and the assumptions thereof. The outstanding 

expenses on policy 15253209X9 increased by 40% during 2009 and 

again 66% during 2010. The main components of this expense are as 

follows: 

 

 Sales expenses (commission) amounted to R5 281.00 for the period 1 

January 2009 to 1 January 2012, excluding interest. 

 Marketing expense amounted to R2 343.56 for the period 1 January 2009 

to 1 January 2011, excluding interest. This expense is excessive for an 

existing policyholder. 

 Issuing/initial expense amounted to R2 297.81 for the period 1 January 

2009 to 1 January 2011, excluding interest charged. The increase in fixed 

charge arising from functional costs is not fair on the customer as it 

allows the second respondent to charge any cost irrespective of its 

inefficiencies.   

 

5.11 The actuary questioned whether an equivalent worth of services had 

been provided to the complainant to justify the costs deducted in light of 

the Treating Customers Fairly principles.  

 

5.12 This Tribunal takes cognisance of the fact that in terms of the 

regulations, the maximum causal event charges in respect of causal 

events that occurred on or after January 2001 cannot exceed 30% of 
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the fund value. This Tribunal further takes cognisance of the fact that it 

remains bound and guided by the applicable legal prescripts. However, 

whilst the charges levied on the complainant’s policy fall within the 30% 

limit as set out in the regulations, this Tribunal notes with concern the 

independent actuary’s submission that the outstanding expenses on 

policy 15253209X9 increased by 40% during 2009 and again 66% 

during 2010. Even though the second respondent submits that it 

adheres to the principles of Treating Customer fairly, the calculation 

done by the independent actuary revealed that the costs deducted on 

the complainant’s policy are not equivalent to the services provided and 

that the deduction of costs therefore cannot be said to be in line with 

the principles of Treating Customer Fairly.  Therefore, even though the 

charge levied on the complainant’s policy falls within the 30% set out in 

the regulations, it does not adhere to the spirit of Treating Customer 

Fairly as it continues to be a significant post-sale barrier and the costs 

are not linked to any tangible service nor are they transparent.  

 

5.13 After careful consideration of the facts placed before this Tribunal, it is 

evident that the second respondent acted in accordance with generally 

accepted actuarial practice, the provisions of the rules, the provisions of 

the policy documents, the provisions of the LTI Act and the regulations.  

 

[6] ORDER 

 

1. In the instance the complaint cannot succeed and is hereby dismissed.  

 

DATED AT PRETORIA ON THIS  22ND DAY OF OCTOBER 2014 

 

 

 

 

       

MA LUKHAIMANE 
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PENSION FUNDS ADJUDICATOR 
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