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FIRST WORD
The IRF should RIP
Trustees need a representative voice. They deserve better
than the so-called Institute of Retirement Funds.

T

here’s a yawning chasm in the retirementfunds landscape. It’s for a body that
represents trustees of retirement funds,
that offers a forum for discussion amongst
trustees and that speaks for their interests as trustees.
The need for such a body is so self-evident that
it needn’t be argued. That trustees are pivotal to the
functioning of retirement funds, and hence to the
welfare of their members, seeps into every nook of
the regulatory system. To all intents and purposes,
however, a representative body is non-existent.
Purportedly, it’s the Institute of Retirement Funds.
Practically, the IRF is missing in action. When
comments were invited last year on such vital policy
documents as the draft Financial Laws General
Amendment Bill and the Financial Sector Charter,
to mention only two, the IRF was hardly loquacious.
Whether it’s yet got its head around the series of
discussion papers for retirement reform, more
recently put out by National Treasury, remains to be
seen.
The IRF relies overwhelmingly on service
providers for money and expertise. It has neither the

membership nor leadership, neither the credibility
nor cohesion, to satisfy the representative goals that
are supposed to justify its existence.
Demonstrably, there’s a need for a body that can
effectively promote these goals. For trustees are
distinct from the service providers they engage, and
must be independent of them.
No matter how well meaning the service providers
are, trustees should have their own perspectives
whose expression can integrate with others along
the retirement-fund supply chain. The chain is weak
where National Treasury and the Financial Services
Board tug at the one end, service providers at the
other, and there’s no link of trustees between them.
What sets trustees apart is their role as custodians
of retirement funds and the responsibilities that are
uniquely theirs. These they’re beholden to exercise in
the interests of the fund alone, irrespective of whether
they’ve been nominated or elected. Subordinate to
nobody, they aren’t merely a link in the chain.
They’re an embodiment of the national
demographic. Drawn from all walks of life, reflecting
the widest range of experience and sophistication,
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they’re at the apex of the retirement-fund pyramid.
Yet, of trustees’ own volition, as an industry
organisation they’re voiceless. When their collective
voice should be loudest of all, it’s silent. Is it because
they lack the confidence that comes with competence?
Or because an appropriate forum hasn’t been created?
Or because they’re content to be nannied?
Whichever, their reliance on others to speak for
them – such as service providers, sometimes boxing
from their own corners and sometimes altruistically
– perpetuates a void in views for policy formulation.
Amongst the array of vested interests, it’s ultimately
the trustees who should be driving through them.
This is the role that the IRF was intended to play.
If ever it did, it doesn’t any longer. Its day has passed.
The time has arrived for it to be superseded.
As matters stand, the IRF is dominated by service
providers in key areas of operation. Independence
cannot be a term in its glossary. Even its current
president is himself a service provider, not a trustee.
Remove the resources of service providers and it
would be impossible for the IRF to function.
In reality, there’s little more that the IRF does
than hold an annual conference. This is its primary
revenue source, thanks to service providers. Without
the conference, there’d be no funding to maintain the
IRF secretariat and without the secretariat there’d be
nobody to organise its conference.
And the conference itself has lost its exclusivity
on the industry calendar. These days it competes
with myriad others, from the Principal Officers
Association to the Pension Lawyers Association to
ASISA whose members are invariably in the funding
forefront.
Not only is there a paucity of speakers to address
fresh topics from the IRF platform, but its conference
now has a reputation for service providers exhibiting
to one another and their sponsored trustees being
seen more at the parties than the plenaries.
Over the years, the IRF has had its share of
ructions. It was a signatory to the Financial Sector
Charter, accepted in 2004 as a voluntary code, but
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was conspicuous by its absence from participation in
drafting the Charter recently gazetted. It had an active
Legal & Technical committee, but comments on draft
regulations are now overwhelmingly from pension
lawyers, consultants et al in their own capacities.
A few years back the IRF was the target of a
Cosatu-inspired transformation, to represent trustees
only, but the attempt fell down on politicking and
funding. More recently, a new board was elected
ostensibly with the grandiose vision to make it “the
pension-fund industry’s representative voice, and to
be proactive with the authorities” (TT Dec ’11-Feb
’12). Nothing has come of it. As a cursory glance
at its website testifies, the IRF today looks more
dysfunctional than ever.
So bury the darned corpse and start afresh.

Respective role players have respective interests,
yet they’re joined at the hip by a mutual interest. It’s
to strengthen the industry by the participation of
trustees in a recognised entity. Between the savings
institutions, the employer organisations and the trade
union federations, it’s to be assumed that there’s an
abundance of intellectual creativity and financial
resource to catalyse a trustee body that will work.
All the better to call in National Treasury and the
FSB as well. After all, they’re explicit in wanting to
enhance trusteeship. Far be it for anybody to deny
them.
n
Allan Greenblo,
Editorial Director
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LITIGATION

Curators go for
the deep pockets
Decision awaited in Standard Bank appeal against Mostert victory. At least two
other significant actions, involving pension-fund moneys, could follow.

W

hen it comes to the big money, it’s
much better to attack the big guns.
They have the resources to make
big payments. They also have big
reputations that can be tarnished by allegations of
unfairness or inefficiency. They’re also averse to incur
the wrath of the regulator. Institutions are frequently at
risk of being painted as bullies against the curators as
white knights; rarely the other way around.
On some occasions, business sense inclines
institutions to succumb to settlements. This was seen
most prominently in the huge payouts by Alexander
Forbes and Sanlam to Tony Mostert, curator of the
funds in the so-called “Ghavalas option”, to avoid a
protracted court battle where victory and reputational
outcomes can never be certain.
On other occasions, it’s worth fighting. Perhaps
the most celebrated case, popularly at curators’
elbows, was Mostert’s triumph over Old Mutual in a
2001 decision of the Appeal Court (see box). Equally
important are current cases, recently heard or still to
be heard and defended, where the Mutual judgment in
Mostert’s favour might have relevance for precedent.
There are three: Standard Bank’s appeal against
an award to Mostert as curator of the SA Catering &
Allied Workers’ Union (Saccawu) provident fund; an

action by the curators of Corporate Money Managers
(CMM) against Absa, and possibly also a claim by
the Fidentia curators on behalf of Living Hands Trust
against Old Mutual.
Once these matters are finalised, an aspect worth
attention is the awards for legal costs. If an institution
wins, will it still be liable for a chunk of its costs? And
if the curators lose, are they or pension-fund members
on the hook?

Standard Bank and Saccawu
Decision awaited
itting as arbitrator, in December retired Appeal
Court judge Louis Harms ordered that Standard
hand over R527m worth of shares to the Saccawu
provident fund represented by curator Tony Mostert.
The bank would also have to pay dividends and
penalty interest on these shares – in MTN, Naspers,
Avusa and Element One – possibly amounting to a
further R200m.
This was for share trading in 2002. The shares
were part of Johnnic prior to its unbundling. Harms
held that Standard, custodian of the shares owned by
the Saccawu fund, should not have transferred these

S
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shares for Standard Corporate & Merchant Bank to
execute a hedging strategy. The transfers of ownership,
to outside buyers, had contravened the fund’s rules.
Standard, said Harms, had been “grossly negligent”
in allowing the transfers. It and SCMB had taken “a
calculated risk for commercial gain in getting involved
in the trading of these securities”.
The bank had paid commissions, each of over R4m,
to WIP Capital and the Saccawu fund’s administration
company for their role. They had facilitated the
transactions, for sale and transfer of the shares to other
buyers, under a securities-lending and safe-custody
agreement that allowed hedging to the provident
fund’s benefit.
Mostert has been curator of the Saccawu fund for
the past 10 years. On learning of the Harms decision,
he is reported in Personal Finance to have said: “The
behaviour of Saccawu and former trustees of the fund
had been scandalous in delaying and not assisting the
recovery to members.”
However, Standard has appealed against the Harms
finding to a panel of three arbitrators. The panel
comprises retired Appeal Court judges Smalberger,
Howie and Nienaber (coincidentally, Smalberger and
Howie also having served on the bench that ruled for
Mostert against Mutual in 2001). Amongst the bases
for Standard’s appeal:
u The transactions took place in 2002 under a written

u

u

u

u

u

u
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agreement between the bank and the fund. Sold
by the bank to the fund was a defensive position,
for the fund to have a floor on the share prices,
allowing the bank to trade in the shares and hedge
its position;
On becoming curator of the fund, Mostert asked
the bank for details of the transactions. These were
supplied. For the next three years, not only did the
bank hear nothing from Mostert but he had signed
off the fund’s annual financials;
These financials included recordal of the
transactions’ details. They also included disclosure
of the fund’s actuarial surplus, properly certified,
and the fact of the bank guarantee. These had been
accepted by Mostert as true and correct;
Instead of the share prices falling through the
defined floor (where the bank would have been
exposed), over time they exceeded the ceiling
(where the bank participated in profit). At this
point Mostert served summons on the bank. He
made allegations of bribery and claimed that the
original agreement, between the bank and the fund,
was void because it had been signed by the fund’s
principal officer and not by three trustees;
The bank says that the trustees had delegated to the
principal officer their authority to sign the
agreement. This had been warranted by the
principal officer who had produced signed minutes
of the relevant trustee meeting;
There had been full compliance by the bank with
s91A of the 1973 Companies Act, then applicable,
which deals with uncertificated securities (shares
on the STRATE register). It sets out strict rules
on transfer of these securities, in order to protect
the market from the risk of disputes on passing of
ownership;
By his conduct, Mostert had approved the
agreement and transactions.

A

fter seven years, however, Mostert took the view
that the agreement (and hence the transactions
effected from it) was void. The matter then went to
arbitration, Harms deciding for Mostert solely on the
basis that the agreement should have been signed and
not delegated by trustees of the Saccawu fund.

10
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CMM and Absa
To be defended
xpected for hearing, is a R1,1bn claim against Absa
by the curators of Corporate Money Managers.
Absa was trustee of a cash-managed fund in the CMM
portfolio. The CMM curators (attorney Graeme
Polson of Rooth & Wessels and forensic accountant
Louis Strydom of PricewaterhouseCoopers) contend
that Absa had failed in its duty of care.
In the summons served on Absa, the curators
calculate that individual investors in the fund had
lost R849,2m and the Altron Pension Fund R48,4m.
Interest payments are added.
Last June the curators reported to the FSB (TT
June-Aug ’12). They noted that they had requested
counsel opinion on their chances of succeeding with
a claim against Absa on behalf of the investors for its
failure as trustee to apply its mind to the nature of
the assets and to the compliance or non-compliance
by CMM with the Collective Investment Schemes
Control Act.
They’d already been advised that, on the merits,
their chances of success were good. However, they
then awaited a written opinion because they were
reluctant to embark on litigation “without absolute
certainty” of the outcome. If successful, they said,
“we could pay all the investors from the proceeds of
this claim. The investors feel strongly that the action
against Absa must be pursued”.
Absa has strong defences. Litigation, protracted
and expensive, lies ahead.

E

Fidentia and Old Mutual
Matter of opinion
here’s a due diligence report, prepared by counsel
for law firm Wertheim Bekker, into the merits of
proposed litigation by Living Hands Pty (LHP) against
Old Mutual and others. If litigation is to proceed
– Fidentia curators Dines Gihwala and George
Papadakis would possibly have to instigate it – the
amount involved could also be of the R1,1bn order.
The issue was whether the conduct and omissions

T

of Old Mutual reveal a breach of the duty owed to the
Living Hands Umbrella Trust (LHUT), said counsel
Hilton Epstein SC and Andy Bester: “In our view,
LHP has a good prospect of establishing on a balance
of probabilities that the duty owed to the trust was
breached and, further, that the remaining criteria
to establish liability and delict (civil wrong) will be
established.”
LHP was a trust-administration company and
the corporate trustee of LHUT. In turn, LHUT was
the custodian of beneficiary funds received from
the beneficiary funders, mainly the Mineworkers
Provident Fund. The fund paid money to LHUT
which administered it for the benefit of fund
managers.
Relevant background is set out in the opinion.
Briefly:
u Back in September 2004, Fidentia Holdings
showed interest in buying Living Hands, formerly
known at Mantadia Asset Trust Company (Matco)
for R93m. Old Mutual Unit Trust Managers had an
agreement with Matco. This agreement governed
the management of the funds for the investors, also
regulating administrative matters between Mutual
and Living Hands;
u The shares in Living Hands were sold to Fidentia,
but Fidentia did not have R93m;
u Living Hands appointed Fidentia Asset
Management (FAM) as portfolio manager for funds
held by Matco (which later became LHUT);
u Whereas Mutual held a restricted mandate, FAM
was given full discretion to move funds within the
portfolio and to make investment decisions;
u In October 2004, FAM instructed Mutual
immediately to liquidate R150m of Matco assets
and transfer this amount to FAM. From these
funds, Fidentia paid the purchase price for Matco;
u Also in October 2004, Mutual was informed by
letter that FAM had been mandated to liquidate the
entire portfolio, or portions of it, as FAM deemed
fit;
u The funds redeemed by Mutual from Matco, and
paid over to FAM, exceeded R1,1bn. This amount
was then dissipated and depleted;
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u Fidentia was subsequently placed under curatorship.
In essence, according to the opinion, Mutual’s conduct
had caused loss in that:
u It was the custodian of the funds;
u Mutual was given notice of the mandate’s
termination. It had immediately accepted
termination although, according to the agreement,
there had to be 90 days’ written notice;
u Money held under Mutual’s custody was used

11

by Fidentia to purchase Matco (over which Fidentia
had already assumed control and appointed FAM
as portfolio manager);
u In an extremely short period, Mutual realised all
the funds under its control. The moneys were paid
to FAM “which misappropriated all the money,
thus causing the loss”.
Counsel advised that only Mutual should be sued
because it would be in a position to meet the claim. n

FAMOUS FLASHBACK

Mostert . . . notable precedent
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Silver bullet or poison pill?
There are two sides to continued monetary easing.
Chris Hamman, head of fixed interest at
Sanlam Investment Management, discusses them.
When economic activity is depressed, central
banks are inclined to ease monetary policy to
boost investment. Rising investment in turn creates
employment, which sets the tone for a recovery. But
is continued monetary easing – pushing interest rates
towards zero percent – really desirable?

a year for five decades), you can rightfully question
whether the present benchmark level is, indeed,
sustainable. After all, why would anyone commit
capital to a project with an uncertain outcome if,
after adjusting for inflation, the return is almost zero?
Thus further easing may not stimulate investment.

