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KINGDOM OF SWAZILAND 

 

OFFICE OF THE REGISTRAR OF INSURANCE 
 

REQUIREMENTS  IN RESPECT OF ACTUARIAL VALUATIONS FOR LONG TERM 

INSURANCE 

 

PART A 

 

1. Introduction 

 

 1.1 The valuator appointed to an insurer shall perform an actuarial valuation of the 

insurer at the end of the financial year of the insurer, and at such dates as may be 

required by the Registrar. 

 

 1.2 The method of valuation shall be the gross premium method of valuation. 

 

 1.3 A gross premium valuation is intended to give as realistic a picture as possible of 

the overall financial position of the insurer, allowing explicitly for actual 

premiums that will be received and future experience that may reasonably be 

expected in respect of interest rates, expenses, mortality, morbidity and other 

relevant factors. 

 

 1.4 A degree of prudence should be introduced by the use of explicit contingency 

reserves rather than by the use of conservative assumptions. 

 

2. General Principles 

 

 2.1 The valuation should be based on realistic assumptions, guided by past 

experience, and modified by any knowledge or expectations that are held with 

regard to the future. 

 

 2.2 Assets and liabilities should be valued on bases that are mutually consistent. 

 

 2.3 Where future amounts are discounted the gross interest rate used should be 

realistic in terms of actual past yields modified by any knowledge or specific 

expectations with regard to the future. 

 

 2.4 The interest rate used for discounting in respect of taxed business should be net of 

tax, using the actuary's expectation of the tax basis that will apply to life insurers 

in the future. Expenses allowed for should be net of the anticipated tax relief on 

expenses. 

 



 2.5 The premiums to be valued should be those payable or expected to be paid in 

terms of the contract. 

 

 2.6 Due allowance should be made for expected allocations of profit for shareholders, 

where there is a specified relationship between profits attributable to shareholders 

and the bonus rates declared for policyholders. 

 2.7 Allowance should be made for expenses at a realistic level, making allowance for 

escalation of future expenses at an inflation rate that is consistent with the rate of 

interest that is to be used. 

 

 2.8 Mortality and morbidity should be allowed for at a level that is consistent with 

past experience modified by expected future trends. 

 

 2.9 The benefits to be valued should take into account the reasonable expectations of 

policyholders. 

 

 2.10 Actuaries, should take cognisance of the sensitivity of valuation results to change 

in the various parameters, and may need to undertake valuations on more than one 

basis to test the sensitivity of results and set assumptions. 

 

3. Reasonable expectations of policyholders 

 

 3.1 The reasonable expectations of policyholders cannot be defined in watertight 

terms. They will depend upon the type of product, the office practice, the manner 

in which the benefits are quoted and presented to policyholders and expectations 

created by marketing material. 

 

 An overriding principle is that the expectations that need to be taken into account 

are those that in the actuary's opinion may influence that insurer when deciding on 

future distributions of surplus. In effect, the actuary is required to set up reserves 

for what he considers the insurer will probably do, or might have to do in future, 

if the investment yield assumptions used in the valuation are realised, in the light 

of any expectations that he considers have been created. 

 

 3.2 There are, however, some guidelines that can be given to encourage consistent 

interpretation of policyholder expectations. The following guidelines are 

provided: 

 

 (a) Policyholders expect all contractual benefits to be paid and obligations to 

be met. 

 

 

 (b) Holders of market-related policies expect to participate directly in the 

investment performance of the underlying asset portfolio. For this purpose 

market-related policies are defined as those where the end benefits are held 



out as being directly linked to the value of an asset portfolio, either 

explicitly or implicitly. 

 

 (c) With-profit policyholders expect to receive a reasonable share of the 

investment performance and other profits that are generated by the assurer 

over time and also to share in losses. 

 

 (d) Other factors sometimes create additional policyholder expectations. 

