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INVESTMENT STRATEGY
Some top asset consultants share their advice to pension funds 
on portfolio construction during this period of extreme volatility. 
A contrarian view, not to write off the rand, might not be too 
contrarian after all.

FIRST WORD
Pension funds should have been outspoken over the damage caused 
by Nenegate to their asset values. Instead, they were nowhere to be 
heard. If ever the need were apparent for them to have a collective 
voice, this was it.
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Practising 
caution is 
sometimes the 
boldest decision 
you can make.
When it comes to investing, there’s often the temptation 

to ride the euphoria of speculation. It’s why we resist it. 

We carefully do our homework, weigh up the pros and 

cons, check, re-check and analyse, scrutinise and remove 

emotion from each and every investment decision we 

make. Because we believe that there’s a time to be bold 

and a time to be cautious. Knowing when to be which is 

what makes us Wealthsmiths™.

Our expertise includes:
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Silence of the lambs
Pension funds have been hit hard by Nenegate. They should have 

been up in arms. But where were they to be heard? Nowhere. 
If they had a collective voice, it would be potent.

Yet again, SA has advanced politically 
by disaster. By President Zuma having 
reappointed Pravin Gordhan as finance 

minister, after his inexplicable dismissal of 
Nhlanhla Nene, and having heeded the exhortations 
of business leaders, more sensitive than Zuma to the 
bond markets as the world’s superpower, sounds of 
relief were audible.

They’re tenuous. The formidable confidence-
building efforts of Gordhan in his 2016 Budget were 
polluted by morale-sapping indicators. 

There’s been the slight on Gordhan by Zuma’s 
curious defence of Des van Rooyen as the best 
finance minister he’d appointed; the attack on 
Gordhan (which Zuma’s non-intervention hasn’t 
mitigated) by SA Revenue Services through the 
Hawks; the passage through parliament of the 
expropriation bill whose effect on property rights 
will be nervously gauged as it is implemented; 
the setback for regulatory clarity in Treasury’s 
suspension, after it had been legislated, of a 
key retirement-fund reform; and the ill-timed 

announcement by Barclays of its intended 
disinvestment from Absa.

Against these negative signals is the positivity 
of Gordhan’s post-Budget roadshows to the world’s 
most influential investors in London and New York 
(not, mark you, to our good friends in Moscow and 
Beijing). Well and good that he was accompanied 
by Treasury officials and corporate chieftains, but 
most significantly by representatives of the Cosatu, 
Fedusa and Nactu trade-union federations. 

“Give us breathing space,” they’ve said to the 
world that matters. “See the united front behind 
SA’s promise to promote economic growth.” While 
it mightn’t be sufficient to stave off the rating 
agencies, inclusion of the unions makes Gordhan’s 
best shot better. It’s the infancy of an omen, on the 
ground where it will be tested, that a social contract 
between the economy’s main players might indeed 
be on its way. 

Longer term, the disaster of Nenegate may yet 
turn out to have been for the good. It’s forced an 
awakening to counter the downwards drift.

FIRST WORD
4 Today’s TrusTee april/June 2016



But then, around the corner, is the run-up to 
local-government elections. With them will return 
the language of “radical economic transformation” 
and the “triple challenges” rhetoric of poverty, 
inequality and unemployment. Business people 
and vote seekers have different ideas on the most 
effective means to address them. 

The former have the stronger arguments, as 
Zuma appears for the moment to have conceded, 
but the latter have the louder voices and are 
overwhelmingly in a numerical majority, to which 
Zuma won’t be oblivious. Similarly, within the 
ruling ANC, there appear to be contending factions; 
the one determined to stave off the calamity of a 
sovereign-debt downgrade to junk (thus backing 
Gordhan) and the other prioritised on populism 
(thus looking, hope beyond hope, to be reined in by 
you-know-whom). 

Throw into the polemical mix other factors 
more likely to frighten than encourage investors. 
Opportunistic attempts to propagandise against the 
disturbing outbreaks of racism appear to be to be 
inciting it.

In the heat of the hustings, intensified by ANC 
confrontation against the Economic Freedom 
Fighters, SA will be internationally assessed. So 
far, EFF leader Julius Malema has said not a word 
about the dangers of a debt downgrade: how it will 
damage investor sentiment, stimulate inflation and 
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lead in turn to higher interest rates, compounding 
difficulties to attack the “triple challenges”.

They’ll loom ever larger as foreign capital 
withdraws and borrowing costs, for government as 
much as businesses, spiral upwards. There’ll be less 
for service delivery too, unless government seriously 
proceeds with privatisations and reductions 
in public-sector payrolls. As left-wing trade 
unionism burgeons, in competition with the major 
federations, so also do prospects for disruption. 
Nedlac has been too lame to avoid the divisiveness 
for which it was intended.

The injury caused by Zuma’s dismissal of Nene 
cannot soon be undone. In the extremes of global 
market volatility, the collapse in the exchange value 
of the rand exceeded that of any other emerging-

market currency. With it came the spike in bond 
yields which meant, importantly, reduction in the 
value of bond portfolios that SA pension funds are 
obliged to hold. Thus every member of a pension 
fund – as well as holders of assurance products and 
other savers – is adversely impacted.

And not only in bonds but, during the 
widespread sell-off, in equities also. In rand terms, 
they’ve bounced back. Be thankful for the rand-
hedge stocks listed on the JSE, and for the offshore 
exposures that pension funds are permitted.

Given the scale of the post-Nene disaster, 
pension funds should have been in the forefront of 
protest. Instead, it was left primarily to financial 
institutions seen more as constituents of big 
business than as fiduciary proxies for many millions 

CRISA’S LIMITATIONS
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of South Africans. It’s wrong: firstly, in that the 
perception belies the reality; secondly, in that the 
absence of a coherent organisation to speak directly 
for pension funds weakens their communications 
capacity and undermines the potency of members 
to assert their collective voice.

Who will shout for them should government 
attempt a raid pension funds to replenish its 
coffers; for instance to facilitate service deliveries 
that wasteful expenditures have constrained? Or 
in other ways to restrict market returns; perhaps 
by reintroduction of prescribed assets to support 
state projects, or to curb offshore diversification by 
amending Reg 28?

The silence of pension funds, when it comes to 
participation in debates on the national economy, 
is as systemic as it is unnecessary and undesirable. 
Substantially invested in corporate SA, the fortunes 
of their members are interwoven with the fortunes 
of their investee companies. The value of their 
investments is a function, partly but significantly, of 
the economic policies that government pursues. 

For their members’ welfare, it can be argued that 
boards of pension funds – including the massive 
Government Employees Pension Fund -- have a 
duty to become articulate. What’s good for the 
economy is good for pension funds and, obviously, 
vice versa.

A related dimension is that pension funds, by 
the fact of their existence and the composition of 
their memberships, expose as false the catchphrase 
of “white monopoly capital”. Recognise this and 
the obsolete term must evaporate from political 
lexicon, to the great advantage of enlightened 
discourse. It’s as incongruous to talk of nationalising 
assets already owned by “the people”, through their 
pension funds, as it is to resist the privatisation of 
state-owned enterprises where “the people”, through 
their pension funds, would be substantial investors.

For the ownership by pension funds of bonds 
and equities overtakes the capitalism/socialism 
divide. Those who continue with separate 
compartmentalisations – and EFF leader Julius 
Malema isn’t alone in this – display an ideological 
warp too pervasive to be discounted. 

They themselves are blockages to the stakeholder 
democracy that pension funds are empowered to 
facilitate; just as they are in a world of their own 
on the linkages between profits and taxation (to 
finance state projects) and dividends that flow 
from corporate sustainability on which members of 
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pension funds (mainly comprising black members, 
let it be said) rely for benefits.

The flip side of this proposition is in the 
behaviour of corporates themselves. For all the good 
that they do, by philanthropy and social investments 
and employment, around the western world there is 
a discernable and deepening mistrust of capitalist 
icons held responsible for financial crises. While 
they escape penalty, the citizenry pays.

Strong arguments are presented for reform of 

the system itself (see boxes). Essentially, they reflect 
a backlash against short-termism (favoured by 
managements for bonus and incentive schemes) 
over long-termism (in the nature of pension funds’ 
liabilities). Critical to resolution, being attempted 
in the US, is an initiative engaging the world’s 
largest fund managers to reduce friction between 
management autonomy and shareholder rights.

Attempts at reform in practices of capitalism 
must resonate in SA too. While business leaders 
bask in plaudits for their interventions with Zuma, 
they’ll need to prepare for vulnerability to populist 
attack. Immediately beckoning, following remarks 
of Zuma in his state of the nation address, is the 
proposed introduction of a national minimum wage 
to narrow SA’s income gap. It burns in the “triple 
challenges” milieu. 

The adversarial stances of the business lobby and 
trade unions are predictable. What shareholders 
will have to say is not. With the governance codes 
at their disposal, and the interests of their members 
paramount, pension funds should assert their say 
on pay – one way or the other – for executives as 
much as employees. It’s a hallmark in the reform of 
capitalism.

Fund trustees cannot on the one hand profess 
adherence to social responsibility and, on the other, 
continue to sit on the sidelines while turbulence 
rages around them. They are SA’s largest and most 
representative collective voice, were they sufficiently 
organised to use it.

Business leaders and trade unionists will fight 
their own corners. That’s why some tasks shouldn’t 
be left to them alone. Pension funds can be the 
catalyst to tie them. And if social responsibility 
means anything, it’s permeated by the self-interest 
to coordinate an attack on the “triple challenges” 
where the vast army of unemployed presents SA 
with its biggest single threat to social stability.

Little can impact on the long-termism of pension 
funds more than this. n

Allan Greenblo, 
Editorial Director 

Duncan . . . consider 
regulation
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Market volatility presents 
significant risk for South Africans 

approaching retirement

The volatility in global markets and talk of a 
possible recession in South Africa means that 
many local investors run the very real risk 
of retiring at a time when the value of their 
retirement funds are below their anticipated 
levels, thereby placing their financial security 
during their golden years in jeopardy.

Market movements can severely impact 
retirement investments. While these movements 
should be viewed with a long-term lens, the 
reality is that many retirement fund members are 
highly loss-averse. They don’t have appetite for 
such uncertainty and risk.

These members don’t tend to think of risk 
in sophisticated terms. They have a high 
expectation that what they put into their 
retirement savings, they will get out. 

However, individuals retiring during this period 
of heightened market volatility and uncertainty 
could possibly experience a drop in the value of 
their investments. It means they are accessing 
their investments during a period when the 
value is much lower than they would have 

expected a year ago. Some of these investors 
don’t have the option of delaying retirement 
and waiting for the market to stabilise and for 
returns to normalise.

Risk aversity 
The Old Mutual Smoothed Bonus Customer 
Monitor 2014 found that most retirement fund 
members are uninformed and disempowered 
when it comes to their retirement savings. 
Approximately 90% of members aren’t aware 
of whether their investment fund protects them 
against such volatility.

Findings from the Monitor also reveal that 
80% of respondents, across all age groups 
and income levels, are highly loss-averse. They 
are likely to become very concerned if they 
experience even a small 5% loss of retirement 
savings over a one-year period. 