The justification for lowering interest rates during
depressed economic times is straightforward. It is a
virtuous and appealing story. But economic stories
rest on assumptions and often the better the story,
the more favourable the underlying assumption.

The cash-flow assumption is equally troublesome. By
citing a depressed economic outlook as the primary
reason for lowering interest rates, the central bank is
cautioning investors that the profit outlook is bleak.
To then lower interest rates to multi-generational
lows, as they have done in SA, or multi-century lows
like in the US, the monetary authorities are signalling
that profit expectations ought to be scaled back even
further. Rational investors will not fund projects when
the potential returns are declining amid lower interest
rates, while the riskiness of potential projects may be
rising in the face of increased economic uncertainty.
Lowering short-term interest rates to extraordinary
low levels may, therefore, not be the silver bullet it is
made out to be.

Sub-prime lending in the US was just such a good
news story. The positive final contribution to the US
economy was always premised on the assumption
that house prices would rise infinitely. Initially that
assumption seemed reasonable. After all, US house
prices had risen progressively since 1940. However,
in 2007 the assumption regrettably proved too
favourable and, as house prices dropped, the subprime market collapsed. What started as a good news
story triggered a downward correction to the global
economy that continues today.
Similarly, the idea that lower interest rates will
stimulate investment rests on two important
assumptions: firstly, that interest rates will remain at
lower levels for a prolonged period; secondly, that the
cash flows generated by projects will be sufficiently
positive to meet their funding obligations. Alas,
on closer examination, these assumptions appear
onerous.
Starting with the interest rate level, it is noteworthy
that SA 10-year government bonds are less than 7%. In
nominal terms, they are roughly at their lowest level
since the late 1960s. More important, with inflation
having averaged 5,3% over the past decade (and 8%

Why then lower interest rates when the result is
tantamount to pushing on a piece of string? As it
turns out, very low interest rates do impact on the
economy, but in a different way to what people
expect – the public sector seems to be the benefactor.
In the short term, extraordinary low interest rates
protect political incumbents in much the same
manner that a poison pill protects corporate insiders
against hostile outside shareholders. A poison pill
occurs when the target company takes steps to make
the share price less attractive to the acquirer. This
protection may, however, come at the expense of
long-term economic performance.
To see how the mechanism works, consider that
investors generally prefer safer investments over
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risky investments if the returns are expected to be
similar. Government bonds are regarded as riskfree
compared to other investments. So, when interest
rates are at very low levels, you would expect to
see money flowing into government bonds at the
expense of other investments. For the public sector,
this is fortunate because government spending tends
to exceed tax revenue when economic activity is
depressed and the resultant deficits need to be
funded by issuing debt.
While rising public spending may be popular with
voters (salaries of civil servants make up the bulk of
the spending), the rising interest burden associated
with deficits and increased indebtedness is politically
problematic. Every rand spent on interest payments
is a rand not spent on service delivery. Bureaucrats
and civil servants alike will therefore aim to minimise
interest payments. Since these payments rise with
interest rates and the size of the budget deficit, and
tax revenue rises only slightly faster than inflation,
policy makers may seek to set the interest rate at or
below the inflation rate.
Although a strategy of keeping interest rates low may
not prevent the debt-to-GDP ratio and the interest
bill from rising, it may go a long way in keeping the
adverse trend in check. Thus, a government that
implements unsustainable policies may be able to
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cover its tracks.
Unfortunately there is a cost associated with lowering
interest rates towards zero. Over time, this cost (in
the form of a declining potential growth rate) accrues
to the economy as a whole and, in particular, to longterm investors who forego reasonable returns.
Because investors are a diverse group, their voice
is not as loud as that of direct beneficiaries of
government spending. As a result, the economic cost
of low interest rates may be underestimated, at least
initially. Over the longer term, however, investors
have always lost confidence in governments that fail
to implement prudent policies. When confidence
disappears, domestic financial markets (which can
be regarded as a national asset) at the mercy of its
persecutors and incumbents, may find that policy gets
dictated by outsiders.
Ultimately the aim of macroeconomic policy should
be to create an environment conducive to long-term
economic growth and wealth creation. To the extent
that continued monetary easing is inconsistent with
this objective, extraordinarily low interest rates may
therefore be undesirable.
For more investment insight, visit
www.smintelligence.co.za
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CURRENTS

Much ado about
not so much
Rockland might not be quite the scandal as it was originally depicted.

T

o hand is the report of provisional curator
Pierre Kriel into the affairs of Rockland group
companies. On the basis of Kriel’s findings to
date, it seems that the six union-related pension funds
can relax a little. They’d together put something like
R450m into Rockland projects (TT Dec ’12-Feb ’13).
The report was produced last December when
the Western Cape High Court ordered the final
curatorship of Rockland Asset Management &
Consulting, Rockland Group Holdings and Rockland
Targeted Development Investment Fund (TDIF).
Applicant was the Financial Services Board with the
Mine Employees Pension Fund and Sentinel Mining
Industry Retirement Fund joined as intervening
parties.
First up, the order itself is unusual. It provides for
an “investors’ committee” comprising the curator and
one dedicated representative appointed by each of the
six investors. Amongst other things, the committee
must “consider the possibility” of amending the TDIF
trust deed and the management agreements with
Rockland Investment Managers. It must also agree on
the terms for retention, development, acquisition or
disposal of TDIF assets.
Second, the report is into the Rockland “collective
investment scheme”. Moot is whether the investments
weren’t rather in the private-equity category.
Third, although Kriel considered the original
FSB report to be a “fair reflection of the factual

circumstances”, he did notice exceptions. Critically, the
FSB had concluded that R151m in TDIF could not be
accounted for. Having investigated this matter closely,
Kriel reported that it could be accounted for.
Fourth is the business’ underlying investment
in Aspen Pharmaceuticals that was to have been
terminated. The initial R3,3m capital contribution
“has grown phenomenally since inception”, said Kriel,
“and would provide a very good return even if reduced
by the early exit provisions”.
Most importantly, while there might well be argybargy over conflicts in the director/trustee roles of
Rockland founder Wentzel Oaker, the overriding
concern of the pension funds is the security of their
investments and the likely returns from it. This
depends largely on the valuation and potential of the
Schaap Kraal property, totalling about 486 hectares
adjacent to the huge Mitchell’s Plain township some
1,2 km from the False Bay coast.
There’s been an awful hullabaloo about this
property, from the prices at which it was assembled to
the valuations at which it was sold to TDIF investors
and to its worth on ultimate development. Presently
zoned as agricultural, it requires rezoning for
residential, commercial and industrial purposes.
“It is difficult to assess when this will occur and,
if possible, how this will be financed,” says Kriel.
However, he reckons that this “ambitious project”
could “possibly be viable” and so far he is satisfied with
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the “thorough job” to obtain approval for township
development. Independent valuations of the property,
excluding its mineral sands, have more than trebled
between February 2007 and May 2012.
All is not lost. Far from it.

Adding up

L

ast October, the FSB reported that it had
approved surplus distributions for eight “Ghavalas
funds” that had been stripped. Their assets total
R400m, their liabilities R176m, their reserves R34m
and their surpluses at the apportionment dates R190m.
Why so little? Aside from recoveries through
plea-bargain and other settlements, some years ago
Alexander Forbes and Sanlam had alone paid almost
R800m between them.
FSB chief actuary Marius du Toit explains: “The
reason that the numbers appear not to add up is due
to the time value of money. The figures are as at the
respective surplus apportionment dates, all around
2003-04, whereas the recoveries mostly took place in
2006-10.”
In order to determine a surplus position as at the
surplus apportionment dates, he adds, the relevant
valuators discounted the later cash flows (including
recoveries) to determine a surplus position as at these
dates. He further notes that the surplus scheme of
the Power Pack pension fund was not included in the
October circular since its scheme had not yet been
submitted.
The scheme documents, excluding Power Pack,
put the total number of stakeholders in these funds at
26 620. The stakeholders are former members, active
members, pensioners and deferred pensioners. It
implies that each will receive slightly over R7 000 of
the R190m.
It’s nice for the stakeholders, but not an awful lot of
money considering its time value since the funds were
stripped in the mid-1990s. Of course, it must assume
that the stakeholders are still around and traceable
after all these years. Otherwise, the biggest recipient
will be the Unclaimed Benefits Fund.
Be that as it may, contrast it with a May 2011
report in Personal Finance that R730m (of the
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R953m recovered by the curator) would be paid to
stakeholders within six months. “I cannot comment on
the number given in Personal Finance,” says Du Toit.

As you were

F

ar from outrage at the argument that the
Public Investment Corporation be collapsed
into the Government Employees Pension Fund or
privatised (TT Sept-Nov ’12), all is sweetness and
light. Its response was an invitation to tea with senior
management under chief executive Elias Masilela.

Masilela . . . costs containment
Amongst the points made:
u The fee structure of the PIC is lower than asset
managers in the private sector. This is because the
PIC is not for profit but run on a cost-recovery
basis. Its underlying interest is that the GEPF does
not pay fees that are too high because ultimately,
the GEPF being a defined-benefit fund with
government as the employer, high fees will go back
to the taxpayer;
u The GEPF should be able to meet its pension
promises without resorting to taxpayers. This it
does by ensuring that its contribution rates are
sufficiently pitched, its returns complement its
objectives, and that costs are managed to avoid
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excessive leakages. The role of the
to influence economic efficiency, to
PIC is integral;
contribute to social security and to
u Legally and technically,
retirement reform. Our contribution
government (not the GEPF)
is to provide cheaper serves into the
owns the PIC. If you are both
market, to signal that some services
employer and underwriter, which
can be provided cheaper, and possibly
government is, you must ensure
to have a major impact by showing
that the employer is not opened to
that one of the biggest constraints to
future liabilities i.e. returns must
financial access is costs.”
be managed optimally;
u The PIC is liabilities-driven, for
the GEPF to meet its promises.
o hear Sanlam chief executive
The private sector is profits-driven,
Johan van Zyl tell it, life offices
with mandates given in terms of
are bombarded with what he describes
benchmarks. If the PIC wanted,
as a “regulation rampage”.
0,1% of its R650bn in equities
On and on it goes, regulators
could be used over the short term Van Zyl . . . a rampage
missing the point that the heavier
to move prices for window dressing
the raft the more difficult it becomes for life offices
and beating benchmarks more easily than any
to make the profits still expected of them. The raft
private-sector manager. The PIC doesn’t mind
is ostensibly intended to protect consumers, but
outperforming benchmarks, but more important is
paradoxically it’s these same consumers who’ll pay for
that the GEPF client can honour its liabilities;
it one way or another; no profits, no business.
u If you are a principal (GEPF), you must exercise
The list, forcefully presented by Van Zyl to a
oversight over your agent (PIC). To do so
conference at law firm Norton Rose, is extensive. The
optimally, you need capability. This seems like
sheer volume and complexity come at “huge cost”.
duplication of effort, but isn’t. The PIC’s policies on
Consider, by way of a few examples, the higher capital
environmental, social and governance criteria were
requirements that followed the overseas banking
part and parcel of the GEPF leadership in creating
crisis and which aren’t necessarily appropriate for SA
the Code for Responsible Investing in SA;
insurers. Or the ‘treating customers fairly’ campaign
u The GEPF is an active client. It interrogates
launched by the FSB. Or the need to act as corporate
and asks hard questions, unlike most others which
citizens. Or tax uncertainties. Or the impact of
take what they get. Such collaboration is especially
retirement reform, particularly with introduction of a
necessary with a client the size of GEPF. The only
state-owned national fund.
danger is where the client thinks it’s cleverer,
On top come advances in technology and the
giving instructions without taking ownership
social media, with their ways to influence marketing
responsibility;
and distribution. Add the pressure to earn sufficient
u The PIC received a licence to run unit trusts
investment income in flattening markets. Pile on the
because smallish pots of cash, mainly from the
ever-present skills shortage to manage the quick-fire
former homeland governments, are more efficiently
landscape changes, let alone the existing business.
managed by unitisation. The money, which belongs
None of this is a suggestion that regulation, in
to National Treasury, can benefit from the PIC’s
and of itself, is altogether bad. But, amidst the public
bulk-buying power.
applause at regulators’ attempts to advance consumer
interests, there is an argument that the flip side should
Says Masilela: “At this stage it is not our intention
not be ignored.
to do retail business. We’ve taken it upon ourselves

Overburdened

T
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Insured or not

T

rustees might be blissfully unaware of holes in
their liability cover. If so, they could be shocked
to discover just how exposed they might be. Under
the new financial omnibus legislation, even the
late payment of pension-fund contributions can be
construed as criminal – with implications for their
cover.
They should carefully read their policies for the
commonly included “subrogation” (substitution)
clause, such as “When a loss has been made good by
the insurers, a discharge thereof shall be made by the
insured and the insured shall . . . assign to the insurers
(such) claims and rights of action competent to the
insured against the persons concerned in respect of the
loss sustained . . . ”
Certain exceptions are allowed where’s there’s been
negligence on the part of fund officers indemnified
by the policy. But where does negligence stop and
criminality begin?
A letter from an underwriter to the principal
officer of a large fund confirms that, notwithstanding
indemnities, the insurer has the right (under a
different section) to recover losses from to the fund
from any principal officer or trustee whose “criminal
act” causes loss to the fund irrespective of whether
they’ve been identified for negligence.
The principal officer contends that, particularly
in light of what’s now proposed as criminal, this is an
example of how “these underwriters deliberately make
things vague in order to avoid paying”.

Couldridge . . . cause for pride
asks whether trustee awareness will translate into
service providers taking a responsible-investment
approach to deploying capital into markets. Although
SA has 41 signatories to the UN Principles for
Responsible Investment, only five are asset managers.
So mandates requiring this approach have been slow.
But CRISA and the revised Reg 28 should play an
important role in guiding trustees, consultants and
investment managers.
“Much more needs to be done to build an even
greater global reputation for being a safe investment
environment if the majority of institutional investors
required the integration of sustainability, and actively
engaged the companies that have poor systems of
governance,” he argues.

