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Independent Actuary’s Report

On the substitution of business underwritten by Rentmeester Assurance Limited by Channel Life Limited in terms of an agreement dated 15 July 2008
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1. Introduction

1.1. On 13 May 2005 a reinsurance agreement (“the reinsurance agreement”) was signed between Channel Life Limited (“Channel”) and Rentmeester Assurance Limited (“Rentmeester”) in terms of which Channel agreed to reinsure the risks of a group of life assurance policies underwritten by Rentmeester (“the relevant policies”).  On the same date an Administration Agreement was signed between Channel and Rentmeester in terms of which Channel undertook to provide all the administration of the relevant policies.

1.2. On 15 July 2008 an agreement (“the substitution agreement”) was signed between Channel Life Limited (“Channel”) and Rentmeester Assurance Limited (“Rentmeester”) in terms of which Channel was to cancel the reinsurance agreement mentioned in paragraph 1.1 and simultaneously issue replacement policies for the relevant policies.

1.3. The effect of the substitution agreement on:

Channel is that it would establish a direct contractual relationship between Channel and the policyholders concerned (“the policyholders”) and substitute all rights and obligations that previously existed between Rentmeester and the policyholders with those of its own.

The policyholders would be such that the previous contractual relationship that the policyholders had with Rentmeester was to be discontinued and replaced by a direct contractual relationship with Channel.

Rentmeester would be that there was no further contractual relationship in respect of the relevant policies with the policyholders and that all its previous rights and obligations contained within the provisions of the relevant policies would lapse. 

2. Purpose of the Report

2.1. On 14 August 2008 the Financial Services Board (“FSB”) appointed me as an Independent Actuary to report on the substitution agreement as contemplated in Section 38 of the Long-Term Insurance Act, 1998. 

2.2. This report sets out the conclusions from the investigation.

2.3. I have been guided by the provisions of the Professional Guidance Note PGN108 of the Actuarial Society of South Africa which specifically deals with the transfer of long-term business of a registered insurer and the role of the independent actuary.

2.4. In addition I have considered and am bound by the provisions of Guidance Notes GN23 and GN24 of the Joint Committee of the Institute of Actuaries and Faculty of Actuaries, UK to the extent that they are relevant.   These notes deal with life insurance company takeovers and the actuary as an expert witness, respectively.
3. The Relevant Policies

3.1. The substitution agreement lists the relevant policies.  As these policies were fully reassured by Channel, the net liability to Rentmeester of the obligations to policyholders arising from the policies was exactly equal to the amount of the asset in respect of the undertaking by Channel to Rentmeester in terms of the reinsurance agreement.  Accordingly Rentmeester’s net actuarial liability on these policies was nil before the substitution agreement.  Clearly Rentmeester has no further rights or obligations after the substitution agreement is completed its actuarial liabilities in respect of those policies would also be nil.  No payment by or to either party is contemplated in terms of the substitution agreement. There is thus no financial impact on Rentmeester arising from the substitution agreement.  Similarly, there would be no financial impact on Channel.

3.2. No actuarial valuation was made to determined the impact on the financial position of either Rentmeester or Channel at the date of the agreement, nor was one necessary as there was no impact for the reason mentioned above.

3.3. For the purpose of determining the size of the counterparty risk, the statutory actuary of Rentmeester has placed a total of the gross liabilities (i.e. before allowing for the reinsurance agreement) of these policies as at 31 December 2007 of R24 740 690,97.

3.4. The policies consist of two main types, namely whole life assurances without guaranteed premiums on the one hand, and a group life scheme which includes a savings element on the other.  It is important to make this distinction as the implications and the impact that the substitution agreement has on the policyholders is different in each case.
4. The Effect of the Substitution Agreement on the Policyholders’ Security of Contractual Benefits

4.1. Three sets of policyholder must be considered:

The policyholders who are the owners of the relevant policies.

The policyholders of Rentmeester who are not owners of the relevant policies (i.e. the remaining Rentmeester policyholders whose policies are not to be substituted by policies of Channel).

The existing policyholders of Channel.

