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FIDELITY GUARANTEE INSURAKCE . 

It seems t h a t  a num?je'r ;of  p e n s i o n  f u n d s  found 
it d i - f f i c u l t  o r  were r e l a c t a n t  t o  b b t a i n  f i d e l i t y  gua ran -  
t e e  i n s u r a n c e  as r e q u i r e d  i n  my c i r c u l a r  No. P .F .  3 of 
December,  1 9 6 1 ,  f o r  t h e  main r e a s o n  t h a t  s u c h  c o v e r  p r o v e d  
t o  be v e r y  e x p e n s i v e .  I n v e s t i g a t i o n s  r e v e a l e d  t h a t  t h e  
r e a l  c a u s e  of t h e  h i g h ,  premium r a t e s  i s  t h e  f a c t  t h a t ' t h i s  
O f f i c e  i n s i s t e d  upon c o v e r  i n t e r  a l i a  a g a i n s t  " n e g l i g e n c e " .  

! 

A f t e r  f u r t h e r  n e g o t i a t i o n s  w i t h  t h e  1nsui-ance 
A s s o c i a t i o n s  i t  was a g r e e d ,  t h a t  f o r  t h e  t i n e  b e i n g  p e n s i o n  
f u n d s  n e e d  n o t  o b t a i n  c o v e r  a g a i n s t  l o s s e s d u e  - t o  n e g l i -  
g e n c e .  I t  w a s  made c l e s r ,  however ,  t h e t  t h e  p o s i t i o n  
w i l l  be watched  v e r y  c l o s e l y  and may be r e v i e w e d  a t  a 
l a t e r  s t a g e , i n  t h e  l i g h t  o f  e x p e r i e n c e  g a i n e d .  

The I n s u r a n c e  A s s o c i a t i o n s  h e v e  a g r e e d  t o  make 
a v a i l a b i e  to p e n s i o n  f u n d s  what  i s  commonly known as 
" c o n m e r c ~ a l  r i s k "  p o l i c i e s - w h i c h  c o v e r  p r a c t i c a l l y  e v e r y -  
t h i n g  t h i s  O f f i c e  h a d  i n  mind e x c e p t  n e g l i g e n c e .  . P e n s i o n  
f u n d s  a r e  t h e r e f o r e  a d v i s e d  t o  o b t a i n  t h i s  t y p e  of p o l i c y  
i n  f u t u r e .  A s  t h i s  i s  t h e  t y p e  o f  p o l i c y  n o r m a l l y  t a k e n  
o u t  b y  e m p l o y e r s  t h e r e  s h o u l d - n o t  b e  much d i f f i c u l t y  i n  
h a v i n g  t h e  employer s '  f i d e l i t y  c o v e r  e x t e n d e d  t o  i n c l u d e  
o f f i c e r s  a d m i n i s t e r i n g  p e n s i o n  f u n d s .  

I n  r e g a r d  t o  t h e  "commerc ia l  r i s k "  p o l i c i e s  i t  
i s  p o i n t e d  c u t  t h a t  t h e y  n o r m a l l y  do n o t  c o n t a i r .  a u t o m a t i c  
r e i n s t a t e m z n t  p r o v i s i o n s .  I n  o t h e r  w o r d s ,  u n l e s s  ar-
r a n g e m ? n t s  a r e  made t o  t h e  c o n t r a r y  t h e  amcunt of  c o v e r  
r e d u c e s  e v e r y  t i i ce  a c l a i m  i s  p a i d .  P e n s i o n  f u n d s  a r e  
c o n s e q u e n t l y  r e q u e s t e d  t o  s e e  i n  t h e i r  own i n t e r e s t s  t h a t  
s t e p s  be  t a k e n  whenever  a c l a i m  i s  p a i d  t o  h a v e  t h e  aniount 
of c o v e r  r e i n s t a t e d  t o  t'na o r i g i n a l  a n o u n t .  