Prestige publication

Happy merger

I

N

t’s a feather in the cap of SA’s advances on
responsible investment that the annual yearbook of
the International Corporate Governance Network has
published an article, by David Couldridge of Element
Investment Managers, headed “Top of the world”.
Up in lights, it summarises that “SA’s reaction to the
financial crisis has created a world-beating governance
regime”.
Yet the article doesn’t contain only boasts. It also

MG Benefits and Jacques Malan Consultants
& Actuaries – both in actuarial and employeebenefits advice – have merged. The combined firm
will employ almost 400 people in Johannesburg, Cape
Town, Durban and Port Elizabeth.
“The complementary nature of our two businesses
will provide for extensive cross-selling opportunities
and enhanced access to resources in all geographical
areas,” believes JMCA chief executive Jaco Smit.
n
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Vital to embed
CRISA principles
The Code for Responsible Investing in South
Africa (CRISA) was launched in July 2011.
Despite this, however, some asset managers
are still to embed these principles in their
businesses.
Unless the ultimate owners (notably pension
funds) take a more active stance on the
matter, some investment houses are likely to
make modest progress with regard to fully
incorporating the principles contained in the
code into their investment process. The aim
of CRISA is to encourage a greater emphasis
among institutional investors and their service
providers regarding the issue of long-term
sustainability and ESG (Environmental, Social
and Governance) factors.
The core objectives of a pension fund are to
safeguard and grow the retirement benefits of
its members and ultimately to achieve superior
long-term investment returns. The assets being
managed must grow sufficiently in order for the
members to maintain a reasonable lifestyle in
retirement.
The principles promoted by CRISA are
supportive of the ultimate objective of a
pension fund. For example, one could view
the active exercise of ownership rights as a
means to ensure that companies in which one
is invested continue to be run as efficiently as
possible.

Some investment
houses still aren’t.
They must, insists
Liberty Corporate
head of asset consulting
Felix Ubogu.
A number of asset managers actively engage
with JSE-listed companies on governance
matters and make their voting records available
to beneficial owners. Most role players in the
industry agree with the principles behind CRISA
and the change that this code is trying to embed
in SA’s corporate culture to ensure sustainability.
Having said this, although the investment
process followed by most managers is likely to
already take sustainability into consideration
in one form or another, a few well-known
investment houses are still to endorse the
principles contained in the code. This is perhaps
partly because of the difficulty in incorporating
all the principles contained in the code into
their existing investment processes.
Trustees, as representatives of pensionfund members, have an important role to
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investment strategy and will regularly
engage with the asset managers on the
fund’s behalf. Because asset consultants
play an important role in the selection
of investment managers, they should
consider an investment manager’s
approach to CRISA and whether or
not sustainability considerations are
incorporated into the investment
process as part of the due diligence
assessment.
The fact is that many well-established
companies are already playing a role
in similar areas, having adopted good
governance principles in some form.
Good governance ensures that there
is a balance between non-executive
and executive directors and that
appropriate standing committees,
including a remuneration committee, are
established.

Ubogu . . . active stance essential

play. Investment firms will vote at investee
companies’ annual general meetings on behalf
of the shareholders whom they represent.
As such, beneficial owners who subscribe to
sustainability principles are able to encourage
the companies in which they have an ownership
interest to adopt a consistent approach.

For now, CRISA is a voluntary code and
it is likely to remain so for some time.
Similar codes of responsible investing have not
been introduced as a legislative requirement in
other jurisdictions and CRISA is also unlikely to
be established as such in SA. Yet it is possible
that, at a point in the future, regulators may
step in to make some form of compliance
mandatory.
www.libertycorporate.co.za

While much of the onus may be placed on the
trustees, the investment responsibility is often
outsourced to expert asset consultants. They
assist the trustees in formulating an appropriate
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Education is
empowerment
Big bucks will be invested to advance financial literacy, thanks to
a new B-B BEE charter. It should be money well spent.

T

he need is there. The market is there. The
know-how is there. The money is there. The
distribution platforms are there. So what’s to
prevent consumer financial-education programmes
being launched on the mass scale long wanted but
never previously attempted?
Nothing, really. The trigger is in the Financial
Sector Charter. Gazetted late last year by the
Department of Trade & Industry under the BroadBased Black Economic Empowerment Act, it’s the
formidable fulcrum for tapping into every resource
necessary.
No longer is the FSC a voluntarily “transformation”
code as it was in 2004. Now its implementation is a
statutory obligation on financial institutions – the
banks, life offices, short-term insurers, asset managers
and even intermediaries. Compliance is measured in
accordance with a set scorecard, inclusive of points for
consumer financial education.
Measurement for this aspect alone will be ratcheted
up from 0,3% this year to 0,4% next year of each
institution’s taxed profit on SA operations. That the
maximum will remain at 0,4% until a 2017 review
implies that, being in percentage terms, the actual
money amounts would rise or fall depending on the
profit performance of individual institutions. To the
extent that they increase with inflation, so will the
contributions.
The amounts look to run into hundreds of millions.

For the sake of illustration, on an estimate based on
0,4% of taxed profit shown in their latest full-year
financials, the four largest banks could cumulatively
be in for around R220m and the life offices for perhaps
another R80m in any single year.
To this total pool of say R300m must be added the
array of others in the broad category of “management
of investments on behalf of the public”. It goes right
down to managements of private equity and collective
investment schemes, JSE members and law firms’
intermediate trusts.
A figure anything like R300m eclipses the
R12m that the Financial Services Board attracted
for consumer education in 2011-12. Doubtless, it
also exceeds comfortably the spending by the Bank
and Insurance SETAs for the industry-restricted
training they undertake. It probably compares much
more favourably with educational programmes that
individual institutions undertake of their own accord
under their respective budgets for marketing and
corporate social investment.
The FSB and the SETAs are funded by levies on
financial institutions. Which begs the questions of
how this new dollop of money is to be coordinated
with them and directed separately from them; of
how replications of effort and bureaucracy are to be
avoided. Please let there be no turf wars between the
myriad organisations, in the state and private sectors,
already active in free and fee-based service offerings.
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Mass education is a whole new
ballgame. Bear in mind, too, that
the focus for scorecard points is
on the lesser privileged.

Chandler . . . practical objectives
As matters stand, the FSB has a legislative mandate
and the financial institutions an FSC obligation to
promote consumer financial education. The FSB
prefers partnerships with financial institutions, rather
than dip into its levy-sourced revenues, to advance its
mandate. For their part, many institutions already use
professional trainers to reach targeted audiences. Add
to this the schools trying, from departmental budgets,
to teach financial literacy in their lifeskills curricula.
For the whole thing not to go all over the show,
strategic partnerships will need to be structured. And
with partnership comes the need for leadership, so
that there’s oversight and accountability.
Over to National Treasury which is coordinating
the formation of a national consumer education
committee. On it there’ll be representation from
the FSB, the Association of Savings & Investment
SA (ASISA), the Banking Association (BASA),
the SA Insurance Association (SAIA), and such
other industry bodies as the Association of Black
Securities & Investment Professionals (ABSIP).
“We envisage a collaborative approach”, says Trevor
Chandler who spearheaded ASISA’s input to the
FSC drafting.
Such are the opportunities opened by funding
availability that it becomes feasible to contemplate
not merely collaboration but perhaps a centralised
umbrella structure into which resources can be pooled
and from which direction is provided for optimal
impact, particularly in recruitment of requisite skills:
qualified teachers to fashion appropriate content for
different audiences, communication specialists to

negotiate delivery channels, technology experts up to
speed with electronic connectivity.
Mass education is a whole new ballgame. Bear in
mind, too, that the focus for scorecard points is on
the lesser privileged. “The target market for consumer
education will be individuals in the LSM 1-8 group
with the major emphasis on the LSM 1-5 category”, the
FSC states. “The LSM 6-8 group is included because
they were the most affected by the financial crisis and
proved to be the most vulnerable.”
LSM stands for ‘living standards measure’. It’s
computed without reference to income, race or age.
The earlier that the process of financial education
can begin, with the basics of savings being taught in
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ASISA’S MODEL

primary schools, the better.
To summarise key elements:
How does the FSC promise to change past practice
on consumer financial education?
It’s by increasing the quantum of funding that the
financial sector dedicates to consumer education through
the provision of BEE scorecard points. The qualitative
aspects of this spend will be expressed in guidance notes
shortly to be issued by the FSC Council (comprising
representatives of government, industry associations,
ABSIP, “the community” and organised labour).

What sort of quantum?
Banks, life offices, short-term insurers and others
in the sector have phased targets, 0,3% of net aftertax profit for this year and 0,4% for each year until
a review at end-2017. It’s difficult to be precise on
the total amount because many substantial industry
players are not JSE-listed and thus their profit data
aren’t publicly available.
All entities in the sector are obligated to report
on their spending to the FSC Council. This includes
entities such as asset-management companies
exempted from the balance of the ‘access to financial
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What are the institutions’ incentives for compliance
i.e. as a percentage of the total scorecard that full
compliance with the consumer-education provisions
will represent?
Two points on the scorecard have been allocated to
consumer financial literacy. Institutions are measured
against a balanced scorecard that varies from 83 to 100
points depending on the exemptions applied.
While the two points appear to represent only a
small component of the scorecard, the spend is linked
to performance against the ‘access to financial services’
scorecard which totals 14 points. Two points as a
percentage of 14 is significant.
services’ element of the scorecard.
Will institutions be permitted to brand the
educational material they supply?
Yes. In fact, it’s encouraged for a particular reason
clearly distinct from advertising. The FSC states that there
should be “full branding of printed material in order to
deter institutions from using service providers with little
or no credibility or material of sub-standard level”.
So the institutions must be careful not to view
this as an extension of their marketing function. It’s
a main reason that ASISA, for one, has established
a foundation (see box). A purpose is to ensure that
training provided by its members is product-neutral
while at the same time allowing brand recognition for
sponsoring institutions.
Is it likely that moneys for consumer education
will be new or derived from institutions’ existing
budgets for corporate social investment?
Some but not all will be CSI. The main objective of
the training is to stimulate financial inclusion.
Are projects for some LSM groups to earn more
scorecard points than others?
Training must be specifically targeted at the LSM
1-8 market segment, and only this training will qualify
for scorecard purposes, but the industry can and
should educate all consumers.

Will the respective institutions be left to pursue
their own initiatives, or will there be some
centralised body?
Both. National Treasury is coordinating a
consumer education committee. The FSB has a
foundation, as does ASISA. The SAIA and the JSE also
undertake projects on a centralised basis.
How will respective targeted audiences be reached
e.g. textbooks, electronically, interactively, radio
and TV?
All of these, plus face-to-face. Delivery is split
between awareness and face-to-face initiatives at a 1:1
ratio.
What provisions are there for accreditation to
indicate educational levels passed?
There is a requirement that the impact of training
be measured. The compliance requirements are
now more outcomes-focused. Changes in consumer
behaviour and understanding of post-training needs
will need to be measured. There are no requirements
related to educational levels.
Have specifications been developed for educational
material?
No. Multiple interventions are envisaged. There are
therefore no standard specs.
Could training for trustees of retirement funds be
included as a component of consumer financial
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education for FSC scorecard purposes?
No, not a present. This is an unfortunate byproduct of the fact that retirement funds are not
included in the scope of the FSC application. In
principle, ASISA would support the inclusion
of trustee training in the definition of consumer
education provided that it meets with the approval of
other FSC constituents.
Once this is addressed, there could be scope for
cooperation with the Principal Officers Association in
its “professionalization” endeavours too.
n

CONSPICUOUS ABSENCE

GEPF is the single biggest investor in the South African economy. By investing in SA’s economy,
we are laying the foundation for a sustainable future. This means that not only are we guardians
of the future of our members and pensioners, but we are also contributing to the sustainability
of SA’s economy.
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TRAINING

Towards
professionalization

T

POA leads the way. Strong progress to achieve set objective.

he principal officer of a retirement fund
has a role similar to the chief executive of
a public company. He or she helps to set
the fund’s strategy, runs its daily operations
and has responsibility for other people’s money. While
accountability and liability remain with the trustees,
many of would be lost without a good principal officer
to steer them.
In a word, the principal officer is critical to the
governance and management of pension funds.
Bands

That much is acknowledged. It follows that principal
officers should have the highest levels of competence,
enhanced by the confidence that certification provides,
in all necessary aspects of funds’ operations.
It’s the reason that the Principal Officers
Association wants them to be enjoy professional
status and to be officially recognised as such. Success
is within reach. Having been busy for some time with
its continuous development programme, the POA is
soon to submit its application to the SA Qualifications
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Authority for registration as a professional body.
It will mean that, like other professions, POA
members will have access to a professional designation
provided they meet certain standards. These include
the successful completion of board exams. They must
also adhere to a code of conduct, pay membership fees
and follow a programme of continuing education that
will keep them abreast of industry changes.
Although a POA team was instrumental in
developing the learning design, the association does
not own the intended designation of Professional
Principal Executive Officer (PPEO). This is the
qualification to be obtained on passing the relevant
exams. Having been appointed as the assessment quality
partner by the Department of Higher Education, the
POA will take responsibility for these exams.
There’re to be four modules: governance and
strategy, operations, external and internal regulatory
issues. “Since it is an occupational qualification, much
of the learning will be in the workplace,” says POA

chief executive Anne-Marie D’Alton.
The qualification is pegged at the NQF 7 level. Two
summative exams will be written and trainees will
have to submit a portfolio of evidence.
D’Alton foresees numerous benefits. Amongst them:
u Enhance the trust relationship with fund members,
beneficiaries and trustees;
u Retain old skills and develop new ones;
u Expand horizons and create career opportunities;
u Set standards of conduct and behaviour;
u Allow focus on the principal officer’s executive
function.
Most importantly, too, it will support the drive by
National Treasury to ensure that retirement funds are
competently managed. For funds, there’ll be a pool of
qualified principal officers from which to draw; for
individuals, there’s the status and the remuneration
possibilities that professionalization invites.
It’s an endeavour that comes not a moment too soon. n
www.asisa2013.co.za

BE A PART
OF THE CHANGE
YOU WANT TO SEE
ASISA 2013 CONFERENCE “Regaining ConfidenCe in the finanCial SeRviCeS induStRy”
Join ASISA in Durban’s award-winning ICC from 9 to 11 April 2013. Discussions will focus on significant
issues, such as costs, disclosure, access, innovation, infrastructure and SA Inc, that stakeholders within
the Financial Services Industry must address as a collective in order to coherently work towards
the achievement of the National Development Plan for South Africa. www.asisa2013.co.za

CALL BRENDA NOW ON 082 444 7550
TO JOIN THE INNOVATION EXHIBITION

REGISTRATION NOW OPEN
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Economic intuition and risk premia returns
The quest for new sources of uncorrelated investment returns
is accelerating as more investors participate in equity and
capital markets. Now regularly included in asset-allocation
mixes, finds Momentum Manager of Managers research head
Jean Badenhorst, are non-traditional asset classes such
as hedge funds and real estate.