4.2. Prior to the substitution agreement being finalized the policyholders have looked to Rentmeester for the fulfillment of the promise made to them in the policy.  Channel provides total reinsurance of those promises to Rentmeester and provides the necessary administration to give effect to those promises.  Accordingly the existence of such reinsurance agreement is almost irrelevant to the policyholders.  In the event of default by Channel to Rentmeester, the promises would be devolve onto Rentmeester and would impact on Rentmeester’s financial position.  At the date of the substitution agreement Rentmeester had sufficient assets to meet such an eventuality.

4.3. Following the completion of the substitution agreement, the policyholders’ promise becomes the obligation of Channel, and policyholders look to Channel to fulfill that promise.

4.4. Prior to the completion of the substitution agreement the financial strength of Rentmeester is relevant to the policyholders as this is an indication of the ability of Rentmeester to remain solvent and to pay the claims if, as contemplated in 4.2 above, Channel was unable to pay those claims.  This financial strength may be measured as the ratio of the free assets (i.e. those assets in excess of the company’s liabilities) and the Capital Adequacy Requirement stipulated by the Regulator (this is usually referred to as “the CAR cover”).  Thus the larger the ratio, the greater the security that exists for the policyholders.  This is thus an indicator of the company’s relative solvency.  In the case of Rentmeester, the CAR cover at 30 December 2007 was 534%.  Whilst this ratio is high and obstensibly reassuring to the policyholders, there is no guarantee that it continue at that level in the future.  Circumstances of companies change and shareholders are paid dividends out of the free assets, both of which could serve to depress the ratio and the corresponding security for the policyholders.  

4.5. Rentmeester is a ‘closed’ insurance company for which no new business is being written.  As the book of business reduces following policy terminations, the financial fortunes of that company become more at risk to volatility in the experience of that company.  This would have a direct impact on the CAR ratio which would, in turn, become more volatile.

4.6. In the case of Channel the CAR cover at 30 December 2007 was 113% and on 30 June 2008 following an injection of capital in the form of a subordinated loan (see further discussion below) from the shareholders, was 127%.  Without the subordinated loan the ratio would have been 102%.

4.7. Section 30 of the Long-Term Insurance Act requires that a company maintain a CAR cover of not less than 100%.

4.8. Clearly the relevant policyholders appear to suffer prejudice in moving from a company with a higher CAR cover to one with less, thereby increasing their risk to the insolvency of the insurance company underwriting their risk and policy promises.

4.9. It must be reiterated that an insurance company’s CAR cover does not remain constant over the years and will change with the company’s changing fortunes and its free assets.  In the case of Rentmeester, I was provided with a letter from Rentmeester’s sole shareholder, Liberty Life, indicating that it is their intention to reduce the CAR cover over the next three years to a target of 150%.

4.10. It would thus be incorrect to assume that the relevant policyholders have an inalienable right to security for the remainder of their policy lifetimes at the level suggested by the CAR cover at 31 December 2007.  Long-term insurance companies are required to maintain a CAR cover of not less than 100% and there is currently no legislation or regulation that can prevent a company from operating at that level if the management and shareholders so decide.

4.11. Accordingly the perceived reduction in security is probably illusory and that level of security is certainly not one that can or should be written into any agreement such as the one being contemplated.

4.12. In the circumstance I do not believe that the difference between the current CAR cover of Channel and that intended for Rentmeester is sufficient to cause concern.

5. Subordinated Loan

5.1. As discussed in paragraph 4.5, on 6th June 2008 two of Channel’s shareholders provided a subordinated loan (“the subordinated loan”) to the company.  The loan agreement provides, inter alia, that:

“The shareholders will provide a loan up to R120m to Channel over the next 12 months depending on the company’s capital requirements (it is noted that it is the intention to retain a minimum CAR ratio of 105% at any time)….”

“The parties agreed that Channel intends to do a rights issue latest September 2009 based on the 30 June 2009 embedded value per share.  At such stage this loan and the subordinated shareholders loan already provided in December 2007, together with capitalized interest, will be converted into ordinary shares…or alternatively be repaid from the proceeds of the rights issue unless the shareholders and Channel, in consultation with the FSB, decide to postpone the rights issue to a later date in which case the loan terms will remain unchanged until such rights issue.”

“The subordination …shall remain in force and effect for so long only as the loan is not repaid.”