The majority of respondents (63%) also 
indicated a preference for a retirement 
investment which delivers stable returns, even if 
slightly lower. 
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discusses the smoothed-bonus way to avoid disappointment.



Retirement fund investors looking for these 
requirements should consider a smoothed-
bonus fund which levels out the returns from 
one period to the next so that investors are less 
impacted by market volatility. This is a particularly 
valuable feature when market volatility reaches 
the levels experienced towards the end of 2015 
and that we continue to experience currently. 

If a member seeks protection against volatility, 
he or she will feel more comfortable with 
consistent positive returns.

All retirement fund members desire a secure 
and comfortable financial future. However, 
the uncertainty of a high risk / high return 
investment option often cripples investors 
from either choosing the correct long-term 
investment, or even having one at all.

Trade-offs 
One of the biggest risks to any investment is 
emotional decision-making. Research done by 
behavioural-finance experts has shown that a lot 
of people don’t achieve their investment goals 
because they make bad choices when they see 
their investments suddenly drop or rise in value. 

Retirement fund investors need proactively to 
manage their investment risk by making use of 
the various protection mechanisms available. 
Members need to determine whether they 
should take risks in order to give them the 
long-term growth that they need, whether 
they should invest conservatively and forfeit the 
higher growth, or strike a balance between the 
two.

To provide peace of mind, investors need a 
stable and resilient long-term investment vehicle 
that will smooth out turbulent times, such 

as through a smoothed-bonus fund. Based 
on past experience, smoothed-bonus funds 
have performed well despite uncertain market 
conditions as they have the ability to manage 
the effect of market forces by using sound 
smoothing methodologies and underlying 
investment strategies. 

Old Mutual Smoothed Bonus Funds, for 
example, have never declared a negative bonus 
since their inception in 1967.

www.oldmutual.co.za
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INVESTMENT STRATEGY

In times of extreme 
volatility . . . 

Some of the larger asset consultants share their advice to pension funds. 
Don’t write off SA!

Ant Lester of Willis Towers Watson:
Investment markets are always challenging 
because the future is unknown. So it is better 

for clients to build robust portfolios rather than naively 
believe that it is possible consistently to forecast the 
future and accordingly construct a portfolio that will 
only perform well if the forecast is realised. 

A robust portfolio is one that, with the benefit 
of hindsight, delivers a particularly good outcome 
because it captures a wide range of market outcomes 
but it is not the best (or worst) strategy.

To construct a robust portfolio the pension fund’s 
board (or its investment committee) needs to have 
well-developed investment beliefs that are framed 
over the long term. A common belief for many of 
our clients it that, over the long term, investors are 
rewarded for allocating significant amounts of capital 
to the equity asset class. 

Indeed, the history of global financial markets 
suggests that investors are well compensated for 
investing in the economy via the equity market. But 
there are three conditions precedent: the capitalist 
system must remain in place with strong property 
rights; the country must not lose a major war as it 

represents a waste of human and capital resources, 
and the initial price paid for the equites should not 
be outrageously expensive. 

Within this framework, a key challenge now 
facing boards is to consider – given the significant 
political risk associated with SA – whether one can 
be sure that a strong form of the capitalist system 
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with good shareholder rights will remain in place for 
the long term. Our view is that there is a real danger 
of investors being too negative on SA. 

A useful tool for risk management is scenario 
analysis. It forces one to think about alternative 
outcomes and to assign a probability to each 
outcome. Whilst the highest probability event may 
be assessed as less secure for shareholder rights going 
forward, there is in our opinion still a reasonable 
chance of better outcomes. Robust portfolio 
construction would lead one to have some exposure 
to more favourable outcomes in SA.

The second issue for boards to consider is whether 
the pricing of the main asset classes is fair. Our 
assessment is that most of the main asset classes are 
on the expensive side (but not outrageously expensive) 
with a few asset classes being close to fair value. 

Under these circumstances we would advise our 
clients with a long-term investment horizon to look 
for opportunities to diversify risk and also to adopt a 
slightly more conservative approach. The one asset class 
that we consider to be very cheap is the rand. It may 
be appropriate for clients to consider what hedges they 
have in place against the rand appreciating significantly.  

Almost all the ideas we generate for our clients 
have a long-term focus. We believe that markets are 
far too complex to get short-term decisions right 
consistently. Within this long-term framework we 
consider that an opportunity that has presented itself 
over the last few months is to be more positive on SA. 

Some may consider this to be a contrarian view. 
We would not be advising our clients to move a 
significant amount of assets to capture this possibility 
as it remains the less likely outcome. However, 
consistent with the robust approach to portfolio 
construction, clients should evaluate whether their 
portfolios have some exposure to better-than-
expected SA outcomes.

Prasheen Singh of Riscura:

By now SA pension funds’portfolios really should be 
at their full offshore exposures as allowed by Reg 28. 

We believe that most of them already are.
Unfortunately, this is yesterday’s story. At some 

stage, if the rand weakens too much, trustees 
will possibly want to go the other way. When the 
currency is particularly weak, there is a strong 
possibility that it recovers (for such reasons as being 
oversold and people becoming more positive on 
emerging markets). In this case, full utilisation of 
the offshore allowance could have some negative 
consequences if the currency bounces back.

That said, we would always argue for the full 
offshore allocation allowed by Reg 28. Given that 
65% of SA equity is foreign-based, and concentrated 
in a handful of shares, one should rather utilise the 
full allowance abroad. This is where the same foreign 
exposure can be gained, but with access to over 20 
000 counters. 

The question then becomes how to structure the 
local portfolio. Unlike SA equity (again, which is 
mostly foreign-priced), the performance of local SA 
cash and bonds is driven by local conditions. Due to 
large volatility in the local market, it’s important to 
respond quickly to changing market conditions by 
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reallocating between locally-available assets when 
opportunities present themselves.

Retirement funds with assets held in bonds 
would have been down in December, recovering in 
January, but probably still net down as a result of 
interest-rate movements. Inflation-linked bonds 
(ILBs), however, have more or less recovered. What 
would be interesting to see is the liabilities of funds 
which are valued in reference to ILBs. The bottom 
line, though, is that holding bonds would have cost 
funds over this short period.

On the flip side, foreign assets did well given the 
rand weakness in December. This weakness turned 
to strength in the middle of February and then 
weakness again. This weakness is positive in general 
for local equities and foreign portfolios. 

However, trustees cannot be complacent. If the 
rand recovers, offshore assets will show losses. So 
while members of defined-contribution funds might 
have banked the currency-related returns in their 
minds, currency strength at some stage may cause 
portfolio losses. 

Incidentally, JSE-listed property has been the 
hardest-hit asset class. It has not recovered quite 
like bonds, although it may have already have been 
overpriced. 

Jonathan Selby of Ginsburg Asset 
Consultants:

Despite the rand’s sell-off and apparent 
undervaluation, a suitable exposure to domestic-
listed rand-hedge equity instruments should form 
a core part of the equity portion of the portfolio. 
Ensuring exposure to companies with an offshore 
earnings base will enhance the portfolio’s return 
profile in the event of further rand weakness. 
The use of a commodities ETF (exchange-traded 
fund) can also form part of a strategy to provide 
diversification and rand-hedge exposure. 

If feasible, utilising the Africa-ex SA 5% 
allowance (dependant on valuations) should be 
considered. Rand weakness is generally a primary 
driver of inflationary pressures. So ensuring the 
portfolio has some exposure to asset classes or 

instruments that are 
negatively correlated 
with the exchange 
rate remains an 
appropriate strategy. 

The starting point 
for prudent portfolio 
construction is always 
valuations. At present 
we see demanding 
valuations across 
rand-hedge industrial 
and consumer 
shares. The lack of 
breadth in the rand-
hedge industrial and 
consumer shares is another risk factor that needs to 
be considered, with Naspers, SABMiller and BAT 
having dominated index returns. 

There is still a high concentration in rand-
hedge shares across asset managers as a result 
of the defensive properties of these businesses, 
notwithstanding the price premium. We have 
recently seen managers starting to increase 
exposure to the resource sector due to the 
favourable long-term valuations. This has played 
out positively for those managers who avoided 
the significant derating in 2014-15 and increased 
exposure in early 2016. 

Looking forward, the construction of local-only 
portfolios will be challenging given the uncertainty 
in world markets . It will have inevitable spillover 
effects for SA, together with increasing domestic 
economic headwinds. 

The main avenues to access rand hedges are 
through equity and commodity ETF exposure. 
A client’s risk profile largely determines the 
portfolio’s overall exposure to these asset classes. 
Consequently, the quantum of rand-hedge exposure 
will be determined by the client’s risk profile and 
valuations prevailing at a given time. 

Presently, industrial rand hedge assets are 
trading on demanding valuations. For this reason, 
exposure to these instruments would currently be 
lower than under “normal” circumstances. However, 
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exposure to commodity-based rand hedges is 
offering a higher level of potential return, albeit 
with a higher level of risk. 

The starting point for prudent portfolio 
construction is always valuations. Investing in 
quality companies at reasonable valuations must 
form the core of any portfolio. The exact percentage 
exposure would be the end result, not the starting 
point, of a detailed investment process.

An opaque global economic and financial market 
environment requires an investment strategy that 
ensures the investor is not excessively exposed to 
any one particular outcome. The implications for 
a prudent and suitable investment strategy mean 
ensuring an appropriate allocation of the portfolio’s 
risk budget. This can be achieved through 
diversification across managers and styles. 

Investors do not buy and sell economic growth. 
Rather, asset-class instruments are traded. It is 
within this opportunity set that valuations are the 
most important ingredient for asset managers. 
Distortions created by central banks’ interest rate 
and currency policies, amongst other macro factors, 
should not change tried-and-tested investment 
strategies. 

Buying when investor sentiment is unduly 
bearish has historically proven to be rewarding. 
Emerging markets, including SA, experienced a 
profoundly weak 2015. Measured in US dollars, 
equity and bond indices have plummeted. Lower 
asset-class pricing has generally led to improved 
valuations. 

Whilst in some instances higher risk premia are 
justified, the likelihood is that markets have moved 
way too far. The compensation for risk in owning 
emerging-market assets, including SA, has improved.

Andrew Davison of Old Mutual 
Corporate:

Focus on risks that really matter. The real risk of 
volatility is in volatile responses.

We are in a period of heightened uncertainty. 
Many commentators also expect lower returns in the 
near future (five years or possibly longer), especially 

in relation to inflation. This is partly because we 
have enjoyed above-average long-term returns for 
the past decade or more, despite the global financial 
crisis, but also because global growth is expected to 
be lower and SA is facing economic headwinds of its 
own making.

In such an environment we can either accept 
lower returns for the same level of risk or take 
more risk in an attempt to achieve a higher return. 
The latter is not a guaranteed strategy e.g. if a fund 
previously had a 50% exposure to equities to target a 
real return of 4% annually after fees, the fund might 
now need 60% to target the same return. 

Do keep calm. A way to avoid panicking is not to 
look at your statements or values too frequently. Be 
mindful of smoothing effects.

Do diversify. There are always asset classes that 
beat inflation.

Don’t keep quiet and hope it all goes away.
Don’t make changes to your long-term strategy. 

Beware of market timing in an attempt to avoid 
volatility. 