M

arket beta (benchmark-aligned) returns, in conjunction
with risk premia (additional possible returns associated
with risk taking), provide the building blocks for a
systemic investment process which can be used to
increase diversification, add additional sources of return and enrich
tactical asset allocation.
Investment manager selection, which is another important
component of delivering on the investment mandate, involves
spending a large amount of time analysing the advisory company’s
portfolio-structuring and risk-premia strategies. There is an
increasing need for managers to take advantage of uncorrelated
return (returns with a low correlation to other indices or strategies)
opportunities with a view to maximising the diversification required
for optimal capital growth.
An in-depth, qualitative and quantitative analysis of an
investment manager, undertaken over an extended period of
time, is the most effective predictor of skill that can be applied on
a sustainable basis.The ability to clearly articulate a risk premia
investment philosophy aimed at outperforming the appropriate
benchmark is therefore essential.
Investors are also demanding transparency, as well as insight
into the building blocks of returns, resulting in the commoditisation
of investment strategies becoming increasingly prevalent. An
investment manager having a sound and demonstrable investment
approach is therefore more important than ever before.
Many managers are, as a result of the evolving demands of an
increasingly sophisticated market, beginning to focus on risk premia
beyond traditional market betas. Strategies that seek to capture
these alternative betas include non-standard weighting of index
constituents, the use of shorter investment time frames, leverage
and liquid derivatives.Techniques and instruments used vary widely
and in accordance with asset class.
Risk premia strategies have historically been the domain of
hedge funds and other active investment managers. Assessing
whether a traditional manager does, in fact, offer a risk premium

strategy involves both
qualitative and quantitative
analysis of whether the
approach involves:
- simple, transparent and
well-established investment
principles;
- excess returns that can be
explained by economic
intuition;
- risk premium that varies
Badenhorst . . . evolving
over time but requires structural
demands
change in the market for it to be
‘arbitraged away’;
- long and short positions, often utilising derivatives to take full
advantage of anomalies;
- leveraged and dynamic timing;
- comparatively stable characteristics (such as volatilities and
correlations);
- positive excess returns over long periods of time (which can be
subject to drawdowns when risk exposures are experienced).
Building robust and intelligently-diversified solutions involves
utilising time-tested investment managers capable of identifying
risk premia opportunities across a variety of local and global asset
classes. The optimal combination of these strategies facilitates
the delivery of investment objectives and a stress-free savings
experience for clients.
www.momentum.co.za/investments
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FUND ADMINISTRATION 1

Standalones
aren’t alone
They’re merely becoming fewer and fewer. Those which choose not to go into
umbrella arrangements will still have takers competing for a low-margin but
critical aspect of their operations.

L

ook at it this way or that, but the decision
of Old Mutual to “move away” for offering
administration services to standalone
retirement funds appears to have created
more flurry than it deserved. As an exercise in public
relations, Mutual could probably have handled it
better than an abrupt notice that took larger clients by
surprise (TT Dec ’12-Feb ’13).
Yet it might have been difficult to have sweetened
the pill. Such are the upheavals for clients in moving
from one administrator to another that, however
politely it was announced, an outcry was unavoidable.
For its part, Mutual has put in place numerous
checks to counter the contention that the umbrellas
it sponsors will become captive for cross-selling
of products and services more lucrative than
administration. Moreover, although Mutual is the
biggest of the life offices, it’s by no means the biggest of
the fund administrators.
For the standalones wanting to remain standalones,
there are competitive administrators only too
happy to entertain Mutual’s clients. None of these
administrators has indicated an intention to follow
Mutual’s move.
Moreover, there are a few hundred funds of

sufficient size that the economies of scale offered
by umbrellas (funds where the retirement savings
of members across multiple employers are pooled)
needn’t attract them. This is particularly the case with
large employers, with workplaces in many different
locations, that prefer to liaise directly with employees
whose profiles and needs differ widely.
The underlying dynamic, nevertheless, is fund
consolidation. The number of standalones is rapidly
dwindling in favour of umbrellas. Reasons relate
primarily to cost efficiencies (economies of scale),
governance abilities (sufficiently skilled trustees being
in short supply) and management competencies
(getting the best from service providers). The process
will accelerate with introduction of the National
Savings & Social Security Fund, taking into its fold the
mass of employees below a defined income threshold
and so morphing bigger standalones into smaller.
In descending order, standalone administrators
larger than Mutual are Alexander Forbes, Absa,
Sanlam, MMI (Momentum having previously
discarded the service, but brought back into it by the
Metropolitan merger), and NBC.
By far the largest, in terms of market share, is
Forbes which will continue to offer standalone
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administration services. Says chief executive Edward
Kieswetter: “We’re fortunate in that our Operations &
Administration business has significant scale. While
we understand that administration services are lowmargin, we have for a number of years focused on
ensuring that we price these services competitively but
also at a level where our O&A unit operates at a profit
and contributes to the overall group trading results.”
Liberty Corporate chief executive Seelan
Gobalsamy is looking neither to close nor expand
its administration business for standalones:
“Administration is about doing what is right for
customers and offering a service at the lowest cost is
doing what is right. For some customers a standalone
Kieswetter . . . strong position
fund is the right vehicle to meet member needs but for
most an umbrella solution is preferable.”
With over 7 000 employers participating in its
relative advantages of umbrellas against standalones.
umbrellas, Liberty is probably the largest by this
Rather, in terms of the regulator’s approach to prevent
measure. Gobalsamy foresees growth not in poaching
smaller funds from eroding members’ money, he
standalones from other administrators but in
points to “the reality for all administrators” that the
persuading appropriate standalones to switch into
market for administration of standalones is shrinking
umbrellas.
because smaller funds simply aren’t cost-effective.
The most exciting potential, he believes, is with
omentum will continue to support both the
smaller and medium-sized enterprises: “A Department
standalone and umbrella models, he adds:
of Trade & Industry survey showed a few years ago
“Every part of our business must pay for itself.
that there were more than half a million SMMEs of
Although there aren’t big profits in administration, at
which fewer than 80 000 had pension funds.” Although
least the business is viable.”
many SMMEs have less than five employees, better
And presumably it will remain so
suited to retirement annuities, there’s
for as long as the various standalones
still a huge market.
feel that the costs can be justified and
Robert Roux, head of Sanlam
that there are other advantages which
employee benefits, points out that the
outweigh those in switching to an
quest for improved cost efficiencies
umbrella. This is a call to be made by
is ongoing amongst standalones and
trustees, with the regulator breathing
umbrellas alike: “Cost pressures are on
down their necks. At least they can
us all. There’ll always be larger funds
be comforted that there remain
wanting to remain standalone, and
service providers who anticipate an
we can have a viable business in this
opportunity in filling the gap opened
space. The more that big standalones
by Mutual.
come onto our administration
It isn’t an opportunity that Mutual
platform, the better the efficiencies.”
will easily allow, for it must retain
A slightly different take is adopted
clients to grow its umbrella business.
by Etienne de Waal, chief executive
Part of the strategy is to show that it
of Momentum employee benefits. He
Gobalsamy…business sense
isn’t only members of smaller funds
doesn’t see it as a debate between the
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Hacking . . . poked the bees
who’re better off in umbrellas, but members of larger
standalones too. Hugh Hacking, head of retirement
fund solutions at Mutual, is sufficiently confident to
take the chance: “If we can’t convince them that they’re
better off, they’re free to go elsewhere. We can’t force
them into umbrellas.”
For the entire set of standalone funds that Mutual
wants to move into umbrellas, it calculated the change
in costs for members.
General trends were found:
u Assets remain the same or similar so that the
investment fees remain the same or similar;
u A number of management expenses (such as audit
and communication) reduce significantly;
u Administration fees reduce.
In the heat of competition for umbrellas, Hacking
pleads for industry standardisation of charge
disclosures. Showing fees on the same basis is the only
way that clients and potential clients can compare
them.
Mutual’s calculation was based on its product
that would be most suitable for a particular client,
including distribution and servicing-related costs. For
standalones, it analysed the actual financial statements
including all expenses such as consulting and
communication, but excluded the assets that remain
largely unchanged.
The analysis resulted, says Hacking, in an accurate
apples-with-apples comparison between the positions
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of standalones and umbrellas: “We saw that the
average cost per member does not increase for any
client, large or small, that we are looking to move to an
umbrella.”
Costs are one issue. Governance is another. By
definition, each umbrella fund must have a sponsor.
When the sponsor is a financial-services institution,
offering a range of services for retirement funds,
what checks are there that the sponsor does not drive
the selection of services and products to its own
institution? Or exploit the platform for cross-selling?
Tests must be in the application of formalised
contractual arrangements between the sponsor and the
fund, from the sponsor’s declaration of interests to the
appointment of competent trustees; the fiduciary duty
of the latter, as with a standalone, being to promote the
best interests of the fund alone. In practice, trustees
must have the unconstrained independence to select
the service providers of their choice; the sponsor, at
most, can have a first-mover advantage but certainly
no exclusive access to bid for business.
It’s true that there’s little money to be made in
administration. The money’s to be made in the related
services and products that retirement funds must
buy. This invites inherent conflicts that have to be
managed.
They’re within the institution, not to exploit its
dual role as sponsor and service provider. The fund
has a legal responsibility act in its own best interests,
for the benefit of its members; the institution, on the
other hand, is a profit-making entity responsible to its
shareholders.
As the umbrella-fund industry evolves, so should
potential conflicts be resolved. Industry leaders already
have processes and structures in place to address them.
They’ll be stress-tested by implementation.
While it might be utopian to conceive a playing
field that will always be level – for instance, there’s
nothing to prevent a sponsor from offering default
choices – oversight will be the strongest control.
It will come from the regulator, to be sure, and
from the competition authorities, quite likely. Most
definitely, it will come from the market rivalry
between peers themselves. The role of trustees is
accentuated.
n
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FUND ADMINISTRATION 2

Smaller
guys
have
their
say
What could be the likely industry
impacts of Old Mutual’s decision to
discontinue the administration
of standalone retirement funds?
Could it represent an opportunity
for smaller firms, or would it
require too much investment to
achieve scale? And what are the
profitability implications
for the administration business?

O

utside the big institutions and
administrators, a cross-section of others
has strong views on possible effects. TT
conducted a straw poll.

Chris Brits of NMG Retirement Funds:

A

s one of the larger providers, Mutual’s strategic
decision is certainly significant. Others may be
in a similar situation and expected to follow, once they
have examined their own efficiencies and resulting
profitability. However, there are administrators that
operate standalone funds cost effectively and who’ll
continue doing so.
Most certainly, Mutual’s decision does create
opportunity for some of the smaller administrators
and perhaps not with much additional investment.

Brits . . . better systems, lower costs
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Administrative efficiency is more a function of a
good admin system and experienced people who
understand it, able to create workflows and procedural
protocols that minimise manual interventions.
A telling clue is in the administrator-to-member
ratio i.e. how many fund members one administrator
can handle daily. For example, a low ratio of say
1:500 means that one administrator can handle only
500 members so it would need 10 administrators to
manage a fund of 5 000 members. Conversely, a higher
ratio requires fewer administrators.
As in any business, a major expense is staff costs.
Fees charged should be sufficient to cover them.
Profitability is a consequence of a good system and
staff to manage it, thereby lessening the manual
work and requiring fewer people. For those few
administrators already running their admin operations
profitably, there should be no need to increase fees for
standalones.

Ian Haigh of Mvunonala Holdings:

M

any administrators bought overseas systems
that were expensive to adapt and update. Their
ability to recoup these costs has been problematic
as the admin market has been highly competitive,
keeping fees low.
Different administrators have different pricing
models for their clients. For example, with some there
is a base cost and additional services are invoiced.
With others, all-inclusive prices have resulted in losses.
There are some 2 400 registered retirement funds
requiring an administrator, and there is a large number
of administrators. But many are small firms attempting
mergers to gain critical mass. Administrators need a
certain number of funds and members to be profitable.
Several are having service-delivery problems and aren’t
profitable. They’re at risk of losing clients or merging.
Standalone funds need to be of a minimum size to
benefit from economies of scale on fees. There’s debate
on the point where these economies kick in, but it

Haigh . . . always a market
could easily be for funds of over 10 000 members. At
present there are about 136 such funds, and another
250 or so funds with more than 5 000 members. Not
all are suitable for umbrella arrangements, and there’ll
always be a market for administering them.
Mutual’s decision is unfortunate as its
administration was one of the better systems available
for standalones.

Stephen Greybe of Borwa Financial Services:

G

enerally, small funds were never really profitable
except where they were underwritten and the
insurer provided all the services including investments
and risk-benefit cover. Since the legislation changed
– where underwritten funds require their own
bank accounts, must have audits, could place their
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Insurers now vigorously
market umbrella products.
But the funds they set up are
administered in such a way
that it’s tantamount to having
many small funds under one
umbrella.