5.2. On 8th August 2005 the shareholders of Channel entered into a shareholders’ agreement.  Paragraph 14.2 and 14.3 provide, inter alia, as follows:

“14.2 The amount of funding required from time to time shall be determined by the Board of Directors of Channel.  If Channel requires funds the shareholders shall capitalize Channel as necessary on terms agreed between them and Chanel or, if they otherwise agree, the shareholders shall advance loans to Channel….”
“14.3 If the shareholders agree to advance loans to Channel, their loan accounts will bear interest (if any) as may be determined by the Board of Directors from time to time (in agreement with the shareholders), and will be repaid as agreed between Channel and the shareholders.  Such loan accounts shall in any event immediately be repaid if the Master of the High Court of South Africa issues a certificate as contemplated in Section 346(3) of the Companies Act 1973 in respect of an application to wind up Channel, alternatively, the deponent thereto signs the founding affidavit delivered in support of such an application, whichever alternative occurs earlier, of if Channel’s directors or members propose, or its members pass or attempt to pass, a special resolution to wind up Channel, or if Channel is otherwise provisionally or finally wound up, liquidated or placed under judicial management or curatorship.”
5.3. In order to confirm that the subordinated loan will not be repaid in any of the events contemplated in paragraph 14.3 of the shareholders’ agreement, and to remove any confusion in that regard it is recommended that this requirement be included as part of the order of Court required in terms of Section 37 of the Long-term Insurance Act to sanction the substitution agreement. 
5.4. Subject to the above recommended order, I confirm that I am satisfied that the security of the policyholders mentioned in paragraphs 4.1.1, 4.1.2 and 4.1.3 has not been prejudiced by the contemplated substitution agreement.
6. The Affect of the Substitution agreement on the Policyholders’ Reasonable Benefit Expectations

6.1. Paragraph 3.3 sets out the two types of relevant policies concerned:

6.2. The relevant policies - Group Life Scheme with Savings Element:

The savings scheme provides for policyholders to accumulate their premiums paid together with bonuses declared from time to time on their policy the total of which is available as a benefit to be paid in the event of various specified contingencies.

The way in which life assurance companies determine the amount of bonus declared on those policies entitled to bonuses are contained within a statutorily required and publicly available document termed the Principles and Practices of Financial Management (“PPFM”).

The effect of the Channel PPFM, whilst not identical with that of Rentmeester, would result in bonuses being determined in the same way as would have applied in Rentmeester.  Accordingly, no prejudice would result in the future to the relevant policies.

A bonus stabilisation reserve is maintained in the actuarial valuation of both Rentmeester and Channel to ensure that the bonus declarations are not volatile.  Bonuses on the relevant policies will be recalculated for the years prior to the effective date of the substitution agreement and during the currency of the reinsurance agreement, so that the bonus stabilisation reserves of the relevant policies, when expressed as a percentage of the actuarial liability, are harmonised with that of Channel to ensure that there was no cross subsidy between the relevant policies at the effective date of the substitution agreement.

The past bonus rates declared on these policies has been recalculated by Channel’s actuary to accord with the above.  This has resulted in the need for an increase of R101 370,70 in the bonus stabilisation reserve of those policies.

I am satisfied therefore that these policyholders’ reasonable benefit expectations would not be affected by the substitution agreement.

6.3. The relevant policies - Whole life assurances without guaranteed premiums:

Rentmeester’s policies reserved the right of that company to increase the premium after written notice.  The practice of that company is only to increase the premium in the event of deterioration in the mortality or expense experience of the company. 
Channel has agreed to bind itself so that premiums can only be increased if the mortality or expense experience of the relevant policies deteriorates.

I am satisfied therefore that, subject to the  sanction by the court of this limitation, these policyholder’s reasonable benefit expectations would not be affected by the substitution agreement.

6.4. Remaining policies at Rentmeester and existing policies at Channel:

The substitution agreement was preceded by the reinsurance of the relevant policies by Channel in terms of the reinsurance agreement.

As these policies had been reinsured fully by Channel for a little over three years prior to the substitution agreement, there is no change to the financial position of Channel as a result of the substitution agreement.  Accordingly the existing policyholders are not affected nor are their reasonable benefit expectations affected by the substitution agreement.

Similarly as there is no change to the financial position of Rentmeester as a result of the substitution agreement the remaining policyholders of Rentmeester are not affected nor are their reasonable benefit expectations affected by the substitution agreement.