Because we all save a monthly amount towards 
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retirement, we benefit from rand-cost 
averaging. The assets we have accumulated 
at a certain point might be exposed to any 
market correction but the contributions 
we are still going to make, both now and 
in future, will be buying into the market at 
the lower prices after the correction. Any 
rebound will be beneficial. 

We have always advocated 
diversification so we have always advised 
against a purely domestic strategy. Our 
current advice is to be fully invested 
offshore to the extent allowed by Reg 28. 

Right now we are also advising clients 
to favour offshore equities relative to 
offshore bonds and cash, and also to 
favour offshore equities relative to SA 
equities.                                                        n

http://www.fairheads.com
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FEES DISCLOSURE

Big advance
In the retail space, introduction of the EAC will shoot through the confusions 

that have hitherto befuddled consumers and advisors.

Rob Rusconi, the independent actuary who 
has for years criticised the complexity and 
opaqueness of investment charges, welcomes the 

introduction by the Association of Savings & Investment 
SA (Asisa) of a standardised Effective Annual Cost 
(EAC) measurement for retail products. Coming from 
him, that’s high praise.

His impression of the requirements is that they are 
thorough, sound and client-centric to the extent that 
“I think it will be challenging for product providers 
to implement them”. But he hastens to add that none 
of the EAC principles are more demanding than the 
corresponding principles established by the Treating 
Customers Fairly (TCF) regime, so anything less in the 
EAC would be unacceptable.

Michael Summerton, convenor of Asisa’s working 
group on the EAC, believes that the standard could 
be a world first in its comparative scope and cost 
transparency: “It facilitates a standardised approach 
to cost disclosure by product providers that users and 
advisors can use to compare charges in a meaningful way 
irrespective of whether the product is a unit trust, living 
annuity, retirement annuity or endowment policy.”

The standard sets out the minimum disclosure 
requirement as well as disclosures required in terms of 
relevant legislation, Asisa point out. It does not replace 
any existing standards. In particular, the general code of 
conduct under the FAIS legislation has been used as the 
departure point.

The standard applies to all local collective investment 
schemes (including foreign schemes whose marketing 

in SA has been approved by the FSB), contracts issued 
under a LISP (linked-investment service provider) 
licence, and long-term assurance savings contracts.

It requires product providers to disclose four separate 
vat-inclusive charges, separately calculated, assuming 
that an investor terminates the investment at the end of 
specific time periods:
u Investment management charges (i.e. total costs 

and charges for the management of all underlying 
investment portfolios);

u	Advice charges (i.e. initial and annual fees, both 
lump-sum and recurring);

u Administration charges (i.e. all charges related to 
 the administration of a financial product);
u Other charges (e.g. termination charges, penalties, 
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loyalty bonuses, guarantees, smoothing or risk 
benefits).

Providers are strongly cautioned against manipulating 
any values to inflate projected or anticipated returns, or 
to make a product appear less expensive than it is. The 
use of plain language is also urged.

Teeth are in the requirement that Asisa members 
(representing the majority of providers) submit annual 
compliance statements. Implementation will be phased in 
from October.

Conventionally used for costs disclosures are the 
reduction in yield (RIY) method and the total expense 
ratio (TER). The former relies on estimates of expected 
costs; the latter doesn’t take into account such charges as 
initial fees and ongoing advice costs.

Neither allow for consumers and advisors to make 
proper comparisons between products with different 
legal structures, Summerton points out. The EAC will 
change all this, most definitely for the better. n
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What is responsible investing?
Responsible investing (RI) widely encompasses the environmental, 
social and governance (ESG) aspects of investing. It has attracted 
increased awareness globally, particularly for retirement funds, as an 
investment discipline that considers specific ESG criteria to generate 
long-term competitive financial returns along with measurable social and 
environmental impact. 
Set to become a major game-changer for retirement funds in the medium 
term (see Towers Watson Global Pension Asset Study, 2016), we’re 
seeing an increasing demand by fiduciaries for their asset managers 
to more explicitly bring ESG practices into the way they are managing 
retirement-fund assets on behalf of clients. This demand reflected in: 
• Direct, explicit investing into ESG-heavy portfolios (e.g. alternative

energy) with a direct, measurable impact;
• Incorporation of broad ESG factors into the way asset managers

evaluate the range of investment opportunities available. In
particular, fiduciaries are demanding better stewardship (the careful
and responsible management) of the measurement, disclosure and
analysis of these factors.

Regulatory context
The United Nations Principles for Responsible Investment (UN PRI) first 
set the scene for sustainability investing in 2006. This was supported 
locally both by the introduction of the Code for Responsible Investing in 
South Africa (CRISA) in 2011, and subsequent changes to the regulation 
governing pension funds in SA (Regulation 28) in 2012. 
These set out prudential guidelines for retirement fund investments to 
incorporate ESG into their overall risk mitigation and investment decision-
making processes. As a result, the fiduciary duties of retirement fund 
trustees have expanded significantly and ESG factors are now seen 
as part of the normal delivery of superior risk-adjusted returns for the 
ultimate benefit of fund members.
However, regulatory impetus and global awareness aside, there is a 
strong case to be made for superior, risk-adjusted returns. There is 
growing evidence that ESG factors, when integrated into investment 
analysis and decision making, may offer investors potential long-term 
performance advantages.
Strong business case 
Numerous studies have been conducted the world over to support the 
case for RI as a driver of financial outperformance. Benefits include an 
improved risk/return profile, diversification, and support of long-term 
economic growth.
According to a 2015 study by Morgan Stanley, investing in sustainability 
has often exceeded the performance of comparable traditional 
investments. This is on both an absolute and a risk-adjusted basis, 

across asset classes and over time. 
Sustainable equity mutual funds have also been shown to generate equal 
or higher average returns, and equal or lower volatility than traditional 
funds.  There is also a strong positive correlation between corporate 
investment in sustainability and operational and stock price performance.
 In an Oxford University study (Clark, Gordon, Andreas Feiner, and 
Michael Viehs, 2014) several key conclusions were drawn: 
• Sound sustainability standards can lower the cost of capital;
• There is a positive relationship between stock performance and good

sustainability practices;
• Robust ESG practices tend to improve operational performance;
• Pursuing sustainability strategies generally results in improved

corporate governance;
• Firms focused on sustainability are also more likely to better manage

environmental, financial and reputational risks, which is more likely to
lead to lower volatility of cash flows.

Separate case studies in Australia, specifically on its sustainable 
superannuation funds, and in the US, are persuasive. Both studies 
revealed increased competitive performance by RI funds compared with 
their mainstream investment counterparts (SuperRatings, 2015; Harvard 
Business School, 2011). 
The case is compelling: RI is a self-fulfilling virtuous cycle. In a simple 
example, firms that reduce waste and utilize natural resources more 
efficiently could see increased profitability through reduced costs and 
increased efficiency, which makes them more attractive investments and 
drives their share prices up, which in turn creates profitability and healthy 
balance sheets, increased dividend payouts, etc. 
To add to the impetus, within the last month two influential investment 
ratings agencies have come out with sustainability ratings for funds. 
These will allow investors to see which funds hold more sustainable 
companies than others. Morningstar now rates over 20 000 funds, and 
MSCI, which launched a similar product only a few days later, tracks 21 
000 funds globally.
A new era of millennial investors 
According to research for the 2015 Sanlam Benchmark Survey, a growing 
number of millennial investors are expressing a desire to “do good 
while doing well”. Advice from today’s pensioners informs their thinking 
and these younger generations are becoming more critical of unethical 
investment behaviour. They look for financial investments that have 
both environmental/social impact as well as a profit motive, and more 
retirement funds are being set up explicitly to pursue a “double bottom 
line”. 
Relevance for fund trustees
In SA the retirement fund industry is significant in terms of its scale as 

SA has joined the global investment community in incorporating environmental, 
social and governance (ESG) factors into its mainstream investment processes. 

This practice is steadily gaining momentum as part of the range of investment opportunities and 
strategies for retirement funds to consider. Andrew Rumbelow, segment head for institutional 

business at Sanlam Investments, unpacks the strong business case behind it.

The rise of RI 
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well as its impact on the livelihoods of working South Africans and the 
broader economy. The objective of any retirement fund is to provide 
members with a retirement benefit when they retire. But retirement funds 
don’t exist in a vacuum. They operate within our economy and a fund’s 
ability to meet its objectives is therefore inextricably linked to the growth 
and success of our (and other) economies. 
Trustees are thinking beyond traditional approaches to asset-class 
returns. They have a fiduciary duty to act in the best interests of those 
whose assets for which they are responsible. This means anticipating the 
impact of future trends such as alternative energy and climate change 
which materially affect investment performance as well as retirees’ quality 
of life.
Sustainability issues should feature on the agenda of every retirement 
fund’s investment committee. 
How to implement RI 
Ideally, retirement funds should be incorporate RI into their investment 
objectives and mandates to ensure their asset managers explicitly 
consider ESG factors. Asset managers should therefore be poised to 
integrate environmental (and other) risk factors into their everyday risk-
assessment processes and investment decisions, as core to prudent 
long-term investing. 
As part of this, trustees may choose to invest directly in opportunities 
that offer both financial reward and environmental or social value. This 
could involve financing projects or firms that aim to preserve, uplift or 
rehabilitate the environment. Or, as trustees may find it difficult to predict 
impact on portfolios, they could outsource this process to their asset 
managers and asset consultants who would then incorporate ESG factors 
into their overall investment analysis and portfolio construction processes.
How asset managers can help
Asset managers and asset owners can incorporate ESG issues into 
the investment process in a variety of ways. Some may actively seek to 
include companies that have stronger ESG policies and practices in their 
portfolios, or to exclude or avoid companies with poor ESG track records. 
Others may incorporate ESG factors to benchmark corporations to peers 
or to identify “best-in-class” investment opportunities based on ESG 
issues. Still other investment managers systematically integrate ESG 
factors into traditional financial analysis and investment processes as part 
of a wider evaluation of risk and return. Impact investing is where asset 
managers select specific investments, typically made in private markets, 
aimed at solving social or environmental problems.
At Sanlam Investments, our partners in this field, Cambridge Associates, 
have identified four approaches for institutional investors to better 
understand and manage ESG risks: (1) incorporating environmental risks 
into investment processes; (2) providing greater transparency, disclosure 
and reporting on environmental risk metrics by asset managers, while 
introducing an environmental risk lens to the due diligence and monitoring 
process; (3) proactive hedging via low-carbon index products, derivatives, 
or use of active managers who specifically employ environmental metrics; 
and (4) policy-level exclusion of fossil fuel and other sectors (source: 
Cambridge Associates in association with Sanlam Investments, 2015).
Measuring the effectiveness of RI
The big questions focus around how to accurately assess and measure 
impact, and the viability of simultaneously achieving environmental impact 
and market-related returns. Here measurement is critical. When looking 
at direct ESG investments, it is easier to measure the extent to which 
ESG has been incorporated as the outcomes are clear. But for bigger 
portfolios which do not have pure ESG strategies, but rather have ESG 
factors incorporated into their overall assessment processes, it becomes 
a little more challenging. 