Greybe . . . more regulation, higher costs
investments and risk cover with other insurers, and
had to have 50/50 employer/member representation
on their boards – it was no longer profitable to
administer underwritten funds.
Also, minimum transparency and disclosure
standards were introduced. These required additional
communication with members and trustees.
Then, the admin systems developed by the insurers
were based on the assets of the fund belonging to
the insurer. When it came to members’ exit benefits,
the insurer calculated them on the basis of total
contributions paid by the member including an
equitable proportion of total assets that matched the
total contributions. Interest was based on the interim
rate declared in advance by the insurer and costs were
deducted out of the assets. No transparency here!
New systems, designed to cope with new
legislation, are not ideal. Although there are systems
that integrate the accounting and administration
functions, reducing the staff costs, there are additional
fees for audits, fidelity cover, trustee meetings,
member communication and so on. Independent

administrators have struggled to make profits on
smaller funds.
Insurers now vigorously market umbrella products.
But the funds they set up are administered in such a
way that it’s tantamount to having many small funds
under one umbrella. Each employer group has its own
benefits, special rules and cost structures. Apart from
not really saving on costs, there is a danger when assets
are valued at fund level including the use of member
investment choice. Generally these assets end up in the
default portfolio, raising questions around the ultimate
responsibility if things go wrong.
Finally, government has introduced so much
more compliance and reporting that the industry has
become over-regulated and hence far more costly to
administer. Think of Reg 28, s14 transfers, FAIS, SARS
additional returns and tax numbers.
Think also of sweeping powers for the FSB
(including much more onerous liquidity requirements
on administrators) and the Pension Funds Adjudicator
(requiring administrators to investigate the most
outlandish queries, maintain complaints registers
and so on). More regulation, expected from National
Treasury, creates more costs and makes it more
difficult for the industry to keep costs down.
There’s much argument about charging a rand
amount per member per month against a percentage
of salary. On the basis of a rand amount, it will be
almost impossible to administer a fund profitably. n
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FUND GOVERNANCE

Guards of
the guardians
There are critical roles for member committees to play in umbrella structures.
Workplace interaction with employees is only one of them.

T

he term “independence” has many splendid
connotations. Springing to mind are people
capable of exercising discretion without fear or
favour, having the competence to make fair decisions
in the necessary areas of their professional expertise,
and being beholden to nobody.
In the complex world of retirement funds, do
such people exist in sufficient numbers? Clearly
not. Were it otherwise, National Treasury and the
Financial Services Board wouldn’t be so anxious about
prevailing standards of poor governance and taking
steps to remedy it by the introduction of “fit and
proper” barriers to trusteeship.
It goes without saying that appropriately-skilled
trustees are a prerequisite for good governance.
Equally essential is their independence. No matter
the qualifications they attain, independence extends
further than disclosures of financial interests and
similarly formalistic criteria. Ultimately, independence
is a state of mind in which capability and integrity coexist.
For trustees, so for directors. As it’s put in King
III: “An independent director should be independent
in character and judgment and there should be no
relationships or circumstances which are likely to affect,
or could appear to affect, this independence.”

Oh, boy! Apply this test to the conflicts-ridden
environment of retirement funds and turn it onto its
head. The first obstacle is in sheer numbers.
There are thousands of funds, each requiring a
minimum of four trustees. Assuming that there are
now about 3 000 active funds, there’d have to be at least
12 000 serving trustees. Try bringing most of them up
to speed within a reasonable timeframe, say the next
three years for the assessments offered by the trustee
toolkit of the FSB, will be Herculean.
According to FSB’s annual report for 2012, slightly
over 1 700 candidates had registered for the course. Of
these, 73 had completed the summative assessments.
Certification will advance them as “fit and proper”, but
independence doesn’t necessarily follow.
Even with funds rapidly consolidating into
umbrellas, there are dozens of umbrellas and there’ll
always be hundreds of standalones. Numbers will
reduce but remain formidable.
As a matter of common practice, independence
of trustees has long been compromised. Consider
the temptations: for employer-nominated trustees to
keep an eye on the interests of their company above
their fund, and on their career prospects; for memberelected trustees to be influenced by constituencies,
dominant colleagues and possibly bosses as well..
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On top of this come perks, notably from service
providers. It’s par for the course: extraneous
gifts, tickets to soccer matches, travel to seminars
synonymous with entertainment. Refrain and service
providers can face the loss of business.
These practices are so pervasive that they’re
expected, despite the disclosures and limits imposed
by the FSB. Other than the most public serviceorientated exceptions, why else would amateurs in the
business of retirement funds be prepared to accept
the fiduciary responsibilities and commit the afterhours time for a job that pays minimally if there’s any
remuneration at all?
Umbrellas aren’t the total panacea. Sponsors might
assemble panels for approval, half for their nomination
and half for election by member representatives. It
looks a sufficiently straightforward process, and it
would be if there were plentiful candidates with the
proven abilities from which to choose. There’s a skills

Ultimately, independence is a state
of mind in which capability and
integrity co-exist.
shortage here as much as anywhere.
With the best will in the word, conflict is integral.
It’s between the sponsor, responsible to shareholders
for maximising profit from the products and services
it sells, and the trustees responsible only to the fund
irrespective of how they’re appointed.
The perceptual risk is that trustees who don’t oblige
the sponsor can be out on their ears. Better to go softly
on independence than sacrifice the remuneration
commensurate with their time and experience.
Conversely, such behaviour should be quickly apparent
and nipped in the bud before it contaminates the

Many retirement savings vehicles are loud about
How they grow your savings
Some go on to assure you about
How they keep your costs low
The Hospitality and General Provident Fund
Not only declares all costs involved,
We take over and pay part of your costs


Nelspruit



Durban



Cape Town



Port Elizabeth

Communicates, Listens and

Engages

We take the bullet for you!
No. 3 Anderson Street, Ferreirasdorp, Johannesburg.
Tel: 011 838 3751. Fax: 011 838 4194. Website: www.hgpf.co.za. E-mail: info@hgpf.co.za
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industry.
“There are umbrella funds and there are umbrella
funds,” notes David Gluckman of Sanlam. “Maybe it’s
true that there is improvement still to be made in this
area at an industry level, and there definitely are funds
that have a lot of improvement still to make.”
Nevertheless, he points to the agm of the
Sanlam Umbrella Fund: “We had an election by
member representatives for the three independent
trustee positions. All six trustees on the panel were
independent of the sponsor.”
Hugh Hacking of Old Mutual insists that the
potential for conflict be openly admitted and
addressed upfront: “The relationship between the
sponsor and the fund must be properly managed. It
begins by setting the ground rules. We follow a process
where the sponsor puts together a list of candidates
that meet the requirements (say investment or
actuarial specialities) for a particular position on the
management board. The current board then selects
its preferred candidate. Ultimately the fund and the
sponsor must agree on the new appointment.”
For all the advantages of the umbrella system,
it has the defect of distancing fund members from
the fund trustees. It controverts the intention of
1996 amendment to the Pension Funds Act, which
introduced 50/50 employer/member trustees, to
broaden stakeholder empowerment by extending
participation in fund decision-making to the
workplace. The amendment had been motivated by
Cosatu, under its leadership at the time, and might
have worked had this leadership not been denuded.
In time, however, it fell apart. The take-up of
training was abysmal. Members hardly bothered to
vote for trustees, and few could identify the trustees
elected. This was shown in survey after survey.
Governance was more lethargic than enthusiastic,
far too many trustees being only to happy to leave
such strategic matters as drafting investment
policy statements and complying with the Code for
Responsible Investing to their service providers.
For all that, the need for effective member
interaction – top-down and bottom-up – remains as
strong as ever. It means that an essential adjunct to
the boards of umbrella funds must be the member

Gluckman . . . always room for improvement
committees, comprising employer and employee
representatives of the umbrellas’ constituents, as the
second management tier.
They won’t have fiduciary duties and they won’t
require “fit and proper” certification. Nor will they
need knowledge of retirement-fund intricacies. But
they must be sufficiently in touch with their respective
members and be enabled to ensure, by direct lines of
access to trustees, that these needs are met.
The committees have another important function.
It’s oversight of the independence that umbrella-fund
trustees, both nominated by sponsors and elected by
member representatives, are expect to assert.
Focus on it or this model will fail too.
n
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Shortcomings in addressing sustainability
Investors have a significant role to play, urges Momentum Asset
Management ESG research analyst Johan de Kock.

SA

’s ongoing corporate, social and labour instability -- most
notably in the mining and resources sector -- have put
the spotlight on corporate sustainability. It’s an issue that many
companies take seriously under the King governance code, but the
events at Marikana show that more can and should be done.
A main contributing factor for companies’ inability to address
the social costs associated with operations is that few of them price
social costs into the products and services they provide. These
social costs are either deferred to the next generation in terms of a
deteriorating environment or are a liability to future taxpayers.
This is blatant in the mining sector if one considers the acidic
water problem in Johannesburg. Some experts warn that it could
turn the city into a wasteland. SA miners are blamed for having sold
low-cost gold deposits without having paid for the water pollution
they caused.
Whether or not this is the case, it is yet another issue that
hangs over the heads of SA miners, potentially discouraging
investors and destroying value. The sad reality is that, as a direct
result of mining activities where the cost of water treatment was not
priced into the final product, gold miners or taxpayers are now on
the hook. Either way, it’s a lose-lose situation for SA.
While local companies are acknowledged to be amongst
the best in terms of governance reporting, current upheavals do
call into question the relevance of sustainability reports of many
companies.
Around the world, investors have played a meaningful role in
persuading companies to properly address sustainability issues.
This is seen particularly in the US, partly spurred by its litigious
culture. In comparison, SA investors have played a lesser role.
Yet, two years ago SA became the second country (after
the UK) formally to encourage institutional investors to integrate
environmental, sustainability and governance (ESG) considerations
into their investment decisions. They became signatories to the
Code for Responsible Investing in South Africa (CRISA) that the
Institute of Directors had released.
The code seeks to encourage socially-orientated business
practices by shareholders and companies. As importantly, it
requires investors to report on their policies at least annually on
their extent of CRISA compliance.
The carrot for asset managers is that companies which apply
socially-responsible principles to management decisions will
likely be more valuable than those that operate in isolation of the
communities where they operate.

The sobering reality is
that many asset managers
are unwittingly hamstrung in
their ability to play a leading
role in demanding greater
management attention to
sustainability. This is due
to the many conflicts of
interest that are likely to
discourage financial-services
companies from challenging
companies’ boards. These
range from issues like
director remuneration (which
asset managers themselves
De Kock . . . pension funds
are unlikely to address) to
must engage
pressuring a potential client.
Asset consultants who
advise pension funds, and the pension funds themselves, could and
should play a meaningful role in demanding a greater board focus
on sustainability issues. Both asset consultants and pension funds
could, and also should, put greater pressure and scrutiny on asset
managers’ ESG policies.
There are encouraging signs that companies have recognised
the new role investors are likely to play in respect of CRISA. Some
boards are proactively engaging with shareholders about practical
solutions to sustainability issues, including remuneration and other
governance policies.
It is speculated that one of government’s objectives for the
proposed National Savings & Social Security Fund will be the
creation of superannuation funds, similar to those in Australia.
Through them, investors will have a major influence on companies
as corporate citizens and on the role of asset managers in
unlocking value.
So far, SA asset managers have mainly flexed their muscles in
unbundling or unlocking value. Expect similar action, but on a far
larger scale, in relation to sustainability issues as well.
www.momentum.co.za/investments
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ADVERTORIAL

Water scarcity poses potential investment
risk for pension funds

G

iven that the Government Employees Pension Fund
(GEPF) invests 90% of its portfolio within SA, it is
important for us to understand water scarcity as a
potential investment risk to our portfolio returns. Institutional
investors—such as GEPF—play an important role in shaping
this transformation towards a greener and more sustainable
economy; one that is resource-efficient, lower in carbon
emissions, resilient and equitable.

to understand how companies build water constraints into
their core business strategies so that leading practices can be
shared. Its water disclosure report for SA in 2011 found that
our “most significant corporate water users are not yet able or
ready to report on their water-related risks”. This presents a
significant risk to institutional investors who rely on “publically
available and audited data from companies to help inform their
investment decisions”.

GEPF principal officer John Oliphant has made it clear: “The era
of profits and more profits at the expense of the environment
and society is a distant memory. Responsible investing is now
an integral part of any long-term investing.”

The Asset Owners Disclosure Project (AODP) revealed that a
typical fund has 55% of its assets in high-carbon investments
and only 2% in low-carbon. The carbon footprint of aggregated
holdings in GEPF equity portfolios invested in SA was valued
at 72 tonnes of carbon per Rmn value. This was 9% lower
than the average carbon footprint of the FTSE/JSE Top 100
companies.

Climate change and water scarcity were flagged as a risk (and
an investment opportunity) that would have a significant impact
on GEPF’s portfolio over the long term. The World Wildlife Fund
(WWF) was commissioned to measure our portfolio in terms
of the carbon and water footprints. The report, “Navigating
Muddy Waters: securing investment returns under carbon and
water constraints”, highlighted the fact that SA is vulnerable to
the impacts of climate change and unevenly distributed water
resources.
The WWF report calculated the “external price of water
scarcity”. It found that the annual external value of water used
by operations and first-tier suppliers of JSE top 100 companies
could total more than R56bn (US$6,78bn). In essence, they
are paying “less than 1% of the true value of water”. The
potential risks to companies from disruption, higher water
tariffs and “rising input prices due to water stress will negatively
impact companies’ financial results, operations and, ultimately,
valuations”.
Institutional investors are failing to factor in climate change and
freshwater risks when making investment decisions, said the
WWF. This posed a risk in that the listed bonds and equities of
companies in high-carbon sectors may be mispriced. It could
lead to “financial instability when the market recognises the
realities of resource constraints owing to water scarcity and
greenhouse gas (GHG) emission limits, and re-prices these
securities accordingly”.
The Carbon Disclosure Project (CDP) encourages investors

The GEPF SA bond portfolio carbon footprint was measured
against the benchmark Bond Exchange of SA (BESA)
Corporate Credit Index. The carbon footprint of GEPF bond
holding was 12 tonnes of carbon per Rmn. This is 17% more
carbon efficient than the BESA Corporate Credit Index, mainly
due to the relative carbon efficiency of debt holdings in the
Basic Resources sector.
GEPF, as a defined benefit pension fund, is by nature a
long-term investor. We believe that GEPF’s integration
of environmental, social and governance issues across
our portfolio – and the allocation of 5% of our portfolio
to investments of a developmental nature – will produce
sustainable and suitable returns relative to the actuarial
liabilities of the Fund.

www.gepf.gov.za
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FINANCIAL NOTICES

A lame start
There’s been a slow take-up of the new JSE rule on press announcements.
It defeats the opportunities for improved stakeholder communication.