I am satisfied therefore that these policyholders’ reasonable benefit expectations would not be affected by the substitution agreement.
7. Alternative Schemes

7.1. I am mandated by the F.S.B. and required by PGN 108 to consider what, if any, alternative schemes were contemplated prior to the substitution agreement.

7.2. Managements of both Rentmeester and Channel have informed me that there were no other schemes contemplated prior to the substitution agreement, other than the option of not substituting the policies and leaving them as they were at Rentmeester.

7.3. As:

the relevant policies had been reinsured fully by Channel for some while;

Channel had become fully acquainted with the actuarial, legal and administrative details of the policies;

Policyholders had become accustomed to dealing with Channel in all matters concerning their policies

it made little sense to contemplate any other scheme.  The potential advantages to the relevant policyholders identified in paragraph 12 in pursuing the alternative contemplated by the substitution agreement is more attractive to these policyholders than the status quo of a closed fund.

8. Taxation implications

8.1. There are no taxation implications of the substitution agreement on any of the three bodies of policyholders considered.
9. Administrative capability of Channel

9.1. Channel’s administrative manager has demonstrated aspects of the administrative system and its capacity to successfully manage the relevant policies with reference to sample policies.  This included the billing, collection of premiums, and the maintenance of the necessary administrative and financial records.  These systems are currently being used to administer the policies in accordance with the administration agreement signed concurrently with the reinsurance agreement.  A minimal number of complaints have been received from the policyholders in respect of the administration of their policies.

9.2. I have not checked the administration processes nor the controls as such aspects are audited by the external auditors of Channel.

9.3. The auditor of Channel has indicated to me that the audit has not revealed any problems with the administrative systems of Channel.

9.4. I am satisfied that Channel has the competence to administer the relevant policies.
10. The Possible Loss of Value to Policyholders

10.1. As part of the mandate of the F.S.B., I am required to consider whether there is any possible loss of value to policyholders.

10.2. I am satisfied that there is no possible loss of value to policyholders.
11. The Fairness of the Process

11.1. As part of the mandate of the F.S.B., I am required to consider whether the process has been fair.

11.2. Channel have indicated that notices in terms of Section 37 (a) (ii) of the Long-term Insurance Act will be met and that a communication programme to inform the relevant policyholders of the changes to their policies implied by the substitution agreement will be made as agreed by the F.S.B..

11.3. Copies of draft policy documents were provided to me and a check was made on a sample basis.  In all such cases the policy provision contain the following paragraph:

“Channel Life further undertakes that to the extent that a discrepancy arises between the terms and conditions of the policy and the terms and conditions of the Rentmeester policy schedule in the possession of a member, to honour the terms and conditions stipulated in the Rentmeester policy schedule unless the provisions of the policy are more beneficial to the member.” 

It is clear to me that the policy documents are fair to the relevant policyholders.

11.4. I am accordingly satisfied that the process has been fair.
12. Reliability of Information Provided

12.1. For the purpose of my investigation I have requested and been supplied with the following documents:

The reinsurance agreement;

The administration agreement referred to in paragraph 1.1;

The substitution agreement;

The Notification Form submitted by Channel and Rentmeester to the F.S.B.;

The report of the statutory actuary of Rentmeester on the effect of the proposed transaction;

The report of the statutory actuary of Channel on the effects of the proposed transaction;

The PPFM of Channel;

The PPFM of Rentmeester;

The report by the statutory actuary of Channel on the actuarial valuation of Channel at 31 December 2007;

The report by the statutory actuary of Channel on the actuarial valuation of Channel at 30 June 2008;

The LT2007 returns to the F.S.B. by Channel for the year ended 31 December 2007;

The report by the statutory actuary of Rentmeester on the actuarial valuation of Rentmeester at 31 December 2007;

The LT2007 returns to the F.S.B. by Rentmeester for the year ended 31 December 2007;

The group annual financial statements of Channel for the year ended 31 December 2007;

The group annual financial statements of Rentmeester for the year ended 31 December 2007;

The Articles of Association of Channel;

The Articles of Association of Rentmeester;

The subordinated shareholders’ loan agreement of Channel dated 6 June 2008;

The shareholders’ agreement of Channel dated 8 August 2005;

An opinion by J Henning of DLA Cliffe Dekker Hofmeyr regarding the subordinate shareholder loans of Channel;

Letter from S. Rider, Deputy Chief Financial Officer of Liberty Life on the Capital Adequacy Requirement Target Levels for Rentmeester;

Draft copies of the policy documents of the proposed policies to be substituted by Channel.

