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Most South Africans do not

save adequately for retirement.

The South African government

in response is committed to

increase the financial security

of all South Africans and has

embarked on a retirement

reform programme which will

have a significant impact on the

entire retirement industry. In

addition to retirement reform,

the promotion of a safe and

stable insurance market for the

benefit and protection of

policyholders is one of the key

objectives of the Financial

Services Board (FSB).

The FSB issued Directive

153.A.i following a number of

rulings by the Pension Funds

Adjudicator which highlighted

unfair and unreasonable

practices by certain insurers.

Specifically in these cases the

maximum regulatory causal

event charge was deducted in

respect of each causal event on

a policy.

A causal event is defined in Part
5A of the Regulations to the
Long-term Insurance Act as one
of the following events:

 The policy becomes fully
paid-up;

 The basic premium in
respect of the policy is
reduced or the remaining
policy term or the
remaining premium-paying
term is reduced, without the
policy coming to an end or
becoming fully paid-up;

 The policy is surrendered in
part or full, other than for
the purpose of a transfer
from one fund to another in
terms of the Pension Funds
Act or a part of the policy
comes to an end for another
reason (other than because
risk cover under the policy
has come to an end or
because the policy has
reached its maturity date);
or

 The policy, in the case of a
fund member policy, is
surrendered in part or in
full for the purpose of a
transfer from one fund to
another in terms of section
14 of the Pension Funds Act.

Treating Customers Fairly

and the Statement of Intent

When the Statement of Intent

was signed in 2005, the

insurance industry committed

itself not to deduct charges in

excess of an agreed maximum

for contractual savings products

on the occurrence of certain

contractual events prior to the

end of the policy term.

As a result of the Statement of

Intent, Part 5 of the Regulations

to the Long-term Insurance Act

was enacted during 2005 and

2009 to –

 Rectify past unfair and
unreasonable industry
practices;

 Promote the fair treatment
of customers; and

 Ensure that contractual
savings policies perform as
policyholders have been led
to expect.

The deduction of the maximum

causal event charge for each

causal event is inconsistent

with the spirit and objective of

the Statement of Intent as well

as the outcomes of the FSB’s

Treating Customers Fairly

(TCF) framework. As a result

Directive 153.A.i was developed

to provide guidance in this

respect.

Maximum causal events

charges

In terms of Directive 153.A.i.

long-term insurers need to

comply with the following in

respect of causal event charges:

 Calculations of causal event
charges must take into
account the cumulative
effect on a policy’s
investment value of charges
that have already been
deducted in respect of
previous causal events; and
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 Multiple causal event
charges during the life of a
policy may not result in the
policy’s investment value at
any time being reduced by a
greater proportion that
would have been the case if,
at the time of the 1st causal
event, the causal event
charge had been deducted.

The method of applying these

principles has not been

described but the insurer must

apply the same method of

calculation to all policies of the

same type consistently.

Compliance with the

Directive and Regulations

Long-term insurers must

ensure that they adhere to the

principles of Regulation 5 and

Directive 153.A.i from

11 October 2013 (the effective

date of the Directive).

Where insurers previously
applied Regulation 5 in a
manner inconsistent with the
Regulations and Directive the
following procedures must be
followed -

In respect of every policy that
has not come to an end
subsequent to the happening of
the causal event:

The investment value of the
policy should be adjusted in
accordance with the principles
of the Regulations and
Directive.

This adjustment should be
made no later than the earliest
of:

 The 1st regular
communication of the
policy’s investment value to

the policyholder (but no
later than 10 October 2014);
or

 Any further causal event; or

 The payment of the policy’s
investment value or any
part thereof; or

 The receipt of any
complaint regarding the
policies investment value.

In respect of every policy that
has come to an end subsequent
to the happening of the causal
event:

When a complaint regarding
the investment value, as at the
date the policy came to an end,
is received, the amount that
would have been payable if the
investment value had been
determined in accordance with
the principles of the
Regulations and Directive
should be determined. Any
shortfall should be paid to the
policyholder.

Failure to comply with
Regulation 5 or Directive
153.A.i. may be referred to the
Enforcement Committee.

Long-term insurers will
therefore need to ensure that
internal control processes are
implemented and system
changes are made to ensure
compliance with the
requirements of the
Regulations and the Directive.

As part of the TCF principles
insurers are expected to be able
to demonstrate that they have
complied with all the aspects of
TCF. The application of fair and
consistent causal event charges
will form an important element
of this.
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