S

ame old, same old. It’s not good enough.
Scanning the first batch of JSE-listed companies
to have reported their financial results this year, few
have applied the Listings rule effective from January:
“Announcements requiring publication in the
press...must be published in a widely circulated daily
newspaper taking into account the specific composition
of the issuer’s stakeholders, in the reasonable opinion of
the issuer, in any official language”.
From evidence to date, the reasonable opinion of
issuers seems to take cognisance of neither the “widely
circulated” nor “stakeholder” requirements. And
although some announcements have professed to be in
the short form now permitted, several have obscured
the basic information in superfluous technical detail.
Intelligible only to sophisticated investors, most issuers
have preferred not to summarise it in the five simple
disclosures that the new rule sets out.
Such non-application is problematic:
u Like it or not, the new rule is the rule. Companies
do not have discretion to apply the old rule instead;
u The JSE cannot allow one rule and not others to be
flouted. Were there to be selective implementation
and an absence of monitoring, there’d be little
purpose in having rules at all;
u JSE-listed companies are expected to comply with
King III, the code for good corporate governance.
It promotes the use of “clear and simple language”
for “all communication to stakeholders” and
recommends that companies “use communication

channels that are accessible to all stakeholders”.
Companies purporting to accept the code should
examine, and be examined, on their compliance
with this provision;
u Apart from the wide range of “stakeholders” that
the code identifies – customers, employees,
suppliers and the like – King also points out
that members of pension funds are indirectly
“the largest holders of equities in SA”. Electronic
channels, including message delivery by
smartphones, facilitate mass communication in
language that fund beneficiaries understand and
that is readily accessible at least to the fund trustees
representing them;
u To the extent that past practices in use of print
media continue to pervade, without
complementary effort through electronic media
that allow for targeted audiences, financial
inclusivity is undermined;
u Short-form press announcements are much
cheaper for companies to place because they take
less advertising space than long-form. Companies
that don’t adapt are wasting their shareholders’
money.

S

ceptics suggest that the JSE is conflicted, using its
role as the regulator to advance its commercial
interest as a profit-making entity. Introduction of the
new rule does not impact on its revenues, whereas
it lessens the costs to companies of being listed and
thereby encourages new listings; the more listings, the
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Few companies are
applying their minds
to where they should place
financial notices
better for JSE revenues.
This should be an easy argument for JSE president
Nicky Newton-King to refute. Aside from the need
to keep the JSE competitive – more and more, it’s
being challenged particularly by Lagos as the African
gateway – she need merely point to support for the
amended rule from the Financial Services Board
(which sits ex officio on the JSE committee and has a
legislative mandate to promote financial education)
and by the Institute of Directors (which stands behind
King III, inclusive of its approach to communication).
But it’s insufficient that they merely leave the
choice of the “widely circulated daily newspaper” to
the “reasonable opinion of the issuer” because, so
far, few companies are applying their minds. While
they should know the “specific composition and
demographics” of their stakeholders, they’re unlikely
to know much about the “widely circulated daily
newspaper” best suited to reach them.
Perhaps the JSE, FSB and IoDSA can together
stimulate the process by providing guidance. This
might be done by requesting information from the
newspapers vying for financial advertising to provide
such ready-to-hand information on their respective
circulations, readership profiles and regional
distribution patterns.
Then offer this information on the JSE and IoDSA
websites, for issuers to pick and choose. For a start,
it’s easy enough to compare the bare circulations of
newspapers that are the main contenders for shortform financial advertisements (see box).
Finally, and importantly, the new rule also
envisages that the full announcements be made not
only on SENS but also on companies’ websites. King
III goes further in recommending that companies’
stakeholder policies “support a responsible
communication programme” whose criteria it defines.

Newton-King . . . give it a prod
A few suggestions: sms and email alerts to
anybody wanting to be on companies’ databases to
receive them; website hyperlinks to financial notices,
as announced in the press and on SENS, where
their content and significance carry user-friendly
explanation; public fora for internet interaction with
companies’ investor relations officials....
Such are the opportunities now provided by
technology, and such is the capacity for creativity in
applying them, that there’s no excuse to ignore them.
Try a little incentive too. Maybe, for example, through
an adjustment to weightings on the JSE SRI index. n
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BENEFITS BAROMETER

The wheel
reinvented
Alexander Forbes survey adds fresh tyres for accelerated traction.
Comprehensive research and suggestions underpin
National Treasury initiatives on employee benefits.

M

ercifully, it’s unnecessary to read
through the whole 300-page ‘Benefits
Barometer’ tome of Alexander Forbes.
So neatly is it sectionalised that it’s easy to search
for information, pertinent to particular users, from
a downloaded pdf. Add the other electronic means
such as videos that have been provided, and the
user-friendliness of this doorstopper is enhanced by
the facilities for blogging interactivity to promote the
discussion intended for the noble goal of “thought
leadership”.
There are thoughts aplenty, backed by a plethora
of fresh statistical and qualitative research. But there’s
less leadership in the sense that the thoughts are
more a restatement of known problems, annually
emphasised in the Old Mutual savings monitor and
the Sanlam benchmark survey amongst others: the
horrific savings culture; the inadequacy of retirement
provision; the overabundance of product choice; the
dire consequences of non-preservation.
It’s been heard before, if not always with as many
bells and whistles. And certainly it’s grist to the

mill of National Treasury in its reform endeavours,
significantly motivated by precisely these same issues
(TT Dec ’12-Feb ’13). How to get the message across,
from “the industry” to the populace, is fraught.
So back we go to the need for improved financial
education. For many individuals, the survey points
out, financial education will be accessed only through
the workplace: “New strategies (by employers and
unions, retirement-fund administrators and trustees)
need to ensure that the content covers basic financial
literacy topics as well as employee benefits and that it
is presented in an engaging way.”
Yes, of course. Two obvious problems: first is
to overcome the levels of the employee apathy
and disinterest that the survey notes, despite the
bombardment of educational and marketing material;
second is to identify and implement “new strategies”,
assuming that there is competence and willingness in
the workplace not to leave it all to service providers
and be done with it.
Necessarily too, these strategies should reach wage
earners who aren’t regularly in formal employment.
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As an illustration of the challenge’s sheer scale, the
survey highlights that there are 19m credit-active
South Africans of whom 2,7m have court judgments
or administration orders against them.
For all that, the ‘Barometer’ is of great value for its
perspectives and presentation. It’s also a reality check
in the comprehensive list of problems that it defines
and the identification of practical difficulties in

Source: Alexander Forbes

attempting to resolve them. There are few quick-andeasy routes to solution.
An attraction for the user, wanting to reference
the state of play in his or her own employment
category, is the sector-specific breakdown. For each
sector there’s a profile, a benefits analysis and an
order of priorities.
Take, for example, an employer or fund trustee in
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the media and marketing industry. Call him X and
say that he has a strong wish to promote the financial
wellbeing of his workplace colleagues.
He’ll probably tear his hair. High priorities are
longevity and pensionsable pay, the survey finds:
“Given generally unhealthy finances, employees may
not be able to increase their rates of pensionable pay
or their contribution rates to improve replacement
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ratios. However, the nature of their work implies
reasonable longevity and the option to increase the
retirement age.”
Maybe that holds for some parts of the industry.
For others, it doesn’t. Wracked by the advent of
online content, restructures are systemic. For
hundreds of employees in affected companies, like
the newspaper sub-sector, longevity doesn’t mean for
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how long they’ll live but for how long they’ll have jobs.
An increase in the normal retirement age –
recommended by the survey under ‘What can be
done?’ – is hardly an option in an environment
of widescale retrenchment. Similarly, the
recommendation to “encourage workers to save an
increasing percentage of their earnings with each
salary increase” is simply impractical when aboveinflation increases are confined to a fortunate few.
Still, the intention of the ‘Barometer’ is to promote
thought. It should do that, hopefully amongst
employers at present more obsessed with payroll

constraints than benefits concerns, and at a stretch
even amongst employees for bottom-up participation
too. Unless they show involvement, or until default
choices are imposed, discussion will meander
whatever the clarity and urgency of the issues clearly
laid before them.
The value of the survey is in putting up ideas,
many practical and a few platitudinous, impressively
supported by detail. They can be knocked but not
ignored, least of all by members of retirement funds
averse to thinking about their financial futures
beyond their monthly salary cheques.
n

BUDGET

Welcome to Isas
Tax-incentivised individual savings accounts will be introduced.
Details to follow.

V

irtually under the radar – so little attention
did it receive in immediate analysis of the
2012-13 Budget – was a single sentence that
deserves closer scrutiny. “Tax-preferred savings and
investment accounts will be introduced in 2015,”
Finance Minister Pravin Gordhan announced.
Thus comes the addition of a vehicle to encourage
household savings. It is amongst the proposals for
consultation, Gordhan said, “before we introduce the
necessary legislation later this year”.
Envisaged is a savings and investment product, to
function as a wrapper, where all investment returns
from income, dividend and capital gains will be
exempt from tax. Contribution limits will be R30
000 a year to a lifetime ceiling of R500 000, regularly
adjusted for inflation.
In other words, it would seem, a minimum of R30

000 must always remain in the account. This would
also be the maximum that can be invested annually,
until a R500 000 maximum is accumulated.
It could also be that there are no restrictions
on tax-free withdrawals from the account, or for
investment by spouses into the same account. For
example, by working members of a family each
to contribute portions of their annual salaries to
cumulatively reach R30 000, the household would
enjoy optimal advantage.

A

t this stage, a paper released with the Budget
elaborates, the two broad categories proposed
for inclusion are interest and non-interest bearing
products. Possibilities are:
u Fixed-deposit bank accounts;
u Retail savings bonds;
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Gordhan . . . serious about savings

u Collective investment schemes, such as unit trusts,
including exchange-traded funds;
u
Property assets such as real-estate investment
trusts and shares listed on the JSE’s property sector.
This sort of account has proved popular in the UK
where it’s commonly described as an Isa (individual

savings account). Not only was it recently extended
to cover shares listed on London’s Alternative
Investment Market (similar to the JSE’s Alt-X), and
so intended to stimulate smaller enterprises, but it
has provided a better inflation hedge for cash that
earns no interest when left on call and is taxed on the
minimal interest in money-market instruments.
Administered by banks, there’s been vigorous
competition on the interest rates offered and the fees
charged. Isas offer the investor tax-free interest and
capital gains, and no further tax to declare or pay on
dividends.
In the current tax year, the annual Isa allowance
has risen to £11 280 of which £5 640 can be held in
cash. Parents and guardians may also contribute up
to £3 600 a year into a “junior Isa” for children under
the age of eighteen. It’s estimated that a married
couple fully using the Isa allowance from 1999 would
have sheltered £225 000 from tax.
Quite probably, Gordhan’s proposal derives from
the UK model. In the consultation process, Isas are
likely to be further studied for SA adaptation. If the
new product can provide a fillip to both household
savings and enterprise development, so much the
better.
n
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In search of higher yields
Don’t blindly “dash to trash”, advises Sanlam Investment
Management head of retail Candice Paine.
New yield environment? Low yield environment? Bond
investors the world over are grappling with what this
means for them and how they should respond.

obviously offers the comfort of capital security – but
exposes the investor to the risk of inflation eroding
returns over time.

In a post sub-prime crisis investment world, official
interest rates have reached historic lows as a result
of the unprecedented monetary policy easing that has
been implemented in the hope of kick-starting global
economic growth. It looks like rates could remain at
these lows for even longer. But what that means for bond
yields, nobody really knows.

Cash battling to outpace inflation

Against this backdrop, the only way bond investors are
likely to survive and thrive in this changing fixed-interest
investment landscape is to know their stuff and adapt
their investment strategies accordingly.
So the million-dollar question facing many investors:
what to do about it? Well, you have a number of options:
• Stick with your current fixed-interest allocation or
exposure;
• Shift focus to higher-yielding assets to achieve a
pick-up in return; or
• Shift exposure to cash and/or equities.

Should I stay or should I go?
Those considering whether to maintain their current
fixed-interest allocation need to take into account that,
if yields stay at current lows, their income distributions
will remain lower than in the past; and if yields rise,
they could potentially face capital losses.

Seeking higher yields
Within a lower-yield environment, there’s a temptation –
and often a real need – to seek out higher yielding assets,
such as corporate bonds (which offer a wide and growing
array of choice) and emerging-market bonds (which trade
at premium of two percentage point to US Treasuries,
considered the world’s risk-free benchmark rate. But the
particular risks and attributes of these assets need to be
considered carefully because they do change the risk/
return profile of a portfolio.

Searching even further afield
For risk-averse investors concerned about the potential
risks encapsulated in historically low yields, cash

There are also opportunities to achieve higher yields
outside the asset class altogether – by getting exposure
to high dividend-yielding stocks or portfolios. But
there are risks here too. In SA, forward dividend yields
compressed sharply during the year to trade below 3%;
below their long-term average of more than 3,2%.

Looking forward: what’s a reasonable
return expectation?
Given these structural changes underway in the fixedinterest environment and the strong returns the asset
class has delivered in the past – globally a top performer
for the past three decades it’s important to manage your
expectations regarding what is likely to be a reasonable
return going forward.
The key to getting all you can out of the asset class
going forward will lie in stepping out of your comfort
zone, taking advantage of the opportunities that
are undoubtedly out there to boost yield, and most
importantly being cognisant of other potential risks you
may be introducing to your investment portfolio – and
managing these carefully yourself or leaving it up to
experts.
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RESPONSIBLE INVESTING

STRATE skewed
Pension funds’ shareholder activism, required by CRISA and regulations, is
impeded by the operation of nominee accounts. Mehluli Mncube, managing
director of Inkunzi Fiduciary Solutions*, discusses unintended
consequences of dematerialization that need to be resolved.

A

s “responsible” share ownership has
come to the fore – ushered by the Code
for Responsible Investing in SA (CRISA),
the revised Regulation 28 and FSB circular PF 130
that highlight the need for pension funds to actively
manage their voting rights – the spotlight must fall
on custodian arrangements and ultimately on the
nominee-account structure through which many
pension investments are held. Most pension funds’
equity assets are held through central security
depository (CSD), custodian, asset-manager or lifecompany nominee accounts.