Asset consultants could assist by assessing managers’ capabilities in 
this specialist area and offering guidance to asset owners. Additionally, 
investment managers should be able to provide effective processes to 
their clients and advise fiduciaries on how to implement an effective 
sustainable investment strategy. 
The good news is that responsible investing need not generate additional 
costs for portfolio performance compared with conventional investments. 
Therefore, institutional investors should perceive this as a better way 
to invest, as they can achieve high performance while still addressing 
environmental, social and ethical concerns. 
SIM’s approach to RI
As part of Sanlam Investment Management (SIM)’s pragmatic value 
investment philosophy, sustainability is embedded as a core process that 
can result in more insightful research and a better understanding of the 
potential for companies to deliver sustainable cash flows into the future. 
By taking the long-term view, non-financial (eg: environmental) data that 
affects overall valuations is analysed. These issues are typically related 
to the quality of companies’ relationships with their broader stakeholders 
and their responsible stewardship of natural resources, as well as their 
own governance. Acting in client’s interests, an environmental attribution 
analysis can be performed to analyse the overall impact of investment 
decisions, in terms of potential environmental damage costs. SIM are also 
able to conduct an analysis of the carbon footprint of clients’ portfolios, 
should they desire. Typically this would form part of annual feedback 
sessions.
Conclusion
It is clear that industry needs to move towards providing a more complete 
view on financial as well as non-financial performance (corporate as 
well as societal/environmental value). Increasing disclosure by asset 
managers could help fiduciaries manage ESG-related risk exposure 
more effectively, optimise their longer-term investment performance, and 
effectively meet their fiduciary duties. Investors could consider direct, 
solution-oriented strategies to capitalize on investment opportunities 
linked to alternative energy, for example. This could include renewable 
infrastructure, smart energy, and energy efficiency in buildings.
At Sanlam Investments, we are trying to raise clients’ awareness around 
the longer-term opportunities associated with responsible investing, and 
to help shift perceptions in the industry. This is supported by increasing 
evidence of the link between good sustainability performance and 
enhanced investment returns. We believe that in the context of increasing 
social and environmental challenges (such as climate change) and 
growing uncertainty, the business case for responsible investing will 
become more visible. For truly long-term investors, integrating a more 
comprehensive set of risk factors and opportunity sets into investment 
decision-making is a sensible and necessary approach. There are sound 
reasons for sustainable investing and we encourage trustees to consult 
with us to think beyond traditional investment returns.

Sanlam Investments subscribes to both the Code for Responsible 
Investing in South Africa (CRISA) and its forerunner, the United Nations 
Principles for Responsible Investment (UNPRI). In doing so, we aim 
to comply with international best governance practice, in particular to 
promote a relationship of trust between all relevant stakeholders and to 
contribute to the ongoing and long-term sustainability of listed companies.

www.sanlaminvestments.com
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SURPLUS APPORTIONMENT

Taking on the employer
Fight in Tongaat-Hulett about whether it favoured 

itself over the members of its pension fund.

Bruce Moor and Willem Hazewindus, both 
former trustees of the Tongaat-Hulett Defined 
Benefit Pension Fund (THPF), have launched 

an appeal in the KwaZulu-Natal High Court against 
a determination by the Pension Funds Adjudicator. 
In having dismissed their complaint concerning the 
decision by the fund’s board to allocate surplus in the 
THPF, she had dealt only with surplus apportionments 
in 2007 and 2007.

Because she had not dealt with the 2012 surplus 
allocation, contend the former trustees, “for this 
reason alone the Adjudicator’s decision falls to be set 
aside”. There are additional reasons, according to their 
heads of argument.

The 2012 surplus allocation was their main 
complaint as it had caused the allocation of a “large 
sum” (part of the fund’s conversion from defined-
benefit to defined-contribution and the outsourcing of 
THPF pensioner members) to their erstwhile Tongaat-
Hulett employer. They contend that the allocation was 
ultra vires the Pension Funds Act.

On their calculations, R363m was allocated to the 
employer and R135m was retained in the fund. Little, 
if anything, had been allocated to members.

“Add to this the unilateral allocations to the 
employer of 20% of the December 2007 surplus and 
30% of the December 2009 surplus (together valued 
at some R300m) and it is seen that the employer 
has usurped the entire surpluses of the fund over 

its final six years,” they said in a letter to trustees 
and former trustees. “The 80% allocation of ‘excess 
assets’ to members comprised only the value (of 
the fund’s) contingency reserve accounts required 
to provide for their future retirement benefits in a 
world of investment uncertainty and improving life 
expectancy.”

The appeal of Moor and Hazewindus centres on 
the 2012 allocation and the decision of the THPF 
board to allocate 20% of the ‘excess assets’ to the 
employer surplus account (ESA). Contending that this 
allocation was unlawful, they seek an order to set aside 
the allocation and to direct that the board determine 
the actuarial surplus as at end-June 2012. The surplus 
should then be distributed in accordance with s15C(2) 
of the Pension Funds Act.

The essence of the dispute, described in the 
applicants’ heads of argument, is the manner in which 
actuarial surplus was distributed at end-June 2012: 
“Future actuarial surplus can only be distributed in 
terms of s15C. This was not done by the fund which 
purported to distribute actuarial surplus under the 
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guise of ‘excess assets’, thereby distributing well over 
20% of the actuarial surplus to the ESA in a manner 
prohibited by s15C.”

Accordingly, the allocation of ‘excess assets’ should 
be set aside. A new scheme, for the proper allocation 
of actuarial surplus in accordance with s15C, should 
be put in place. “Importantly, s15C is the only 
provision in the Act which provides for the allocation 
of future surplus,” it’s argued. “No other provisions 
provide for the allocation of any other ‘surplus’ in any 
manner.”

Against this, THPF actuary Howard Buck focuses 
on the fund rule that provides for the allocation of 
20% of the ‘excess assets’ to the ESA. Because the 20% 
of the excess assets allocated to the ESA was less than 
the total actuarial surplus at the time, the allocation 
does not contravene s15C.

The applicants counter:

u The Act only permits the allocation of ‘actuarial 
surplus’ to the ESA, and then only in accordance 
provisions of s15C allowing for the allocation in 
terms of fund rules or by the board;

u The rule is for the allocation of ‘excess assets’, not 

for actuarial surplus, and therefore does not provide 
for the lawful allocation of funds to the ESA; 

u The board had simply implemented the rule, thus 
 failing to act under s15C.

In any event, the correct amount of actuarial surplus 
had not yet been determined. Once determined, it 
had to be apportioned:

u In terms of a rule that sets out the apportionment 
 between the member surplus account and the ESA; 
 or
u If there is no rule, then by the board after 
 considering the interests of all stakeholders.

The applicants allege that, through the allocation 
of surplus from 2007 to 2012, Tongaat-Hulett had 
contrived “through a systematic and well-planned 
strategy” to transfer surplus assets to the ESA and not 
to the fund members’ surplus account. 

They also note that the composition of the trustee 
board was heavily weighted in favour of the employer. 
Most trustees were conflicted in that, being senior 
executives of Tongaat-Hulett, they’d be involved in 
decisions of both the company and the fund. n
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A combination of concerns
Several factors have led to the current level of volatility being 
experienced by global markets. From the threat of Greece’s 
exit from the Euro earlier this year, to concerns about the fall 
of China’s stock market and the impact that has had on the 
country’s currency and its growth prospects. 

“The volatility is very widespread,” says John. “There is a 
lot of volatility in Chinese share prices which is making global 
share prices, including the JSE’s, quite erratic.  There is also 
a lot of concern about what interest rate increases in the 
United States might do to global bond markets and exchange 
rates and that has had a major impact on the rand, amongst 
all emerging market currencies. Added to this, markets are 
being spooked by concerns that many shares have become 
too expensive compared to their earnings potential.” 

For investors, volatility means uncertainty – and when it 
comes to share investments that means higher risk and less 
predictable returns, especially over the short term.

Investing in a volatile market
Market volatility can result in unnecessary panic. Rather 
than overreacting to short-term news and market changes, 
investors need to stay focused on their long-term investment 
objectives. 

“Volatility is a double-edged sword,” says John. “ For 
investors putting away savings every month, it can help with 
buying assets more cheaply from time to time. This is known 

as rand-cost averaging. But when it comes to investments, 
if a lump sum is invested or withdrawn in a volatile market, 
there is more uncertainty around the actual value of the 
assets which will be realised and this can result in wealth 
destruction.”

Making the right investments can help improve returns 
and reduce exposure to volatility. “We believe that adopting 
a diversified approach across major asset classes, accessed 
cheaply to reduce the impact of fees, and avoiding the impact 
of large capital losses can result in better investment returns 
over time for investors,” says John. “A great way to do this is 
by investing in the Liberty Stable Growth Fund.” 

Achieving stable growth
One way for investors to reduce volatility in their portfolios 
is to invest in the Liberty Stable Growth Fund. This is an 
absolute return fund which aims to generate inflation-beating 
returns (CPI + 5%) over the medium term and avoid the 
impact of larger market drops.

“The Liberty Stable Growth Fund is designed for investors 
who are concerned with day-to-day market volatility, 
particularly the risk of large losses over shorter periods of 
time,” says John. “It is aimed at those investors wanting to 
earn returns of at least 5% in excess of inflation over time.” 
He adds that investors with more than three years to invest 
their money should do well in the portfolio.

The portfolio maintains a fairly aggressive long-term 
strategic asset allocation, aiming to limit short-term losses 
and deliver strong inflation-beating returns over time. The 
key benefit of investing in the Liberty Stable Growth Fund, 
says John, is the increased certainty of investment outcomes, 
as the volatility of returns is much lower than for most other 

Gaining stability in times of volatility
Global stock markets have been relatively stable for some years, but 2015 has seen a 

significant increase in levels of unpredictability. Although the markets started the year 
well, volatility has increased steadily, causing high levels of discomfort for some investors.
We asked Liberty Corporate’s Investment Servicing Manager, John Taylor, why we are we 

seeing such extreme market swings and what investors can do about it.

What is market volatility?
Market volatility is unpredictable and vigorous changes in 
price within the stock market.
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Gaining stability in times of volatility

similar investment options. The design of the portfolio also 
means it is significantly simpler and cheaper than most similar 
portfolios which are aiming for the same objectives. 

Importantly adds John, “The Liberty Stable Growth Fund is 
one of the best positioned portfolios, in our view, for proposed 
changes envisaged by National Treasury in the retirement 
funding market. The portfolio avoids many of the pitfalls and 
concerns which National Treasury has picked out, such as 
inappropriate use of guarantees and excessive performance 
fees.”

What does the future hold?
The committee is the voice of the employer and its members 
Liberty Corporate believes that current market volatility is set 
to remain as long as the US does not raise their rates; as long 
as commodity prices remain low; and as long as share prices 
remain as expensive as they are currently. Even once these 
conditions change, the volatility effect after years of easy 
money being pumped into global markets might take a while 
to wear off. Investors wanting to avoid this volatility would do 
well to consider the best investment options available to meet 
their needs. 

www.libertycorporate.co.za. 

Taylor . . . extreme market swings

About the Liberty Stable Growth Fund
• The fund is an absolute return fund which aims to 

generate inflation-beating returns (CPI + 5%) over 
rolling three-year periods.

• The fund has generated returns in excess of its own 
benchmark over all time periods to end August 2015.

