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 Sanlam Employee Benefits takes pleasure in publishing the results of 

the 10th Biennial Survey of Retirement Benefits in South Africa. 

The f indings have been grouped as fol lows: 

•  General areas o f int erest : def ined benef i t  and def ined cont r ibut ion f unds 

•  Def ined cont r ibu t ion f und speci f i cs 

•  Def ined benef i t  f und speci f i cs 

•  Disab i l i t y benef i t s 

General areas of interest 

Legal concerns 

1 7 % of al l f unds are in breach o f accept ed m in im um com m unicat ion requirement s. This is not t he only area in w h ich 

t rust ees are exposing t hem selves t o t he t hreat of legal act ion. The f o l low ing are also pot ent ial problem areas: 

•  par t ies provid ing f inancial counsel l ing 

•  com m un icat i on o f rule changes 

•  t er m inat ion o f spouse's pension on remar r iage 

It  is accept ed pract ice f or f unds t o supply annual benef i t  st at em ent s. However, 1 7 % do not do so. Such st at ement s 

help m em bers t o make informed decisions. Anot her source o f aid in decision making is f inancial counsel l ing. It  is a 

mat t er of concer n t hat t h is service is provided by t he t rust ees or t he hum an resources depar t ment in a number of 

inst ances. They can, am ong ot her t h ings, be held legal ly account ab le for any f law ed advice given. 

It  is a requi rem ent t hat  rule change resolut ions be d isclosed t o f und members. Less t han 6 0 % of f unds, however, 

com m un icat e t rust ee decisions t o members. 

Fund rules t hat require t hat spouses' pension paym ent s be sum m ar i ly ceased or reduced on remarr iage are l ikely t o 

run foul of t he law i f ever chal lenged. 
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Investments 

The graph below shows who is responsible for managing ret irement fund assets. 

Trustees seem to be placing greater importance on the old adage of not placing al l one's eggs in one basket . The 

majorit y are split t ing their investments amongst more t han one investment manager. This awareness may be due to 

the formalising of investment goals and a mission statement . 

DB: Assets invested DC: Assets invested 

58% of def ined benefit  funds have less t han a quarter of their port folio in guaranteed funds/ products. In the case 

of def ined cont r ibut ion funds, this f igure is 45%. 

2 



Self -administ rat ion 

There is a sh i f t  in ad m i n i st r at i o n m an agem en t 

aw ay f r om brokers and insurers t ow ar ds act uar ial 

consul t ing f i rms and sel f -adm inist rat ion. The lat t er 

com es as so m ew h at of a surpr ise as r et i r em ent 

f u n d ad m i n i st r at i o n has b eco m e i n cr easi n gl y 

com p lex in an incr easingly l i t igious envi ronm ent . 

The w eigh t ed aver age adm in ist r at i on cost s per def ined con t r ibu t ion and def ined benef i t  f unds are 2 % and 2 ,5 % 

respect ively. These percent ages for insured r isk cost s are 1 % and 0 ,9 % respect ively. 

M any funds appear t o be at t empt ing 

t o cu r t ai l f u t u r e r isk cost s. The 

appr oach am ongst def ined cont r i -

bu t ion and def ined benef i t  f unds 

d i f f ers. Def ined benef i t  f unds cu t 

benef it s direct ly, whilst  the approach 

o f t h e m a j o r i t y o f d e f i n e d 

con t r ibu t ion f unds is t o cap t heir 

cont r ibut ions t ow ards risk benef it s. 

In ad d i t i o n , 2 8 % o f d e f i n ed 

con t r i bu t i on f unds have set up a 

reserve account out of w h ich t hey 

may subsid ise r isk cost s. 
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Su b si d i sat i o n o f m ed ical aid co n t r i b u t i o n s 

Employers are less prepared to subsidise the medical aid cont r ibut ions of future pensioners. 

Medical aid 

contribution sources: 

current pensioners 

Medical aid 

contribution sources: 

future pensioners 

En t r ance r equ i r em ent s 

M any funds have altered their ent rance requirements. The fact  t hat  fewer n 

be ascribed to the const it ut ional prohibit ion of age-based discr iminat ion. 

v have a maximum age rest rict ion may 
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Defined Contribution Specifics 

6 0 % of employers' cont r ibut ions t ow ards ret irement provision lie bet ween 5 % and 10% of salar ies. A quart er of 

em p loyer s con t r i bu t e more t han t h is. The aver age t o t al con t r i bu t i on rat e of em ployers is about 8 5 % 

Two f i f t hs of def ined cont r ibut ion fund members cont r ibut e bet ween 5 

ret irement benef it s. 4 5 % of t he members cont r ibut e more. 