Indirect holding system
A nominee account can be broadly defined as a type of
account set up by a nominee (a market intermediary in
most cases) for purposes such as administering securities
or other assets on behalf of their beneficial owners.
Simply put, it is a type of account in which the investor
(e.g. a pension fund) holds its securities in the name
of a different entity, i.e. the market intermediary or the
CSD which acts as the nominee account operator and
whose name appears on the register of the company.
In earlier days, physical possession of share
certificates was the only accepted evidence of share

ownership. Trading
was through physical
delivery of physical
certificates. This proved
costly, time consuming
and inefficient. The
nominee-account
system developed
to iron out these
inefficiencies and, as
volumes grew with
the growth of capital
markets, facilitate
Mncube . . . plumbing
timely securities
blockages
trading.
The indirect holding
system was introduced. An investor neither received
physical certificates nor appeared as the actual
shareowner on the company’s register. Over 10 years
ago, with the advent of STRATE (Share Transactions
Totally Electronic), this indirect holding system was
given force.
While the dematerialization produced efficiencies
in securities trading and settlement, this indirect
holding system poses several issues that could have
adverse implications for such investors’ interests as
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shareholder rights. Use of nominee accounts by market
intermediaries has a risk of depriving the ultimate
beneficiary of its shareholder rights since the name of
the nominee, not that of the pension fund, appears in
the investee company’s’ register.
A pension fund, being an investor and shareholder
of the company, enjoys various rights. These include
economic benefits, communication, and actively
participating in the company’s decision making
through proxy voting or corporate engagement. As an
investor, the fund has the right to vote on corporate
matters, the right to call/attend shareholders’ meetings
and the right to communicate with the board of
the investee company. Challenges are posed by the
nominee account.

Regulatory framework
Nominee companies are regulated by the Financial
Services Board. When they want to register or
hold any assets of long-term insurers, short-term
insurers or pension funds, they need prior written
approval of the Registrar of Long-term Insurance, the
Registrar of Short-term Insurance or the Registrar
of Pension Funds as the case may be. Nominee

companies wanting to hold clients’ securities in the
STRATE environment, by appearing in a sub-register
maintained by a Central Securities Depository
Participant (CSDP), must comply with the criteria
determined by the Registrar.

Structure of nominee arrangements
Two types of nominee-account structures exist
globally:
i) Single-tiered structure: Where there is only a single
layer of intermediaries (nominee-account
operators) receiving orders and handling
administrative affairs on behalf of individual
account holders. Thus, a nominee account
represents the securities holdings of individual
accounts but cannot be expanded to create another
layer of a nominee account and ultimate investors.
ii) Multiple-tiered structure: Where multiple layers
of intermediaries (nominee-account operators)
exist between the company and ultimate investors,
a nominee account may represent the securities
holdings of not only individual accounts (as in the
single-tiered structure) but also another nominee
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account that again represents the securities
holdings of its own ultimate investors.
Different jurisdictions have different structures.
In SA the system is multi-tiered where multiple layers
of intermediaries (e.g. asset managers, stockbrokers)
exist between the investee company and the ultimate
investors (pension funds). In the case of the nominee
account serving a group of investors, their holdings
are handled as if they represent one collective position.
The nominee account operator, however, is required
by law to keep separate records of each customer in its
administration office.

Hurdles for activism
This indirect holding system presents challenges to the
effective implementation of active share ownership as
contemplated by CRISA, Reg 28 and PF 130.
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i) Shareholder communication. Since the nominee
account operator’s name appears in the investee
company’s register, the company is in the dark
about the actual owners of its securities and may
find it difficult to communicate directly with
these ultimate owners. It is the mandate of the
nominee-account operator to pass all information,
like circulars about meetings, from the company
to the beneficial owner. The existence of the
nominee-account operator between the investee
company and the shareholders may potentially
cause a breakdown of the communication chain.
Failure of the operator to pass on information
timeously can potentially deprive the beneficiary
owner of its shareholder rights. Voting at meetings
or attendance is deadline driven. However,
developments in information technology and
electronic communication have vastly lessened this

POTENTIAL SOARS WHEN OPPORTUNITY IS CREATED
Money can never replace a parent who has died. However, money professionally
managed can make a real difference to young lives left behind.
Fairheads Benefit Services administers the funds of thousands of dependants;
children who rely on our time-proven expertise to provide them with regular
income and funds for their education, maintenance, advancement and well-being.
The sheer volume of lives we serve makes us the nation’s leading independent
service provider in this field.
Southern Africa’s leading independent service provider
of beneficiary funds and umbrella trusts
Established in 1925 as a niche fiduciary services group.
Beneficiary call centre 0860 102 919
Email: benefitservices@fairheads.com
Web: www.fairheads.com

CAPE TOWN: 021 410 7500
SANDTON: 011 883 9755
JOHANNESBURG: 010 100 3316/7/8
DURBAN: 031 368 9260

Fairheads Benefit Services (Pty) Ltd is an authorised financial services provider | FSP 18428

Trust and Beneficiary Administrator of the Year 2010, 2011 and 2012, Imbasa Yegolide Awards
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concern. Further, investee companies can be more
proactive;
ii) Identification of beneficiary owners. Investee
companies need to identify the underlying owners
in case of meetings, major corporate events or
providing feedback. This is quite challenging in the
multi-tier indirect holding system. For example,
if the company needs to identify shareholders
who have voted against management proposals,
they have to go through the custodian and/or the
asset manager before they can identify the actual
investor. SA’s CSD model is advanced with rules
requiring weekly disclosure of beneficial owners
to the investee company. However, in the case
of more than two layers (e.g. life company then
asset manager), the legislation does not provide
authority for enquiry beyond this;
iii) Minority shareholder rights: Minority shareholders
may act collectively to maximize shareholder value
when a major or controlling shareholder behaves
contrary to their interests. For pension funds to
respond collectively, they may need access to the
identities of other minority shareholders who are
often hidden behind asset managers’ nominee
accounts;
iv) Reconciling votes: In the multi-tier account
structure, the securities are treated as a collective
position. When votes (proxies) are received from
the various investors, they are sent collectively
to the company as a bulk FOR, AGAINST
or ABSTAIN position. Only through actual
attendance at the meeting can each vote be
submitted individually. This makes it difficult to
reconcile who voted what from the issuer’s point
of view. They have to enquire from the nomineeaccount operator as to the identity of the voter.
While this is good for protecting the beneficiary,
it is not good for engagement as the principles
embedded in CRISA and PF 130 are about
disclosure and visibility;
v) Corporate engagement: For the beneficiary investor

to engage directly with the investee company
or attend shareholder meetings, a letter of
representation has to be obtained in the name of
the nominee operator. The letter of representation
is in the name of the nominee operator, giving its
proxy to the actual owners of the shares. This is
ironic. It is a cumbersome process and also, from
the perspective of the issuer, the beneficiary owners
remain unidentified.

Blockages must be cleared
While strides are being made in setting the tone for
responsible ownership and nudging pension funds
to be active owners, the plumbing system is clogged
with issues presented by the nominee-account system.
Proxy voting is still overly manual and driven by the
nominee operators. This presents contradictions in
the auditing and reconciliation of votes cast. Company
proposals/resolutions that by default (as guided by
King III and international corporate governance)
should fail or attract big dissenting votes, instead
receive overwhelming support.
In practice, votes on such resolutions as the issue of
shares for cash, independence of audit committees and
shoddy remuneration policies seem almost invariably
to pass with more shareholder votes than they should.
In the current multi-tier indirect holding system,
it is difficult to assess efforts of engaged and active
investors.
The wave of active share ownership is rising. It is
imperative that the plumbing blockages – residue of
old ways – be cleared to facilitate efficient and effective
implementation of CRISA principles. Only then will
all pension funds, as required by code and regulation,
be able effectively to exercise the ownership rights
attached to their investments.
n
* Inkunzi Fiduciary Solutions provides advisory
services for institutional investors to manage key
responsible-investing risks on voting and equity
ownership. Amongst its clients are some top
SA pension funds with approx R134bn in
assets under advisement.
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futures, you need to know what you’re doing.
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Enabling a better retirement income
Mayur Lodhia, research & innovation actuary at Momentum Employee Benefits (Investments),
explains how with-profit annuities fit in with National Treasury’s objectives.

L

ast September, National Treasury released a paper entitled
“Enabling a better income in retirement”. The paper proposes
a default retirement vehicle for pension funds which would apply to the first R1,5m of a member’s retirement savings. With-profit
annuities (WPAs) present an attractive blend of product features,
and can therefore pose the ideal solution for the objectives of the
default vehicle.
The focus of Treasury’s attention is on securing a better outcome
for members in retirement. In broad terms this translates to a minimum income for life. Accordingly, living annuities (ILLAs) are only
considered for amounts above R1.5m. The primary appeal of these
products is their ability to grow with investment returns. However,
ILLA investors are exposed to the risk of running out of savings in
retirement (longevity risk).
On the other hand, “conventional life annuities” are those that do
guarantee an income for life. As such, they appear to be the front
runner for the default vehicle. Conventional annuities can be thought
of as comprising two categories:
• Those where pension increases are guaranteed at a
predetermined level, for example a fixed percentage (including
level annuities which increase at 0%), or a percentage of the
consumer price index;
• Those that rely on the underlying investment returns of certain
assets to generate future increases, known as WPAs.
The benchmark for the first category is often a CPI-linked annuity
(CPILA) that provides pension increases equal to 100% of CPI. Its
popularity hinges around the certainty of the increase profile and its
ability to deal with hyperinflation. However, the design of the product
means that an insurer is guaranteeing both, investment returns and
mortality rates (the length of time that the payments will be made for).
Because the investment risk is matched out by investing in inflation-linked bonds, currently viewed as expensive, and due to the
uncertainty around how long people will live, these guarantees come
at a price. A CPILA can be as much as 15% to 20% more expensive
than a WPA that targets a similar level of inflation protection over
the long term. Given that trustees and Treasury are likely to want a
value-for-money default product, CPILAs may not present the best
approach.
WPAs can be thought of as a blend between ILLAs and conventional annuities, since they combine attractive features of both products. They guarantee a minimum income for life while also providing members with exposure to strong investment returns, by way of
pension increases. Moreover, members enjoy downside protection if

investment returns are poor, since the income in payment can never
be decreased. WPA increases may be greater or less than inflation
in the short term, but some are expected to keep pace with inflation
over the longer term (see graph below).

A word of caution is advised when shopping for WPAs. Unlike
CPILAs, they are not commodotised, and product features other
than price (starting income) need to be considered. Most important
is the potential for future increases, which will vary by provider and
by product.
The use of an efficient liability-driven investment approach (such
as dynamic hedging) is preferable as it provides distinct advantages
in managing the inherent investment risks when compared to a more
traditional approach. A better risk-management approach translates
to greater transparency for pensioners and ultimately higher expected increases over the long term.
Given that other CPILAs are currently significantly more expensive than WPAs, investors need to question whether the guarantee
is worth around 20% of retirement capital (i.e. a starting income of
20% less than a WPA). On this basis WPAs seem to provide value
for money, and should be considered as an attractive, cost efficient
alternative to other conventional annuities for the default vehicle envisaged by Treasury.
www.momentum.co.za
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RETIREMENT PLANNING

Upsetting the applecart
Since the founding of 10X Investments, chief executive Steven Nathan has
developed a maverick reputation. Retirement planning is obsessed with form,
he argues, when it should be focused on substance.

T

he retirement-fund industry has gone
off course. Distracted by investment and
regulatory noise and by self-interest, it has
lost sight of the real issue: how do we give
fund members the best possible chance of meeting their
retirement goals?
All want to secure a pension that will maintain
their standard of living throughout retirement. Yet the
industry has made form and innovation the focal point,
offering hundreds of funds managed by dozens of fund
managers -- each promising a singular skill, unique
insight and the most appropriate investment style and
strategy.
The confusion is compounded by multiple fee layers,
subject to complex formulas and opaque reporting.
Which retirement investors, and which trustees acting
on their behalf, can make sense of this organised chaos?
They lack the insight and tools to make informed
choices. The confusion and complexity disempower
investors and trustees, keeping them hostage to
‘independent’ consultants.
Many consultants are conflicted. Some represent
companies that provide administration and investment
management services, and accordingly nudge investors
towards in-house products. Others simply seek to
maximise their own commissions.
They conceal that a 1% annual saving in fees can
increase the long-term pension value by up to 30%.
They disregard low-cost service providers and lead
clients to high-cost products. They advocate actively-

managed funds, fully aware that the great majority
deliver lower returns than index funds.
They also misrepresent risk. In the context of a
long-term retirement plan, the relevant risk is not that
short-term equity returns are uncertain, but that fund
members miss their retirement goals.
Yet investors are asked to consider their personal
risk tolerance, as though it matters to their pension
fund whether they play chess or sky-dive on week-ends.
These are lucrative distractions that require ‘advice’ and
deflect from the real issues.
Investors need more than biased recommendations.
They require an objective framework that enables them
to make informed decisions. And they need the tools to
identify the optimal solution from the myriad options.
The first step is to understand and quantify the
investor’s retirement goal. What is the required pension
pot that will enable the individual to maintain his or
her standard of living throughout retirement? This is a
function of final salary, the desired income replacement
ratio and the cost (or sustainable drawdown rate) of an
annuity.
The next step is to develop a savings and investment
strategy that has a high probability of meeting this goal.
Critical factors are the savings term, the contribution
rate and the real (after-inflation) investor return.
Two factors drive the investor return. One is asset
allocation; the other is fees. Any decision must consider
the cost of respective strategies. It is here that the matter
of umbrella or free-standing fund becomes relevant.
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Within this framework, we’ve produced a fee model that calculates
total fees incurred by each investor (member) and the reduction in yield
(RIY) expressed as % of the investment balance; the 10X retirement
calculator then quantifies the probable success rate of different portfolios
(low, medium or high equity) and RIYs. This information enables
trustees to design an optimal retirement plan with the highest probable
success rate.
It’s more relevant to trustees than a ranking table of fund managers’
past performance. Only in this context does form become relevant:
which service providers can deliver the specified investment strategy
and portfolios, and meet the required standards in terms of cost,
administration, reporting, service and governance.
It then remains for trustees to implement and monitor the plan
against the stated retirement goals and agreed service levels. Do actual
returns measure up against expected, benchmark and peer returns? Do
fees, administration, service and other deliverables comply with the
service-level agreement? Are investors informed of progress and alerted
to shortfalls?
Once a retirement plan is set out in this way, form and complexity can
be seen as illogical and irrelevant.
n Nathan . . . simple model

COMPOUND INTEREST
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FORCE IN THE UNIVERSE
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would exceed €5.5 trillion, allowing the Indians’
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trillions to spare.
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Employers urged to focus on a
smooth transition to umbrella funds

T

he drive for improved cost containment and

able to advise and assist the employer in this regard.

fund governance, as well as the onerous risk
and responsibility of trustees in an increasingly

Another key aspect is to ensure that there is continuity

legislated environment, has seen many employers in

from an investment and risk- benefits perspective

the SA retirement industry opt for umbrella funds as

when switching to an umbrella fund. It’s important to

a way to manage their employees’ retirement and risk

choose a service provider that can provide investment

obligations.

and risk options consistent with the previous fund, so
that members are not required to alter their strategies

“While the umbrella funds were initially adopted mostly

unnecessarily.

by small to medium-sized employers, we are increasingly
seeing very large companies also electing to go this

Hacking emphasises that constant engagement with staff

route,” says Hugh Hacking, head of Retirement Fund

is required throughout the process to assure employees

Solutions at Old Mutual Corporate.

of the security of their retirement savings in an umbrella
fund.