• It was the best-performing CPI + 5% fund over the past 
one-year period in the Absa Asset Consultants Survey 
for the month of July 2015. The portfolio delivered a 
return of 14.4% over that period relative to its average 
peer, which delivered 8.8%, the majority of them with 
higher volatilities.

• The portfolio makes use of a combination of active 
and passive investment styles, using index tracking 
(or passive) building blocks to provide exposure to the 
market in order to reduce costs to investors. The asset 
allocation and protection applied is actively managed to 
ensure adherence to the risk and return objectives set 
for the portfolio. 

• The Liberty Stable Growth Fund provides downside 
 protection with the ability to benefit from market 
 upswings:
 o If a strong rebound in the market occurred, 

the portfolio would smooth the returns and initially 
be slower than some other funds to respond to the 
upward movement, but within a few months would 
catch up. 

 o If markets moved downward sharply, the portfolio 
would initially move downward, but only to the point 
where the protection would kick in and compensate 
the portfolio for any further losses on the market.  
This means the possible loss to investors is limited.
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CURRENTS

The end is nigh?

After more than 13 years under the 
curatorship of Tony Mostert, the 
Financial Services Board is considering 
whether governance of the R6bn Saccawu 

national provident fund should be restored to 
normalcy.

Rosemary Hunter, FSB deputy executive officer 
for retirement funds, confirms: “We are engaged 
in consultations with Mr Mostert in regard to 
the manner and conditions subject to which the 
curatorship may be brought to an end in the 
best interests of the fund, and when this may 
most appropriately take place. Even if, following 
consultations with Mr Mostert and other interested 
parties, we are convinced that the curatorship should 
end, it will naturally be the court that will decide on 
the matter.”

Mostert has lodged a complaint with the Press 
Council about our cover-story article arguing for 
an end to the curatorship (TT Dec ’15-Feb ’16). The 
Council’s ruling will be finalised for publication in 
our next edition.

Shortly after the article appeared, in a 
determination concerning the Saccawu fund, Pension 
Funds Adjudicator Muvhango Lukhaimane stated: 
“The curator was appointed to take control of the 
business of the first respondent (the Saccawu fund) 
in order to bring the latter to a healthy financial 

state. However, given the number of complaints this 
tribunal is receiving, and the curator’s submission 
that the fund is now in a healthy state, it is important 
for the Registrar to review whether or not the placing 
of the first respondent under curatorship is still 
necessary.”

She asked that the Registrar provide fund 
members, from its regulatory platform, with reasons 
for the continued desirability of the curatorship 
and thought it “appropriate to refer this issue to the 
Registrar for consideration”.

In his curator’s report to the FSB last October, 
Mostert argued forcefully that the curatorship be 
continued. Amongst his reasons:

u “Obstructive conduct” and dishonesty on the part 
of the SA Commercial Catering & Allied Workers 
Union (a Cosatu affiliate);

u A High Court judgment in 2012 which directed 
that the curatorship of the fund should continue;

u Conflicting interests of the union and its disregard
for the interests of fund members, it being “on 
record that the union considers that it owns the 
fund and can utilise pension monies for its own 
purposes”;

FSB to review whether the protracted curatorship of the 
Saccawu fund remains necessary.
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u Pending litigation and investigation of 
irregularities being managed by the curator, 
developed over several years under his guidance 
and control. “Any break in continuity of the 
litigation and making recoveries would have the 
risk of causing financial prejudice to the fund.”

The report – the first on the fund’s curatorship to 
be published on the FSB website – does not disclose 
the fees to date that have been charged to the fund. 
Neither does it offer a projection of likely fees should 
the curatorship continue, or match these against the 
amounts of recoveries made and to be claimed. This 
information would doubtless be available to the FSB 
for its review.

Mostert does argue: “It would be contrary to the 
purpose and spirit of the Pension Funds Act and the 
curatorship application to place too much emphasis 
on the duration of the curatorship compared to 
the mere desire to bring it to an end because of 
the aspirations of the union and Cosatu. Such an 

approach would merely sanction the sentiment 
expressed by Cosatu at (its) ninth national congress.”

There are counters to this argument.
First, the Saccawu fund has slightly over 100 000 

members. Roughly a third of them are not members 
of the union. Being a defined-contribution umbrella 
fund, its board of trustees should by law comprise 
elected representatives of participating employers 
and union members in a 50/50 proportion. It would 
therefore seem that the fund cannot fall under the 
control of the union, even if all union members voted 
for the same union nominees.

Second, there is protection under the Act. At s7B 
an umbrella fund may apply for exemption from the 
requirement that fund members have the right to 
elect board members. If the exemption is granted by 
the Registrar, the board must still have at least one 
independent trustee and three others for a quorum 
of four. The Registrar may withhold or withdraw 
an exemption. In other words, by not granting 
exemption the fund would be obliged to hold proper 
elections for the 50/50 board.

Also, as Mostert himself points out: “The FSB 
as a regulatory body is legally competent to evoke a 
number of measures e.g. in terms of s26 by amending 
the rules of the fund to preclude any persons or 
entities holding positions of influence or control 
over the fund to its prejudice” which is “particularly 
apposite where there is a history and stated intention 
to do so under the false banner that the union owns 
the fund.”

All the more reason, then, not to prevent 
restoration of the fund to normal governance. It 
will enable a properly-constituted board of the fund 
to decide, in the best interests of the fund, on the 
litigation and investigations it wants to pursue as well 
as the principal officer and service providers it wants 
to appoint. Obviously, curatorship fees will fall away.

Happiness all round

Can two contending parties, with daggers drawn 
at each another’s throats, both claim victory on 
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the same set of facts? Yes, apparently they can.
Consider the order recently handed down by the 

Supreme Court of Appeal, the latest round in the 
years-long dispute between Tony Mostert and Simon 
Nash. Mostert is the curator of the Cadac pension 
fund while Nash chairs both Cadac and the fund. 
The appeal was against a decision by Justice Caroline 
Heaton-Nicholls in the South Gauteng High Court 
where she endorsed the suitability of Mostert as 
curator (TT March-May ’14).

The SCA order essentially contains two key elements. 
They are that:

u Mostert be joined by Johan Esterhuizen (of 
 Shepstone & Wylie) and Norman Klein (of 
 Westrust) as co-curators;

u The costs orders by Heaton-Nicholls be set aside 
 and reserved  for later determination by the court 
 on consideration of the curators’ final report.

On the first element, Mostert is happy in that 
the attempt by Nash to have him substituted as a 
curator has failed: “The appeal of the High Court 
order, under the direction of Nash more than two 

years later, also failed, the SCA obviously having 
determined that I was suitable for final appointment 
as a curator and obviously not conflicted.” He adds 
that “there was never a question of opposing the 
appointment of additional curators”.

For his part, Nash is happy too: “Members of the 
Cadac fund welcome the fact that, after five years 
of strident resistance, the FSB and Mostert have 
reversed their previous positions and agreed to the 
appointment of two independent curators.”

The order provides that the curators shall be 
under the control of the Registrar to whom they must 
furnish six-monthly progress reports. The shall also 
prepare a final report, including any minority report, 
for submission to the court by end-August “or such 
other date as the court may determine for a final 
determination on all outstanding issues, including 
costs orders”.

On the second element, Mostert would be happy 
because the SCA has suspended a Heaton-Nicholls 
finding: “I am of the view that Mostert’s lengthy 
affidavit (of 144 pages plus some 1 000 pages of 
annexures) was unjustifiable . . . It was not for 
Mostert to defend his own appointment. The costs of 
drafting this affidavit must be specifically disallowed. 
No party to these proceedings should be burdened by 

Mostert and Nash . . . SCA intervenes
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these costs which Mostert should pay personally.”
But then, Nash too must be happy about the 

costs suspension. He and his fellow trustees had 
wanted Heaton-Nicholls to appoint “alternative 
curators”. Instead, holding that Mostert should not 
be dismissed “at this late stage”, Heaton-Nicholls had 
ordered that Nash and his co-trustees personally pay 
the costs on a punitive scale for having countered 
the FSB application that Mostert’s provisional 
appointment be made final.

So, in a sense, it’s back to square one of the 
Mostert v Nash saga. But the difference is that this 
time there’ll be three curators looking over one 
another’s shoulders. 

Curiouser and curiouser

A  billion rand here and a billion rand there is 
petty cash in the portfolio of the Government 

Employees Pension Fund and its asset manager, 
the Public Investment Corporation. But there is an 
important principle. It’s to explain their justifications 
for, and performance of, politically-sensitive 
investments; the more so when an investment equates 
or exceeds a 25% stake, significant for voting on 
special resolutions under the Companies Act, in the 
control consortium.

Yet the latest annual report of the PIC says not a 
word about the monies of GEPF members invested in 
Independent News & Media SA. However, the latest 
GEPF annual report does say something. At face 
value, it’s disturbing in that the fund’s exposure to 
INMSA is ballooning.

At end-March 2015, direct loans by the GEPF 
to INMSA totalled R896 000m against R791 452 
the year previously. These loans, a note explains, 
are secured by a “borrower cession and pledge in 
security, guarantee from Sekunjalo and cession of 
shares”.

There’s no clue as to why the loan is growing. 
Neither is it evident whether the loan is inclusive of, 
or additional to, the R500m paid by the GEPF/PIC 
to support the purchase of the media group by Iqbal 

Surve’s privately-held Sekunjalo for R2bn in 2013. 
It was then widely reported that the GEPF/PIC had 
acquired 25% of the INMSA equity for R500m.

It must be assumed, bowing to the wisdom of 
the GEPF/PIC, that the loan to a non-listed entity is 
effectively secured. Less easy to assume is a healthy 
performance of the investment. Doubts arise from 
the falling circulations of major INMSA titles, which 
implies a downward trajectory in revenues (TT June-
Aug ’15), and the political case being made for state 
agencies to switch their advertising from rival groups, 
which lacks commercialism (TT Dec ’15-Feb ’16).

Universally, and certainly in SA, print was already 
under serious pressure when the GEPF/PIC decided 
to embark on this endeavour. Most fundamental of 
all, therefore, is why they did.

Reform delay

The brouhaha over the Taxation Laws 
Amendment Act, once signed into law, really 

shouldn’t have happened. With more than sufficient 
time having elapsed for the consultation processes to 
be completed, retirement-fund administrators stood 
ready for full implementation from March 1.

Something in the communications between 
National Treasury and the trade unions must have 
gone awry in that Cosatu was able to overturn the 
applecart of policy certainty. At its insistence – 
possibly to screw optimal generosity from, or to 
hasten proposals for, a broader package on social 
security – Treasury succumbed to Cosatu’s demand 
that mandatory annuitisation for two thirds of 
provident-fund withdrawals be postponed by at least 
two years.

Seen in isolation, as opposed to the exertion of 
political leverage, the postponement won’t make 
much difference to most union members. Or to 
anybody else, for that matter.

It was always envisaged that provident-fund 
members, who are 55 years and older when the tax 
harmonisation with pension funds takes effect, would 
not be required to annuitise or take a pension on the 
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proportion of new contributions if the total of these 
accumulated savings is R247 500 or less at retirement.