I t  [cay be  men t i cncd  t h a t  soine p e n s i o n  f u n d s  r e f e r  
i n d i v i d u a l  p o l i c i e s  o r  e x t r a c t s  f rom p o l i c i e s  t o  t h i s  O f -
f i c e .  w i t h  t h e  r e q u e s t  t h a t  t h i s  O f f i c e  must  s a y  w h a t h e r  
t h e y  comply w i t h  t h a  f i d e l i t y  g u a r a n t e e  r e q u i r e m e n t .  However 
much t h i s  i j f f i c e  would l i k e  t o  assist  I r k g r e t  t h a t  i t  
may be p l a c e d  i n  a most  i n v i d i o u s  p o s i t i o n  i f  it were t o  
g i v e  l e g a l  a d v i c e .  Funds  a r e  aware of t h e  n e c e s s a r y  r e -
q u i r e m e n t s  and i f  t h e y  h a v ~  a n y  d o u b t  a s  t o  w h e t h e r  a 
p o l i c y  c o v e r s  t h o s e  r e q u i r e m e n t s ,  t h e y  s h c u l d  c o n s u l t  
t h e i z  l e g a l  a d v i s l r s .  



Although. t h i s  O f f i c e  p r e f e r s  f i d e l i t y  g u a r a n t e e  
p o l i c i e s  t o  be t aken  ou t  i t  i s  p repa red  t o  c o n s i d e r  i n  
s p e c i a l  i n s t a n c e s  depending upon t h e  f i n a n c i a l  s t a n d i n g  
o f  t h e  g u a r a n t o r s ,  g u a r a n t e e s  by p a r t i c i p a t i n g  employers 
t o  make good any l o s s e s  s u f f e r e d  by funds  due t o  d i s -  
hones ty  of t h e i r  o f f i c e r s .  

The accep tance  of such @ a r a n t e e s  must  be r e -  
. garded  a s  a  temporary measure u n t i i  expe r i ence  h a s  proved 

I t h a t  such  g u a r a n t e e s  a r e  e f f e c t i v e  . o r  o t h e r w i s e .  -Conse-  
i q u z n t l y  t h o s e  f u n d s  which o b t a i n  permiss ion  t o  accep t  
I g u a r a n t e e s  f r o m  t h e  p a r t i c i p a t i n g  employers mus,t under- 

g tand t h a t  i f  t h i s  should  become necessapy  t h i s  Office 
may i n s i s t  l a t e r  upon i n s u r a n c e  cove r  be ing  t a k e n  o u t .  

I It 'may be m ~ n t i o n e d  h e r e  t h a t  a  p r o v i s i o n  i n  t h e  r u l e s  
I whereby t h e  p a r t i c i p a t i n ~  employer g u a r a n t e e s  t h e  s o l -  

vency o f  a  ponsion fund a s  d l s t l n c t  from a  p rov iden t  
' - f u n d  w i l l  no t  be s u f f i c i e n t  eompl iance .  w i t h  t h e  f i d e l i -  

I 
I t y  r equ i rement  a s  pension f u n d s  ma a c t u a r i a l  s u r p l u s e s  
I . , 

s h o u l d  a l s o  be covered a g a i n s t  l o s s e s  due t o  d i s h o n a s t y .  

I n  i t s  p rev ious  c i r c u l a r  on t h i s  s u b j e c t ,  t h i s  
O f f i c e  recommended t h a t  a 5% cove r  w i t h  a maximum o f  
R100,OOO be t aken  c u t ,  If t h i s  recommendation i s  re -  
garded a s  t o o  h i g h  c o n s i d e r i n g  t h e  c i r cums tances  o f  i n -  
d l v i d u a l  f u n d s ,  t h e  t r u s t e e s  of such funds  may de te rmine  
t h s i r  own b a s e s  and m a x i m a ,  a lways b e a r i n g  in  mind t h e i r  
d u t l e s  and responsibilities as t r u s t e e s .  

A s  t h i s ,  0 f f i c e  h e s  a g r e e d ,  a s  a temporary 
measure ,  n o t  t o  i n s i s t  upon cove r  a g a i n s t  inegli .gencet '  i t  
i s  e s s s n t i d l  t h a t  t h e r e  be e s t a b l i s h e d  t o  what e x t e n t  
pension fund moneys  a r e  l o s t  due t o  d e g l i g e n c e  . It 
would a c c o r d i n g l y  be bpp rec i a t ed  if t h i s  O f f i c e  cou ld  be 
f u r n i s h e d  b e f o r e  3 0 t h  June , .  1 9 6 3 ,  w i t h  a s t a t e m e n t ,  
cour l ters igned by t h e  f u n d ' s  a u d i t o r  i n d i c a t i n g  t h e  l o s s  
s u f f ~ r e d  by each f u n d  d u r i n g  t h e  l a s t  f i v e  y e a r s  on ac- 
count  of  

I ( a )  n e e l i g e n c e ;  and 

( b )  d i s h o n e s t y  and f r a u d .  
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