These may include the manner in which the insurer's products or bonus 

policy are presented to the insuring public. On the other hand the assurer 

may have made specific and clear announcements or taken action to 

change previously created expectations. 

 

 The actuary will need to consider what expectations have been created and 

therefore need to be taken account of in the valuation. 

 

 The following are some of the specific ways in which expectations are 

frequently created: 

 

 (i) Where there is a history of maintaining bonus rates or strong 

smoothing of bonus rates over a sustained period, policyholders 

probably expect that the same approach will apply in the future, 

given a continuation of current circumstances. 

 

 (ii) The quotation of future values assuming the maintenance of bonus 

rates creates an expectation that those rates will be maintained, 

given a continuation of current circumstances. 

 

 (e) The current Benefit Illustration Agreement allows for benefits in respect 

of policies to be projected at two standards rates and for standard expenses 

to be used. The principle behind the Agreement is that policyholders are 

given two alternative figures which are merely illustrations of benefits that 

may possibly accrue, and do not represent any estimate of actual benefits. 

These illustrative values do not in themselves create a benefit expectation.  

    

  However, other actions, in particular how benefit illustrations are 

presented, may well create expectations - see above. 

 

4. Further guidance in respect of prospective valuations 

 

 4.1 Prospective valuations are normally used in the case of non-profit policies and 

reversionary bonus policies. 

 

 4.2 In case of reversionary bonus policies, it is not reasonable to discount future 

benefits at high interest rates without allowing for the corresponding bonuses one 

would expect to declare under such conditions (refer 3.2(c) above). 



 

 If the actuary considers that policyholder expectations have been created in 

respect of projected values or bonus rate maintenance, to the extent that the 

assurer would need to take cognisance thereof in future surplus distributions, the 

full maintenance of the implied bonus rate should be assumed. 

 

 If the actuary considers that no such expectations have been created, the full 

maintenance of the level of bonus rates that the company expects to be declared, 

or that may reasonably be expected under conditions compatible with the interest 

rate assumptions being made, should be assumed.  

4.3      The full value of non-vested bonuses that have already accumulated or would be 

paid out on death, should always be valued. In addition, depending upon 

circumstances, future additions to such bonuses may need to be assumed (for 

example where the amount of bonus depends on a scale that is related to 

duration). 

 

 4.4 The actuary should examine the interaction of the assumed bonus rates and the 

valuation interest rate, to ensure that the year-by-year liability for a single policy 

builds up smoothly and reasonably to the ultimate benefit that is assumed to be 

payable. 

 

 4.5 Where a policy of smoothing bonuses has been followed, it would normally be 

appropriate to set up a bonus stabilisation reserve to deal with policyholders' 

expectations regarding smoothing of future bonus rates. 

 

 

5. Valuation of unbundled contracts 

 

 5.1 Unbundled contracts include any business where a designated portion of the 

premium is allocated or deemed to be allocated to an accumulation  

  fund. This may include the following categories of business: market-related, 

smoothed bonus, universal life and deposit administration. 

 

 5.2 For this business, the total reserve would consist of two parts, i.e. a "fund reserve" 

and a "lilangeni". 

 

 5.3 The liability arising from the fund reserve should be taken to be not less than the 

value of the accumulation fund, including, where applicable, any non-vested 

bonuses. The value of the fund may take into account the discounted value of cash 

flows of management fees or other charges on the fund. 

 

 5.4 The lilangeni should in principle be derived from a discounted cash flow 

calculation that allows for - 

 

 expected future expense deductions, risk benefit premiums to be charged, and 

management fees recovered to the extent not included in 5.3 above; 



 

 expected future mortality and morbidity experience; and 

 

 expected future commissions, expenses and expense inflation. 

 

 In addition it may be necessary to set up rand reserves for - 

 

 any guarantees that have been given under the contract; 

 

 the reasonable expectations of policyholders; and 

 

 bonus stabilisation provision. 