Further, as National Treasury has pointed 
out: “Irrespective of age, whatever a member has 
accumulated in a provident fund as at (date of 
implementation), and the growth on those amounts, 
will be available to them as a cash lump sum when 
the person retires (i.e. protection of vested rights). 
For most low- and middle-income workers, it will 
take several years (more than five and up to 15) to 
reach this R247 500 threshold, and hence many years 
before they are asked to annuitise at retirement.”

Note that the postponement applies only to 
compulsory annuitisation. All tax-related measures 
– including the harmonised 27,5% tax deductions 
on contributions to pension funds, provident funds 
and retirement annuities – were implemented on 
schedule with deductions capped at R350 000 a year.

So, for the present, the heat from the unions on 
this single element of the reform process is turned 
down. But on the promised social-security paper, 
which involves both National Treasury and the 
Department of Social Development, it’s likely to turn 
up.

Clarity on costs

As SA moves toward a standardised measurement 
of effective annual cost for retail products (see 

article elsewhere in this TT edition), the UK has 
begun moving toward them for pension funds too.

According to research of the Financial Services 
Consumer Panel from 2014, the full extent of these 
costs is simply unknown. It has proposed a new 
reporting standard intended to improve transparency 
of pension funds as well as provide trustees with 
better insight into the charges being paid.  This, it 
believes, will help to give those who govern pension 
schemes a clearer sight of charges and provide a basis 
for better negotiation with service providers.

It recommends, amongst other things, that:

u The standard should initially be based on data 
 that asset managers can report immediately. 
u It should be consistent with the packaged retail 
 and insurance-based investment products’ 
 definitions of costs and the outcome of work 
 by the Department of Work & Pensions and the 
 Financial Conduct Authority on transaction costs;

u	Data collection should be in a standard format 
 and reported on a ‘comply or explain’ basis:

u The FCA should conduct research into the 
practical difficulties of a single charge and to 
make proposals for overcoming them.

At the same time, the Investment Association 
has formed a working group of technical experts 
from member firms to update the industry’s cost-
disclosure regime. n
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COVER STORY

Ten out of ten, so far
As it celebrates the first decade of operation since its launch, 

UN PRI can boast meaningful achievements globally and not least in SA. 
Much more is expected in the advance of ‘responsible investment’ 

and accountability. Pension funds’ involvement is critical.

The Principles for Responsible Investment 
(PRI) initiative, supported by the United 
Nations, is an international network of 

investors working together to put into practice the six 
PRI principles (see box) as a significant contribution 
to the development of a more sustainable global 
financial system.

 
Its goals are to:
u	Understand the implications of sustainability for 
 investors, and

u Support signatories to incorporate these issues 
into their investment decision-making and 
ownership practices. 

In early 2005 the then UN secretary-general, 
Kofi Annan, invited a group of the world’s largest 
institutional investors to join a process that would 
develop the principles. A 20-person investor 
group, drawn from institutions in 12 countries, 
was supported by 70 experts from the investment 
industry, intergovernmental organisations and civil 
society. The principles were launched in April 2006 at 
the New York Stock Exchange. 

SA’s Government Employees Pension Fund 
(GEPF) attended the launch. It became a founding 
signatory.

The principles are voluntary and aspirational. 
They indicate that ‘responsible investment’ is a 
process that must be tailored to fit each organisation’s 
investment strategy, approach and resources. The 
principles are designed for compatibility with the 
investment styles of large, diversified, institutional 
investors operating within a traditional fiduciary 
framework. 

Global network

PRI today has more than 1 500 signatories from 
more than 50 countries representing over US$59 
trillion in assets. The initiative has quickly become 
the leading global network for investors to learn 
about responsible investment -- and to collaborate 
with peers, companies and policymakers to generate 
sustainable, long-term investment returns for clients 
and beneficiaries. 

Strong growth of the PRI initiative shows 
that investors have become increasingly aware 
of environmental, social and governance (ESG) 
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factors. They seek to incorporate these factors before 
they invest as the ongoing, active owners of shares 
and bonds as well as other securities and assets. 

The growth of responsible investment is being driven 
largely by: 
u Recognition of the financial materiality of ESG 

issues for individual companies and the market as 
a whole; 

u Acceptance that integrating these factors forms 
part of an investor’s fiduciary duty to its clients 
and beneficiaries;

u Concerns about the impact of short-termism on 
company performance, investment returns and 
market behaviour; 

u A desire to see companies owned and managed in 
a way that more holistically assesses long-term 
drivers of risk and return;

u Increasing public-policy measures requiring 
investors to exercise their rights and 
responsibilities as owners, including expectations 

around voting and engagement. 

Many PRI signatories view their initial decision 
to formally apply to become a signatory as the first 
step in publicly demonstrating their organisation’s 
commitment to responsible investment. 

The PRI initiative also provides a high-level 
framework for integrating ESG issues into investment 
decision-making and ownership practices within 
the boundary of investors’ fiduciary duties. It offers 
a comprehensive range of tools and resources 
to support signatories, including local regional 
networks such as in SA. 

PRI uptake in Southern Africa 

The PRI SA Network was launched in May 2009 
with endorsement of the GEPF. The network is 

a platform for PRI signatories in the region to discuss 
ideas, share experiences and collaborate on a range of 
ESG issues material to investment decision-making. 
There are 60 signatories in Africa of whom 52 are in 
SA. The latter comprise six asset owners, 35 investment 
managers and 11 professional service providers. 

PRI also has a number of network-supporter 
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organisations in Africa. These include the 
Association of Savings & Investment SA (ASISA), 
the Institute of Directors SA and the Zimbabwean 
Association of Pension Funds. PRI network 
supporters are generally non-profit industry 
organisations that publicly express support for the 
PRI within their constituencies. 

This partnership enables network supporters to 
work with the PRI to raise awareness of responsible 
investment and the PRI within the investment 
community in different regions and sectors, and to 
access PRI resources and support. 

The GEPF continues to play a lead role in growing 
the network. Linda Mateza, head of Investments & 
Actuarial at the GEPF, was recently appointed to 
chair the PRI’s southern Africa network. The GEPF 
further assists the PRI globally as GEPF board chair 
Renosi Mokate serves as the PRI board member for 
Africa and the Middle East. 

Due to the efforts of then principal executive 
officer John Oliphant, the GEPF was also 
instrumental in bringing the PRI annual signatories’ 
event to Cape Town in 2013. ‘PRI in Person 2013’ was 
attended by more than 400 participants representing 
some 220 organisations from 25 countries. 

PRI is represented on the Code for Responsible 
Investing in SA (CRISA) and the ASISA responsible 
investment (RI) committees. This enables PRI to 

share global developments in 
RI with SA-based signatories. 
It also provides local SA 
signatory inputs into PRI global 
workstreams and projects for 
the benefit of the SA investment 
industry, PRI and its local and 
global signatory base. 

Also in SA, the PRI was 
a significant initiator and 
contributor to the Sustainable 
Returns for Pensions & Society 
Project This was an initiative 
of the Batseta Council of 
Retirement Funds for SA and 
the International Finance 

Corporation. It saw the release in September 2013 of 
Responsible Investment and Ownership – A Guide for 
Pension Funds in SA, a seminal publication. 

The network is actively working towards 
increasing SA and African asset-owner membership 
of PRI and to extend its footprint in neighbouring 
African countries. Presentations and trustee training 
workshops, focusing on responsible investment 
and PRI, were delivered during 2015-16 in SA, 
Zimbabwe, Malawi, Botswana and Swaziland.

Trustee training

PRI is also working towards a global trustee-training 
programme in RI. It will complement the PRI 
Academy online programme which offers self-paced 
online courses in responsible investment. 

A review of the list of SA signatories indicates 
that the majority are investment managers and 
service providers. In fact, the asset-owner category – 
reserved by way of example for retirement funds and 
insurance companies – comprise fewer than 12% of 
all SA signatories. 

This contrasts poorly with the rest of the world. 
Globally, PRI’s asset-owner signatories represent 
just over 25% of the total. PRI is working with its 
signatories and industry stakeholders in southern 
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Africa to raise awareness and educate retirement 
funds on the importance of responsible investment 
and to explain the real benefits of signing up to PRI. 

At the top of the investment value chain are 
retirement funds. As asset owners, their role is 
critical when it comes to mandating their investment 
managers to embed the analysis of ESG factors into 
their investment activities. By doing so, they ensure 
that they discharge fully their fiduciary duty to 
clients and beneficiaries.

Asset owners’ beliefs and expectations on how 
ESG issues should be managed, to best contribute 
to portfolio returns across asset classes over time, 
may not always be fully in line with those of their 
investment managers. Aligning the interests of both 
parties is a fundamental requirement for the delivery 
of sustainable portfolio returns over the longer term. 

It is also central to a mission of the PRI initiative. 
This is to support signatories in helping develop a 
more sustainable global financial system. 

Reg 28 and RI

A starting point for SA retirement funds is to 
apply the principles outlined in Regulation 

28 under the Pension Funds Act (administered 
by the Financial Services Board) as well as those 
of CRISA. Put briefly, fund trustees should make 

sure when appointing a service provider (such as 
an investment manager or consultant) that there 
are clear expectations; in particular, on how ESG 
issues can and should be managed and reported to 
the asset-owner client, and are contained within the 
investment mandate. 

PRI has a number of resources available to its 
asset-owner signatories. They’re intended to assist 
them in discussing this aspect with fund managers. 

An early success of the PRI’s coordinating 
powers in SA, by means of the local network, was 
engagement with the King committee during the 
stakeholder-consultation process ahead of the King 
III code on corporate governance. The submission 
from the network argued for the inclusion of a 
chapter on shareholder responsibilities to support 
good governance in SA companies. 

Discussion between the network and the 
committee gave rise to development of CRISA. What 
emerged was an intentionally a strong alignment 
between PRI and CRISA principles, four of them 
being shared. CRISA applies, like King III, on an 
“apply or explain” basis whereas PRI is a voluntary 
global investor network to which organisations apply 
for signatory membership. 

Whilst CRISA gives guidance on how the 
institutional investor should execute investment 
analysis and investment activities, and exercise rights 
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to promote sound governance in SA, PRI provides 
implementation support in the form of best-practice 
resources to assist signatories implement these 
voluntary principles. 

Of immense help to SA asset-owner and 
investment-manager signatories to PRI is the annual 
PRI Reporting & Assessment framework. It has a 
number of questions which intentionally address 
CRISA requirements as well as PRI implementation. 

This enables the SA signatories easily to 
report on their application of both the PRI and 
CRISA principles to their members, beneficiaries 
and broader stakeholders using the annual PRI 
Assessment Report which they receive each year. 

“PRI, as a global collaborative investor network, is 
keen to continue to establish and deepen its network 
of signatories and network supporters across the 
African continent,” says Africa head Adrian Bertrand. 

He’s confident that -- working with current 
signatories, network supporters, regulators and 
supportive governments -- it is only a matter of time 
before many other African countries follow SA in 
terms of its progress in mainstreaming responsible 
investment by means of both legislative and best-
practice guidance for institutional investors and their 
service providers.

Trustees can drive RI uptake
 

The PRI’s 10-year anniversary provides an 
opportunity to reflect on all that has been 

achieved in the first decade. It also provides the 
opportunity to reflect on the remaining obstacles 
and barriers to mainstream responsible investment 
practices by institutional investors across the globe. 