An umbrella fund pools the retirement investments
of multiple employers. This reduces the average cost

Many people are particularly sensitive to financial

per member and provides other advantages such as

changes. So it’s crucial that there’s regular

professional governance.

communication with employees and that the benefits of
the change to an umbrella fund are made clear to them.

Hacking points out that managing a smooth transition
is a critical but often overlooked aspect of making

One of employees’ greatest concerns with umbrella

the move to an umbrella fund: “The most important

funds is likely to be that there could be a loss of control

consideration for employers facilitating the switch from

over their money by the employer due to a perceived

a standalone fund to an umbrella fund is not to make

barrier that exists between trustees and members.

too many changes at the same time as this can create
uncertainty and confusion among employees.”

“In order to address this concern, employees need to
be reassured that the umbrella fund enables them to

Especially in these turbulent economic times, Hacking

access independent trustees with a range of expertise,”

says companies can ill-afford any employee uncertainty

Hacking advises. “Employers should also be encouraged

and disruptions to operations. Therefore, employers

to set up a member committee that specifically deals

need to implement a tested and structured transition

with the retirement fund and is able to play a crucial

process to facilitate the move to an umbrella fund.

interface role between the umbrella fund and the
employees.”

The first step is to ensure that everything is technically
in order. The umbrella fund’s service provider should be

www.oldmutual.co.za/corporate
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BLACK EMPOWERMENT

Between a rock
and a hard place

I

When a company is subjected to BEE pressures that are out
of the ordinary, what’s it to do? Carol Paton re-examines the
way that Gold Fields handled its South Deep predicament.

n the murky world of black economic
empowerment, the Gold Fields transaction
over its South Deep mine stands out for its
contradictory distinctions. It is one of the sector’s
most broadly based and yet one the most contentious.
Although finalised over two years ago, late last year
it became an object of public controversy. There were
media allegations, replete with innuendos dutifully
aired on Carte Blanche, into the processes followed to
bring about the BEE transaction and who it benefited.
Gold Fields’ management and some of its
directors then spoke candidly to Business Day about
the difficulties it had experienced. These particular
difficulties arose when Gold Fields was faced by a
government regulator with the power to delay or derail
multi-billion rand mining investments. They provide
insights into pressures that might similarly afflict other
companies.
Basically, the question is this: When a company
must choose between ensuring the sustainability of
its operations and upholding its code of ethics, by not
being politically bludgeoned, what is it to do? That BEE
is a statutory requirement, implicitly tempting cronyism
or corruption for individuals politically favoured, can
make it exceptionally difficult to draw fine lines and
proclaim the success of compromises.
The case study presented by Gold Fields followed its

acquisition of the South Deep mine in 2006. To secure a
new-order mining right for the asset, an empowerment
transaction specific to the mine had to be undertaken.
Although Gold Fields had previously concluded an
empowerment transaction, beneficiary Mvelaphanda
subsequently sold its stake. Because the onceempowered-always-empowered principle was held
not to apply, Gold Fields was left exposed on the BEE
ownership requirement.

On the face of it, R12m sounds
like a lot of money and eight
months a lot of time.
The Department of Mineral Resources, which
regulates mining rights, also regarded South Deep as
a standalone company needing its own empowerment
credentials. The licence application and an
empowerment transaction were thus joined.
Having already been hit by a BEE partner
liquidating its investment, Gold Fields chief executive
Nick Holland was concerned to ensure that this time a
partnership would be lasting. Also wanting to ensure
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that the envisaged R2,1bn transaction would be broadbased, Gold Fields chose two vehicles. One was an
employee share-ownership plan, the other an education
trust for the South Deep community.
Gold Fields’ first hurdle was getting into the
Department. Holland says he couldn’t secure a meeting
with the then director-general (Sandile Nogxina) to
discuss the licence or the company’s BEE compliance.
For about six months the licence application had
languished.
Needing somebody who could open the door to
Nogxina’s office, Gold Fields hired a “facilitator”. This
person was an ex-convict, reformed and reinvented as
a motivational speaker, who had who had performed a
similar service for a lesser company in helping Central
Rand Gold to secure a new-order licence in record
quick time.
Thus did Gold Fields, one of the world’s largest
unhedged gold producers listed on five international
stock exchanges, form a relationship with former bank
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Ramphele . . . now speak on specifics
robber Gayton McKenzie. There’s nothing wrong
with the principle of a company giving a chance to
an ex-con. Exactly what service was is that McKenzie
performed and how it was delivered?
To know is to enable an holistic view on the deal.
Holland’s version is that McKenzie was employed only
to set up a meeting with Nogxina and to help identify
possible beneficiaries for the BEE deal. For this he was
paid R12m at R1,5m per month over eight months.
McKenzie’s version is different. He insists that
he was paid to secure the licence. This he did by
painstakingly following due process.
All parties deny that any of the R12m that McKenzie
received was deflected into means that helped illegally
to facilitate the licence award. Of course they’d deny it.
But Holland wouldn’t necessarily be aware of all
that McKenzie does to achieve results. McKenzie did
receive an extraordinarily generous payment if it was
made exclusively for the limited services that Holland
describes. He is adamant that it was not for McKenzie
to negotiate the licence.
On the face of it, R12m sounds like a lot of money
and eight months a lot of time. Specifically, on Holland’s
version, it hardly speaks well of the Department that an
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intermediary had to be engaged by a top-flight miner
for gaining access to the director-general.
At his eventual meeting with the Department,
Holland recalls, he was informed that the esop and trust
arrangements would be insufficient for Gold Fields to
satisfy the empowerment critieria. An equity deal with
individuals had to be done too. How then were the
individuals to be selected?
As part of his mandate, McKenzie was asked to
advise. In compiling a list of possible beneficiaries, he
says, his first port of call was the MK Military Veterans
Association. Included on his list were numerous
politically-connected individuals, amongst them then
ANC chairperson Baleka Mbete.
The list was submitted to transformation experts
on the Gold Fields board. This sub-committee –
comprising Rick Menell, Cheryl Carolus and Don
Ncube – then deleted several names and added others.
It also altered the balance in the suggested dividend
flows to favour the community trusts rather than the
proposed consortium of private individuals.
Dividend flows to the latter were significantly
reduced. Nobody could get more than R80 000 a year in
dividends (partly for repayment of the vendor finance)
and nobody could sell shares for at least 30 years.
In the end 70 or so individuals comprised the
consortium, mainly political unknowns. The names

were publicly available until a shareholders’ meeting
in October 2010, but Gold Fields has since kept the list
under wraps.
The sub-committee served to give the list legitimacy;
so much so that Mamphela Ramphele, who at the
time was designate-chair of Gold Fields, paid it scant
attention. While she wouldn’t be interviewed on the
transaction, saying it pre-dated her chairmanship, she
was at the time a serving director.
Still, now that she’s resigned from the board, she
might be more easily positioned to discuss how it fits
with the BEE concept she’s vociferously criticised. The
pressures put on Gold Fields, where she had an inside
track, are fodder for political leaders in opposition to
the ANC.
Under the circumstances imposed, Gold Fields did
pull off a transaction worthwhile for the quantum of
wealth being widely distributed. Without disclosure
of the consortium members, other commendations
would be for the inclusion (as Gold Fields put it with
Ramphele in the chair) of “people who had contributed
to the peaceful transition of the country” as well as
“those who typically would not have been part of deals
of this nature in the past”.
Scepticism might continue to linger about whether
all of the R12m payment went to McKenzie alone, why
he was paid so much for ostensibly doing so little, and
how his suggested BEE beneficiaries actually helped the
final selection. Less speculatively, a sour taste is left by
the reasons for a facilitator to intercede between Gold
Fields and the Department at all.
As a matter of fact, nevertheless, the South Deep
licence was awared before the BEE participants were
finalised. And as a matter of record, Gold Fields
is satisfied that it got the mineral rights strictly as
prescribed by the relevant legislation.
From the TT perspective, it’s noted that once again
black members of pension funds (existing shareholders
in Gold Fields) were omitted from inclusion (even
consideration) in yet another major BEE transaction.
The fault lies as much with the company as with the
funds’ trustees and their institutional representatives,
silent as ever.
n
• Carol Paton is writer-at-large on Business Day.
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How flexible
is your umbrella
fund?
At Liberty Corporate, we understand that no two
businesses are alike and that diﬀerent employees
most definitely have diﬀerent requirements.

Liberty Group Ltd – an authorised Financial Services Provider in terms of FAIS Act (Licence no 2409)

So we’ve engineered a solution that takes the hassle of managing
employee benefit structures away from you. Our oﬀering can be
tailored to suit individual needs.
If you’re ready to engage with the most flexible umbrella fund
solution in the country, let’s talk, business to business.
For more information contact your financial adviser or broker.
Alternatively call us on 011 408 2999.
Email us lc.communications@liberty.co.za or visit us at www.libertycorporate.co.za
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gravy
N

o wonder Lonmin is
trying to investigate
“certain voting patterns
and results” at its recent annual
general meeting. So it should, since
it’s clueless as to the identities of
shareholders – 29% of them – who
voted against the remuneration of its
directors. This anonymous minority
was obviously expressing its
displeasure at the way that Lonmin
had handled Marikana.
There were also significant votes
against the appointment of directors:
Roger Phillimore (26%); Jonathan
Leslie, David Monroe and Simon
Scott, Mahomed Seedat and Karen
de Segundo (each 9%); even Jim
Sutcliffe (11%) and my old pal Len
Konar (28%). Since he didn’t seek reelection, Cyril Ramaphosa avoided
similar humiliation.
Then there were 39% of
shareholders who voted against the
directors’ authority to allot shares.
Not exactly a vote of confidence.
The meeting, in London, was well
attended. Shareholders represented
in person or by proxy cast over
471m votes. Now Lonmin has asked
J P Morgan to get from STRATE
“the details of uncertificated SA
holdings”, apparently assuming
that many recalcitrant shareholders
are South African. I can save some
bother by disclosing that one was
the Government Employees Pension

Fund.
But it does show up a weakness
of shares being held in nominee
accounts. Companies must be
smacked before they take the trouble
to find out whom their beneficial
shareholders actually are.
uuuuu
he lovable Jurgen Boyd has
moved, or been moved, from
his FSB job as head of pension funds
to head of collective investment
schemes. Which begs the question of
who’s to be the next head of pension
funds. There is a shortlist.
Knowing what the job entails, I
cannot help thinking of the situation
described in Catch 22 for fighter
pilots: in order not to fly you must
prove you’re insane, but applying not
to fly proves you’re sane.
To whoever gets the job, may
their sanity prevail.

T

uuuuu
eing away from his regular
desk probably explains why
Jurgen hasn’t responded to my
brilliant suggestion that the FSB
obliges all service providers
to disclose, when applying to
pension funds for administration
appointments, all legal proceedings
in which they’ve been involved
for up to five years prior to their
applications (TT Dec ’12-Feb ’13).

B

Because arbitrations are usually
under wraps, how else are trustees
to know about shenanigans that
can materially affect their decision
making?
I’d ask the new registrar to
consider this. And to go further by
having the FSB conduct compliance
visits, a few months after litigations
and arbitrations conclude, to check
that the administrator has learnt
from the rulings.
uuuuu
ere only Deon Basson, that
most dogged of “forensic
journalists” (as he styled himself ),
still alive to see his years-long
investigations into Sharemax
vindicated. It was the pressures
on him, both from editors
reluctant to publish his exposés
and from lawyers when they were
published, that contributed to his
early death.
Investors, including pensioners,
ultimately poured about R5,5bn into
the Sharemax so-called property
syndications. Had the then ministers
of finance and T&I listened to Deon,
this scam could have been nipped
much earlier.
The finding by FAIS ombud
Noluntu Bam, that Sharemax was
nothing more than a disguised Ponzi
scheme, is the most fitting tribute to
his memory.
n
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In 2010 there were 20 times more
boys named José than John in the USA

The world is changing. By 2050 the projected population of Hispanics in the USA will reach
132.8 million. In a rapidly changing world, both risk and opportunities abound. At Investec
Asset Management we understand this. With more than half of our assets managed offshore
and more than half of our investment team based abroad, we are uniquely equipped to
operate in this evolving reality and bring a different perspective to your world of investments.
If opportunity is there, we’ll find it.
For more information, contact your financial adviser, call us on
0860 500 100 or visit www.investecassetmanagement.com

Financial News Awards 2012 - European Asset Management CEO of the Year
Raging Bull Awards 2012 - Offshore Management Company of the Year
Imbasa Yegolide Awards 2012 - Global Manager of the Year
African Banking Awards 2012 - African Manager of the Year
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