 

 5.5 The complexity and detail of the calculations will depend on the level of 

guarantees provided. For example, for a linked contract that guaranteed the level 

of future allocation amounts, it may be necessary to calculate lilangeni reserves 

policy by policy and year by year in order to ensure that future cash flows are 

covered without recourse to additional finance. For business with less onerous 

guarantees, alternative approaches may be appropriated, subject to testing that 

demonstrates the adequacy of the liabilities. 

 

 5.6 An appropriate mismatching reserve will be required in aggregate for category of 

business where the deemed accumulation fund is not matched  

  by appropriate investment assets. (promised investments versus actual 

investment) 

 

6. Valuation of assets 

 

 The value of the assets of an insurer shall be determined on the basis as set out in  RDI 

16.         

 

  

7. Additional reserves and contingency reserves 

 

 The used of realistic valuation assumptions without margins necessitates the setting up of 

specific additional reserves to bring a measure of prudence into the valuation. 

 

 7.1 Discontinuance Reserves 

 

 Since the realistic assumptions in the valuation may result in negative liability 

values for certain policies, mainly at early durations, it is suggested that the 

amount required to ensure that no policy has a negative liability be set as a lapse 

reserve. 

 

 Simply, it is suggested that the amount required to ensure that no policy's liability 

is less than its surrender value be set aside as a reserve. 



 

 7.2 Contingency reserve 

 

 The purpose of contingency reserves is to increase the ability of the insurer to 

withstand both temporary fluctuations in experience and the possibility of more 

permanently adverse experience. The levels of contingency reserves will depend 

upon the nature of the insurer's business, which determines the sensitivity of the 

valuation result to adverse changes in the assumptions. 

 

 The basic principle of the contingency reserves is to allow for a variation in future 

experience from the normal valuation assumptions up to a level which the actuary 

feels is sufficiently prudent. 

 

 It is envisaged that specific contingency reserves should be set out for possible 

adverse experience in the following: 

 

 (i) Mortality and morbidity 

 (ii) Investment returns 

 (iii) Inflation 

 (iv) Mismatching 

 

 In order to determine the appropriate levels of contingency reserves, the actuary 

should investigate the sensitivity of the valuation result to adverse changes in the 

assumptions. This could be done by performing the valuation on a range of 

assumptions, say once every three years. Alternatively a model approach could be 

used. 

  

In calculating the sensitivities, allowance should be made for any offsetting 

factors, e.g. on with-profits business, bonus rates may be reduced if adverse 

experience occurs, and on some types of unbundled policies, mortality or 

morbidity charges could be increased. The actuary should allow such off-setting 

factors to the extent that the insurer is likely to take such actions in the event of 

adverse experience. 

 

 More significant changes to the above items should be considered. 

 

 

 It is expected that the actuary would have made some allowance for AIDS in 

deciding on the valuation's basic mortality assumptions. It will be necessary to 

consider a further contingency reserve for AIDS in view of the uncertainty as to 

its ultimate effect on the insurer. This can be done by allowing for a greater 

change in mortality rates in calculating the mortality contingency reserve, or by 

means of a separate contingency reserve. 

 



 In practice there may be some compensating effect between items (ii) and (iii) 

(investment returns and inflation), and the actuary may make an adjustment to the 

contingency reserves to allow for this. 

 

 7.3 If there are any other factors influencing the insurer which could place it at risk, 

the actuary should consider setting up appropriate additional reserves. 
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(continued) 

PART B 

 

REQUIRED CONTENT OF AN ACTUARY’S REPORT 

 

1. Description of valuation basis, notes and comments 

 

 1.1 Assets 

 

 The actuary should give a brief description of the bases and methods according to 

which different categories of assets were valued. 

 

 1.2 Liabilities 

 

 The actuary should give a brief description of the assumptions and methods 

according to which different broad categories of liabilities were valued. Gross 

premium method should be used. 

 

 1.3 Material changes in valuation bases since previous report 

 

 The actuary should briefly describe these changes and their financial effect. 