SA has its own set of ESG challenges which 
responsible investors are required to successfully 
navigate and manage, not to mention the current 
country-specific economic challenges. These can 
easily be argued to have arisen, at least in part, from 
unchecked and unmanaged ESG issues at country 
level. 

At the SA launch of the Fiduciary Duty in the 21st 
Century report, published by the PRI (in conjunction 
with UNEP FI, UNEP Inquiry and the UN Global 

Compact) last year, the PRI signatories were again 
reminded that institutional investors need to ensure 
that their commitments to ESG integration are 
followed across the entire investment process: 

u Investors need to require investee companies to 
provide robust, credible and detailed accounts 
on their management of ESG issues, and of the 
financial significance of these issues;

u	 They must engage policymakers on issues relevant
  to long-term performance;

u Intermediaries – legal advisers, investment 
consultants, stock exchanges, brokers and data 
providers – should analyse and take into account 
all long-term value drivers, including ESG issues, 
in their investment practices and processes;

Bertrand . . . African thrust
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u  Recognise in practice that ESG issues are an 
integral part of codes of professional ethics such 
as the CFA;

u Raise market awareness of the investment case for 
 ESG integration. 

Policymakers should insist that fiduciaries take 
account of ESG issues in their investment processes, 
their active ownership and voting activities, and their 
public policy engagements. In these, they must be 
transparent on all aspects of ESG integration and 
investment practice. 

Further, they should also support efforts 
to harmonise national legislation and policy 
instruments (e.g. stewardship codes and disclosure 
requirements) on long-term responsible investment. 
At the same time, they must work to develop an 
international statement or agreement on the duties 
that fiduciaries owe to beneficiaries. 

SA is a pioneer in having been one of the first 
countries globally to incorporate the consideration 
of ESG issues when investing as per the revised 
Reg 28 as well as CRISA (first emerging-market 
stewardship code and second such code globally after 
the UK Stewardship Code). However, there remains 
room improvement. The 21st Century report, in its 
coverage of SA, offers recommendations to both the 
Financial Services Board and the CRISA committee. 

The FSB should: 

u Clarify that compliance with the requirements 
of Reg 28, in particular those relating to ESG 
issues, should be seen as an integral part of the 
fiduciary duties imposed by the Pension Funds 
Act; 

u Clarify that responsible investment includes ESG 
integration, engagement, voting and public policy 
engagement; 

u Explicitly address ESG-related competence, 
expertise and skills in forthcoming guidance on 
pension-fund board education; 

u Require asset owners to prepare a public, annual 
report describing how they have integrated 
responsible investment into their investment 
policy statements, practices and processes, and 
their investment-manager selection, appointment 
and monitoring processes. 

The report recommended that CRISA committee 
should:

u Strengthen oversight of the code by conducting 
more detailed studies of current practices; 

u Analyse the investment and other outcomes 
 resulting from implementation of CRISA 
 principles. 

Of critical importance is the report’s conclusion 
that failure to look at ESG factors, in terms of 
the risk they present to portfolios, is actually a 
breach of fiduciary duty. This applies as much to 
a pension fund’s board of trustees as it does to the 
investment manager(s) appointed by a board to make 
investments on a fund’s behalf. 

Many leading SA investment managers, like 
their international peers, have already committed 
extensive resources to understanding ESG risks 
and opportunities at individual company and also 
portfolio level. Climate change, black economic 
empowerment, executive pay, health and safety in the 
extractives sector, ‘fracking’ and gender diversity at 
board as well as management levels, are examples of 
relevant ESG investment issues. 

“Now is the time for pension funds seriously to 
review their policies in light of Reg 28 and CRISA 
requirements,” Bertrand urges. “Trustees must ask 
their funds’ asset consultants and managers for 
explicit information about their investment processes 
and how these incorporate ESG factors, from both an 
ESG integration and active ownership perspective.”  n

* More information about PRI can be obtained 
from Adrian Bertrand, Head of Africa, by email at 
adrian.bertrand@unpri.org or phone +27 (0)84 500 
6474. Also see the www.unpri.org  website.
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FINANCIAL SERVICES BOARD 1

Hunter and hunted
Massive litigation getting set to commence. 

Allegations fly, and counter-allegations sure to fly, 
about the regulator of retirement funds.

I’s taken a while for the project of the Financial 
Services Board, to cancel the registrations of 
“dormant” retirement funds, to blow up (TT Sept-

Nov ’15). It’s since exploded into something much 
bigger. 

Rosemary Hunter, deputy executive officer of the 
FSB and head of its Retirement Funds Division (RFD), 
recently launched a mandamus application in the 
North Gauteng High Court. Basically, a mandamus 
application is one where a court order is sought for 
a public authority to perform a specific act that it is 
required by law to perform. 

Hunter wants the FSB to make available to her the 
reports of retired Concourt judge Kate O’Regan and 
of accountancy firm KPMG into the cancellations 
project. Respondents are the FSB itself, FSB chairman 
Abel Sithole, FSB executive officer Dube Tshidi, 
former RFD head Jurgen Boyd and Finance Minister 
Pravin Gordhan (as the minister to whom the FSB 
reports).

They’ve indicated that they intend to defend the 
action. It will doubtless take them time to prepare 
responses to the screeds of legal arguments and 
documents, with all their revelations about internal 
workings of the FSB, that Hunter has filed in support 
of her application.

Litigation of this magnitude is unlikely to be heard, 
let alone be decided, before Hunter’s employment 
contract expires at end-July. Moot is whether the 
finance minister will then renew it, either for the FSB 
or the market-conduct authority to take its place. 

The more that litigation proceeds from the North 
Gauteng court to higher courts, the more exorbitant 
the expense. Hunter might be comforted by a 2009 
Concourt decision that, in testing a constitutional 
principle, an unsuccessful litigant in proceedings 
against state officials should not be ordered to pay 
costs. 

Thus, even if the respondents succeed, it’s possible 
that the FSB (substantially funded by levies on 
retirement funds) could be liable for the costs of all 
parties. If so, wait to see what provision will be made 
in the next (and probably last) set of FSB accounts.

Hunter’s papers are replete with allegations that 
the FSB had incurred irregular expenditure and had 
contravened the Public Finance Management Act as 
well as the FSB Act. There’s much more hard-hitting 
stuff: about the seizing of her computer and subjecting 
her to a forensic investigation; instituting a disciplinary 
inquiry where the charges were quickly dropped during 
cross-examination by her counsel; the offer of a golden 
handshake, and a failure by the FSB board to respond to 
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her non-compliance notices (NCNs). 
The first NCN was submitted to the FSB board 

in July 2014 and the second in June 2015. Detailed 
allegations include how:

u Tshidi had engaged in a “concerted campaign” to 
have her dismissed from the FSB “possibly in 
order” to prevent her from investigating the 
manner in which RFD staff had dealt prior to her 
arrival with the governance, disposal of assets 
and liabilities, and cancellation of registrations of 
thousands of dormant funds. He’d also sought to 
protect certain underperforming staff in the RFD;

u To achieve this objective, Tshidi had “sabotaged” 
her ability to ensure that the RFD properly 
performed its mandate by, amongst other 
things, seeking to frustrate investigation of the 
cancellations project and preventing approval of 
the necessary budget to upskill the RFD;

u He’d also sought to persuade her to resign by 
making “numerous false and defamatory 
allegations” against her; publicly undermining 
her reputation, and encouraging members of 
the FSB executive committee “to view me with 
suspicion” and to address her in a “hostile manner 
probably with a view to finding support for an 
allegation” that her relationship with colleagues was 
irretrievably broken.

The big questions are whether, and if so how, the 
FSB board responded to Hunter’s grievances. It goes to 
the heart of FSB governance. Yet little is revealed in the 
2015 integrated annual report. 

The annual report was unavailable until an 
enterprising journalist, Carol Paton of Business Day, 
tracked down a copy in a storeroom at parliament. 
This was in February, prior to presentation of the 
report to parliament’s Standing Committee on Finance 
(SCoF). The FSB then published the report on its 
website and simultaneously put out a press release 
which itself is instructive for the FSB’s approach. 
Paragraph by paragraph, with TT comments inserted 

at each, it said:

FSB: The Public Finance Management Act 
(PFMA) requires all public entities to submit their 
annual reports to parliament through the Finance 
Minister at the end of August every year. The FSB 
has been complying with this requirement since it 
published its first report in 1991. The practice since 
then has always been for FSB executives to present 
the Annual Report (AR) to parliament’s SCoF 
before the report is published on the FSB website. 
This is a common practice for many public entities. 
The FSB had no reason to deviate from this 24-year 
old practice when preparing the 2014-15 AR.

TT comment: There was reason to deviate, and 
no obligation not to deviate. The report was for the 
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year to end-March 2015. We were now into February 
2016, almost a year later when the FSB was already 
approaching the end of its next financial year.

Public officials are required to act in a manner that 
is effective, transparent and accountable. For the AR 
to have been withheld from the public domain for so 
long hardly promotes these standards. According to 
parliament’ own rules, documents that have been tabled 
and referred to the relevant committee (as the 2015 AR 
had been) are public documents. There was therefore 
nothing to have prevented the FSB from making it public 
at a much earlier stage.

The report was tabled in parliament on 
28 August 2015, in accordance with statutory 
requirements and within the specified timeframe. 
The FSB was scheduled to give its presentation 
to the SCoF on 22 September 2015, but this was 
rescheduled for 14 October 2015. This date was also 
cancelled. Public entities can only present reports to 
the SCoF on invitation. This is how the committee 
works. Our executives have since been waiting for 
an invitation to present the report, in line with the 
committee’s practice.

The FSB’s long-standing practice undermines the 
ability of parliament to hold it accountable. Had the 
AR been published on the FSB website at the same 
time or shortly after it had been tabled in parliament, 
any person (including the media) concerned about 
what was or wasn’t in it could have brought it to the 
attention of a SCoF member who could then ask FSB 
representatives about it when they appeared before the 
committee. And it would have helped to guide SCoF on 
which FSB representatives to invite. The FSB approach is 
disempowering of SCoF.

In the particular Hunter instance, prompt 
publication on the FSB website may well have caused 
questions to be asked by the public and media about 
cryptic references in the AR to the cancellations 
project. Quite possibly, SCoF would have attached such 
importance to these questions as to have moved the 
FSB presentation up its agenda. Maybe, were Hunter 
invited to appear before SCoF, it would have averted the 

litigation now being pursued.
On the other hand, maybe it suited the FSB for 

SCoF’s attention to be delayed until the matter was 
overtaken by other events. The expiry of Hunter’s FSB 
contract and the dissolution of the FSB board on the 
establishment of the Financial Sector Conduct Authority 
come to mind.

On page 71 of the 2014-15 AR, the Chairman 
of the FSB Board has made full disclosures of 
investigations into the cancellation of dormant 
pension funds between 2007 and 2013. The 
disclosures indicate that the outcomes of these 
investigations are expected in the 2015-2016 report. 
Furthermore, on page 30 of the AR an update is 
given on the status of the cancellations.