12.2. In addition I met and/or had discussions with the following:

Personnel of the F.S.B.;

The statutory actuary of Channel;

The statutory actuary of Rentmeester;

The group benefits executive responsible for administration of Channel;

The senior executives of Channel;

The audit partner to Channel of Ernst & Young;

Mr. J Henning of DLA Cliffe, Dekker Hofmeyr, legal advisor to Channel;

12.3. Various aspects of the written reports were discussed with the above people and information cross-checked with the written reports.

12.4. In the case of the policy documents, spot checks were made on a sample basis to verify information that had been provided verbally.

12.5. At no stage was there any conflicting information provided nor was there any reason found to question the veracity of verbal information when compared to written reports.
13. Whether the substitution agreement is in the Interests of the relevant policyholders

13.1. I understand that during the currency of the reinsurance agreement possible confusion may have existed in some of the minds of the relevant policyholders as to who the principal was behind their policies.

13.2. The substitution agreement will remove this confusion and in that respect is in the interests of the relevant policyholders. 

13.3. Rentmeester is a closed fund as that company is no longer writing new business.  Channel on the other hand is a rapidly growing company and the need for constant service to policyholders is a commercial imperative.  The substitution agreement is in my opinion in the interests of the relevant policyholders.

14. Court orders recommended

14.1. The opinions expressed in this report are qualified by the need to establish legal certainty and it is recommended that this be obtained through the solicitation of various orders by the court.  These are set out below:

 Order that the terms of repayment of any shareholder loans as provided by paragraph 14.3 the shareholders’ agreement dated 8 August 2005 shall not apply to the subordinated loan provided to Channel by its shareholders in terms of a loan agreement dated 6 June 2008.  (see paragraph 5.3)

Order that the premium rates of the policies substituted in terms of the agreement between Rentmeester Assurance Limited and Channel Life Limited dated 15 July 2008 may only be increased if as a result of a mortality investigation conducted solely on those policies, or an expense analysis demonstrates that the relevant experience has deteriorated when compared to that anticipated in the premium rate calculation.  Such investigation is to be conducted by the internal actuary of Channel, and confirmed by the statutory actuary (see paragraphs 6.3.2 and 6.3.3).

15. Qualification and experience

15.1. The appendix sets out my qualification and experience.

W.J. Haslam

Fellow of the Institute of Actuaries

Fellow of the Actuarial Society of South Africa

14 November 2008
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Other relevant experience





Professor Bill Haslam





21st August 1944





Independent Consultant


�Fellow of the Institute of Actuaries


Fellow of the Actuarial Society of South Africa








Has had extensive experience (mainly in South Africa, but also in London and Zimbabwe) in:


Life Company Valuation and associated analysis of surplus


Business plan development and monitoring


New Product Development


Experience measurement


Pensions Valuations


Statutory actuary of four companies


Management of Life Companies (Director of Pensions Division of Southern Life Assurance Ltd and Managing Director of Time Life Insurance Company Ltd)





Board member of the South African Regulator (Financial Services Board) for 10 years and Deputy Chairman for part of that period.


Member of the 3 person Appeal Board of the Regulator.


Chairman of Finance Committee of Regulator.


Chairman of Litigation Committee of Regulator.


Part of negotiating team involved with:


Restructuring of Anglo American Life Assurance Group


Merger with Southern Life Assurance


Demutualisation of Southern Life Assurance


Acquisition of minority stake in UK life company


Purchase of Medical Aid group


Industry involvement have included:


Industry committee developing four-funds tax basis for life companies in South Africa.


Industry committee developing valuation basis for both solvency and earnings statements.


Industry committee reviewing legislation regarding demarcation between life companies and banks.


Adjunct Professor of Actuarial Science at the University of the Witwatersrand lecturing actuarial honours and masters students, specifically in actuarial practice in the South African life assurance industry.


Coordinator for the introduction of South African Fellowship examinations for the Faculty and Institute of Actuaries.


Author of Core Reading for the South African Fellowship Life Assurance Examinations for the Faculty and Institute of Actuaries.


Past Convener of the Education Committee of the Actuarial Society of South Africa.


Current member of the Education and Continuous Professional Development Committee of the Actuarial Society of South Africa.
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