 

 1.4 Comments, notes and qualifications 

 

 Included here should be matters such as the extent to which the valuation bases of 

assets and liabilities may be inconsistent, and other comments and qualifications 

that the actuary considers pertinent. 

 

2. Mortality study 

 

 (The valuator must answer all questions completely) 

 

 2.1 The valuator must compare the expected mortality to the actual mortality over the 

12 months preceding the financial year end and state his results. 

 

 2.2 The valuator must investigate the mortality over the 36 months preceding the 

financial year end and state his results. 

 

 2.3 In the valuator's opinion are the results of the mortality studies over 12 months  

and 36 months satisfactory. 

 

 2.4 If not, have the causes been established. 

 

  



 2.5 In the valuator's opinion, are any steps necessary to correct the situation, taking 

into account expected future mortality. 

 

 2.6 What steps does he intend to recommend to the insurer to correct the situation. 

   

 

2.7 Has he recommended any corrective measures in the past and if so, has the insurer 

implemented them.  Please provide details. 

 

3. Interest Rate Assumptions 

 

 (The valuator must answer each question as completely as possible and supply any other 

relevant information that would aid an independent actuary in examining his 

explanation). 

 

 3.1 What was the net rate of return earned by the insurer over the valuation period 

after allowance for all expenses of management, taxes, levies etc. and 

 

  i) have all contingent liabilities been allowed for ? 

  ii) what investment reserve was allowed ? 

  iii) is the method of calculating the return consistent with the method 

used for the previous period ? 

 

 3.2 What rate was earned by the insurer in the previous period? 

 

 3.3 What was the rate used for the valuation of the company's business in this period. 

 

 3.4 What was the rate used for the valuation of the company's business in the 

previous period? 

 

 3.5 How does the rate of interest used relate to the interest earned i.e. explain the 

reasons for any differences between the actual and expected rates of interest 

earned. 

 

 3.6 Quantify the increase in liabilities that has been incurred or the surplus that has 

emerged as a result of the change in interest rates for valuation purposes. 

 

 3.7 Is the emerging surplus or any part of it 

 

 i) to be used to offset any losses already incurred 

 ii) to improve bonuses 

  iii) to be appropriated for shareholders benefit 

 iv) to increase non distributable reserves 

 v) to increase distributable reserves 

 

 Details must be given of any appropriation of the emerging surplus.                                                                                                                                  



 

4. Bonus Policy 

 

 4.1 Have future bonuses (vesting and non vesting) been allowed for at the same rates 

as in the past.  If not what liability has been released if the bonuses have been 

reduced. 

 

 4.2 Have declared bonuses (both vesting and non vesting) been reduced.  If bonuses 

have been reduced, please give details and reasons. 

 

 4.3 Have all policyholders been notified of any reduction of bonuses.  If so please 

enclose a sample document. 

 

5. Valuation basis 

 

 5.1 The valuation report shall give at least the following information regarding the 

basis applied to the various classes of insurance business. The information shall 

be supplied in respect of business covering at least 95% of the liabilities. 

 

 (i) Class of business 

 (ii) Interest rate 

 (iii) Mortality table 

 (iv) Mortality Adjustment 

 (v) Expenses allowance 

 (vi) Method of determining liability 

 (vii) Other relevant factors 

 

6. Mortality rates to be used for calculating liabilities 

 

 6.1 With effect from the commencement of this Act and subject to the provisions of 

subparagraph 6.2 the recommended mortality rates to be used by the valuator for 

calculations of liabilities is: 

 

 (i) a (90) table for annuities 

 

  (ii) SA56\62 table of assured lives for any other business. 

 

 

 6.2 However if  the valuator is of the opinion that the table (s) in subparagraph 6.1 is 

not appropriate for the insurer's class of business he may use a table that he 

considers suitable, in which case the report shall include an explanation of the 

suitability of such table. 

 

 

 