D and 7 % of t heir annual salary t owards 

Employer contributions Member contributions 

Individual Investment Choice 

Trust ees need t o be aw are t hat permit t ing members invest ment choice does not remove t heir dut y to ensure t hat 

t heir fund's invest ment posit ion and st rat egy is sound. This is especial ly impor t ant  in t he l ight  of t he increased 

individual invest ment choice, both in t he number of funds of fer ing choice (up from 13% in 1998 to 36% in 2000) 

and the number of opt ions available. Approximat ely t wo f i f t hs of t hose of fer ing individual choice give members 5 

or more risk charact er ist ic opt ions to choose f rom. M ost funds allow t heir members to sw it ch invest ment funds at  

least  t w ice a year. 

Wit h t he advent of greater member choice it  is clearly important  for members to receive informat ion concerning the 

ef fect s of t heir choices. This is import ant  to enable members to monitor the choices made and review the choice in 

l ight  of w hat act ual ly happens. It  is t herefore alarming t hat only 64% of def ined cont r ibut ion funds communicat e 

invest ment performance to t heir members. 

5 



Benefits 

The m aj o r i t y o f f u n d s al l o w m em ber s t o pu r chase an an n u i t y in t hei r ow n nam e f r om any insurer . 

Of t hose funds t hat al low members a choice in the level of death cover, approximat ely a quarter permit  uncondit ional 

al t erat ions in t his choice. Such pract ice leaves t he fund open to members select ing against  t he fund, increasing t he 

l ikelihood of fut ure r isk premium escalat ion. 

Unsurpr isingly, funds provide larger benef it s on ret renchment t han on volunt ary resignat ion. Over the last  six years 

t here has been a four fold increase in t he percent age of funds paying a " share of fund" benef it  in case of volunt ary 

resignat ion. 

Defined Benefit Specifics 

Funding levels 

15% of def ined benef it  funds have no surplus. If act ual exper ience is much worse t han expect ed, such employers may 

be faced w i t h t he decision t o eit her increase cont r ibut ions or decrease fut ure benef it s in order to secure accrued 

benef it s. Only 38°/o of def ined benef it  fund members are informed about t heir fund's valuat ion result s. 

6 



« 
M ost employers cont r ibut e bet ween 5 % and 10% of t heir annual payroll t owards ret irement provision. The average 

rate is about 9%. Three quar t ers of employees cont r ibut e 5 % or more of t heir annual earnings t owards ret irement 

benef it s. 

Employer contributions Member contributions 

13% 40/0 6% 4% ro. 

Two t hirds of def ined benef it  fund members accrue ret irement benef it s at  a rate of between 2% and 2,22% of t heir 

salary each year. 

( 1.82% (1/55) or 

> 2% (1/50) 

2.22% (1/451 

> 2.5% (1/40) 

Rate of per 

81% of def ined benef it  funds base ret irement benef it s on member's salary over the last  year of service or a shorter 

period. This helps to protect  init ial pension benef it s against  inf lat ion erosion t hat can occur if long averaging periods 

are used. However, it  may pose a t hreat to the fund (employer) if larger t han expected average salary increases are 

grant ed in the last  year of service, as larger l iabil it y is then created t han has been funded for. Specifying a maximum 

percent age salary increase for use in benef it  det erminat ion in the last  year of service can prevent this. 
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8°/o of fund rules make no al low ance for an increase in pensions being paid. It  is, however, encouraging t o note t hat 

4 4 % of f unds have grant ed an addit ional pension increase over t he past 3 years in order to prot ect  pensioners who 

have been receiving pensions for a long period against  inf lat ion. 

In a pat tern similar t o t hat of def ined cont r ibut ion funds, def ined benef it  funds provide bet ter benef it s on ret renchment 

t han on vo lunt ar y resignat ion. Approxim at ely t hree quar t ers of al l f unds pay more t han a st r aight  refund of t he 

employee's cont r ibut ions plus int erest  on ret renchment . Hal f of t hose members w ho resign are t reated in t his manner. 

There is an overw helm ing t rend t ow ards t he payment of act uar ial reserves in case of volunt ary resignat ion. Over t he 

last  4 years, t he percent age of funds paying act uar ial reserves has increased f rom 3 % t o 25%. 

The major i t y of f unds permit  ear ly and i l l -heal t h ret irement . The size of t he i l l -heal t h ret irement benef it  is normally 

based on service t o dat e of i l l -heal t h ret irement . 

Disability Benefits 

The major i t y of f unds st i l l provide bot h 

per m anen t and t em por ar y d i sab i l i t y 

benef it s, even t hough t he percent age of 

f unds providing t he lat t er has dropped. 

The overal l levels of d isab i l i t y income 

gr ant ed have also decl ined, al t hough 

most st i l l provide 7 5 % of annual salary 

on permanent disabil i t y. 

2 2 % of all f unds t hat provide disabi l i t y 

income benef i t s do not increase t hese 

payment s. 

More Information 

The informat ion cont ained in t his document is merely an overview of t he survey result s. For more informat ion or t o 

det ermine how your f und compares against  t he survey result s, please visi t  our w ebsit e at  www.seb.co.za or cont act  

your San lam Employee Benef i t s consu l t an t 

http://www.seb.co.za
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