Not so. First, the disclosure on page 71 was not 
made by the FSB chairman. It was made by the Auditor 
General and contained in his report on the FSB audit. 
Also in this report the Auditor General stated at page 70 
of the FSB annual report:

“The FSB has commissioned an investigation to 
establish whether any pension fund or its members had 
suffered financial prejudice as a result of the action by 
the registrar to cancel the registration of dormant or 
other inactive pension funds during the period between 
1 January 2007 and 31 December 2013....The outcome 
of this investigation is expected in the 2015-16 financial 
year.”

Second, even if this statement had been made by 
the FSB chairman, is cannot be said to resemble “full 
disclosure”. For example, it does not disclose that the 
FSB had been advised by Andrew Breitenbach SC that 
key elements of the Registrar’s conduct, in relation to 
the cancellations project, were ultra vires his powers. In 
these circumstances, according to Breitenbach, the FSB 
was obliged by law to investigate whether any of these 
funds and/or their members had been prejudiced.

What followed were a report by Justice O’Regan and, 
on her recommendation, an investigation by KPMG on 
a sample of funds. The contents of neither the O’Regan 
report nor of the KPMG investigation have been 
disclosed. It delays the triggering of processes for redress 



of prejudice that affected funds and members might 
have suffered.

Third, all that’s said at page 30 of the AR – under the 
heading “significant (retirement-fund) industry-related 
issues – is a bland statement about the FSB having 
obtained legal advice and consulted with the retirement-
funds industry on measures to improve the governance, 
disposal of assets and liabilities, and cancellations of the 
registration of orphan funds etc. There is no update on 
the status of the cancellations project.

The report of the Auditor General was signed on July 
31 2015. By then, according to Hunter, the FSB board 
had copies of both the O’Regan and KPMG reports.

The FSB adheres to the highest standards 
of corporate governance, with no tolerance for 
corruption or any wrongdoings. Allegations of 
any breach of the PFMA are therefore without 
foundation and are strongly rejected. As a public 

entity, the FSB is stringently monitored. Every year 
the Auditor General conducts a comprehensive audit 
of our financial and non-financial performance and 
the FSB has received unqualified audits for the past 
24 years.

Ok then, but it leaves a chasm between what 
the FSB says about itself and what Hunter says in 
her founding affidavit about matters in her non-
compliance notices not being investigated by the 
board. She also suspects that misinformation to the 
Auditor General had caused him not to investigate 
her allegations of irregular expenditure during the 
2014-15 financial year.

The battle is joined for the courts, eventually, to 
have the last word. Then, and only then, can it be 
assessed whether Hunter is a public-interest heroine or 
a mischief-making villain. n
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FINANCIAL SERVICES BOARD 2

A step at a time

As the Hunter/FSB saga started to unfold, Alec Hogg’s Biznews website 
(www.biznews.com) kept readers up-to-date with a series of columns
 by TT editorial director Allan Greenblo. They’re republished below. 

A full set of the papers filed by Rosemary Hunter is available by downloading, 
from the Biznews website, the article it published on Jan 29. 

Jan 29: Clean sweep

There’s no way that ‘Twin Peaks’ financial regulation 
can be implemented as presently envisaged; no way, 
that is, unless government is prepared to risk the 
possible disaster of a crumbling peak. It has been 
warned.

Restructure of the Reserve Bank, to take care of 
prudential supervision, looks to be smooth sailing. But 
for the Financial Services Board, due to be remoulded 
as the authority over market conduct, the same cannot 
be said.

This is because of the court application brought 
by Rosemary Hunter, one of the FSB’s most senior 
executives, against the FSB itself. Her demand for the 
release of certain reports has set the scene for public-
policy outrage. Targeted allegations in her founding 
affidavit, complemented by mountains of supporting 
annexures, are too meticulous to be dismissed as the 
ravings of a disaffected crank.

[See link to court application documents on 
biznews.com article of Jan 29.]

The papers go to the heart of FSB governance. They 
scream for National Treasury not willy-nilly to morph 
FSB personnel into the market-conduct peak until 
it has explored the FSB’s own market conduct under 
executives and directors to be impartially vindicated or 
rusticated. 

At the least, senior FSB officials will need to be 
scrutinised for competence and probity before their 
contracts are extended for moves to the new authority. 
Such is the gravity and stature of their positions that a 
selection panel, similar to hearings before the Judicial 
Service Commission, would help to stimulate public 
confidence where it’s sorely needed.

By coincidence, the Hunter application is on the 
cusp of ‘Twin Peaks’. It makes perfect the timing for a 
clean sweep through the FSB.

Like the Securities & Exchange Commission in 
the US, the SA regulator of market conduct can be 
structured into an aspirational destination for the best 
and the brightest of this country’s suitably qualified 
job-seekers. Funded by levies on private-sector 
savings, the FSB and its successor cannot be run as a 
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public-sector bureaucracy.
Meanwhile, since the FSB must continue to 

function, a few niggling questions:

u Why has the FSB integrated annual report, for the 
year to end-March 2015, still not been published? 
Are there any areas where the contents of 
the report and the allegations of Hunter are 
inconsistent? 

u Hunter has specifically fingered FSB executive 
officer Dube Tshidi and FSB board chair Abel 
Sithole (who happens also to be principal executive 
officer of the Government Employees Pension 
Fund). For delivery of the FSB’s statutory mandate, 
can the three of them still be expected to work 
together? If not, who should be suspended and 
who in their stead should be offered acting 
appointments? (Is former FSB chair Gill Marcus by 
now sufficiently bored in her Knysna retirement to 
ride to the rescue?)

u After the rand’s hammering, Finance Minister 
Pravin Gordhan is on a mission to restore 
confidence and trust in the SA investment 
environment. Cited in the Hunter application as a 
respondent, because it’s to him that the regulator 
of non-bank savings and investment institutions 
reports, could he have wished for a more 
straightforward test of his commitment?

 Wish or no wish, Gordhan is immediately put to 
the proof.

Feb 4: Who’s the boss?

With his eyes open or closed, Finance Minister Pravin 
Gordhan could find himself walking into a trap. 
Created by default and certainly not by design, his 
governance confrontation at the SA Revenue Service 
can be replicated precisely at the envisaged Financial 
Sector Conduct Authority.

It arises from the absence of a conclusive answer to 
what should be a simple question: Who’s the boss? 

The division is in lines of responsibility. They 
become confused when the minister appoints a 
commissioner who must in turn report to the minister, 
but day-to-day operational duties rest with the 
commissioner.

The contradiction would probably would have 
escaped notice had it not been for the January 
blow-up at SARS. When Gordhan called on 
SARS commissioner Tom Moyane to stall the 
implementation of a restructure, Moyane effectively 
told Gordhan to take a hike.

The argument is that the commissioner, not 
the minister, runs SARS. Reporting to the minister 
on policy and performance is quite distinct from 
the minister having a right to intervene in micro-
management or even in strategic decisions.

Now check the Financial Sector Regulation Bill, 
tabled in October and intended for enactment later 
this year. In setting up the Financial Sector Conduct 
Authority, the finance minister is to appoint the FSCA 
commissioner “who will be responsible for the day-to-
day management and administration of the FSCA”.

In making the appointment, the minister and 
commissioner must agree in writing “on the 

performance measures that must be used to 
assess (the commissioner’s) performance and 
the level of performance to be achieved against 
those measures”. That’s it, and rightly so. An 
unwholesome situation would arise were the 
commissioner’s performance rendered better or 
worse by ministerial overrides.

But it leaves the minister exposed. With the FSCA, 
unlike SARS, operational responsibility goes beyond a 
domestic employer-employee arrangement. Ultimately 
it is the minister, not the commissioner, who has to 
provide the world with confidence in the conduct of 
SA’s financial institutions. Should the commissioner 
fall down on the job, the most the minister can do is 
institute the processes of an independent inquiry to 
remove him.

Now shift the focus to current goings-on at 
the Financial Services Board, being readied for 
absorption into the FSCA. The allegations on 
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affidavit by FSB deputy executive officer Rosemary 
Hunter, against some of her most senior colleagues, 
might not make it much easier for the minister to 
appoint from present FSB ranks a commissioner and 
up to four deputy commissioners “with appropriate 
experience in the financial sector” as the legislation 
requires.

Once the Hunter case is underway, with allegations 
and counter-allegations to be cast hither and thither, 
the personnel switchover from the FSB to the FSCA 
could become more difficult still. And central to it, 
reverting again to ministerial powers of intervention, 
is why then finance minister Nhlanhla Nene had 
sat silently on the sidelines once Hunter had given 
him every opportunity and argument to push for a 
resolution. 

In the FSB’s present incarnation, the minister 
appoints an 11-member board. Sitting below 

it is an eight-member executive committee. The 
FSCA will change it to a commissioner structure, 
the commissioner to chair an exco that “must 
oversee the management and administration of the 
FSCA to ensure that it is efficient and effective”.

Efficient and effective? Well, let’s see how efficient 
and effective it will be once all FSB staff are transferred 
(as per s285 of the Bill) to the FSCA. Or how top 
people will emerge from the probity criteria once 
Hunter has had her day in court. Or why the FSB 
integrated annual report, for the year to end-March 
2015, is still publicly unavailable.

Some things won’t change, like the power to raise 
levies (from you and me) for funding of its operations. 
There never has been accountability to levy-payers by 
the FSB, and neither is there to be by the FSCA. Unlike 
JSE-listed public companies, stakeholders have no say 
on remuneration levels. It goes without question that 
the FSB’s top executive be paid a multiple of top civil 
servants’ remuneration.

Ah well, just a few more items for the plate of poor 
Pravin. But importantly now, in moving the Twin 
Peaks regulatory model to implementation, his recent 
experience at SARS cannot blind him to potential risk 
at the FSCA.

Feb 10: A loud silence

To put it benignly, there’s a “misunderstanding” on 
when the annual report of a public body actually 
becomes publicly available for public discussion. In 
the case of the Financial Services Board, which reports 
to Parliament through the Minister of Finance, there 
should be no misunderstanding. 

Evidently, however, there is. And the longer it 
takes for the “misunderstanding” to be resolved, the 
longer it will take before the report can be tested for 
completeness and veracity. 

The tests in this instance are whether, and if so 
how, the FSB has reported to Parliament on the 

grievances of deputy executive officer Rosemary 
Hunter. Alternatively, if the report sidesteps the 
grievances, is economical in revealing the status of 
various legal and forensic inquiries, or otherwise fails 
to deal with the “irregular expenditure” of which 
Hunter complains, then what will Minister Pravin 
Gordhan and the parliamentary Standing Committee 
on Finance (SCoF) do about it? 

Fireworks will be in order. The annual report of the 
FSB, for its financial year to end-March 2015, is still 
unavailable on the FSB website. 

The timing looks to be running tight as already the 
FSB is within weeks of reaching the end of its 2015-
16 financial year. This report will possibly be its last 
before the FSB morphs into the new Financial Sector 
Conduct Authority. 

There’s something distinctly odd in a process that 
allows the earlier report to be withheld from 

perusal while preparations for the later report are 
about to begin. Or perhaps not so odd, contends FSB 
spokesperson Tembisa Marele: “The reason that the 
FSB’s 2015 annual report has not yet been published 
is purely procedural. We cannot publish it until it is 
tabled in Parliament. We are waiting for Parliament’s 
schedule to accommodate us.”

On the other hand, it’s particularly odd. David 
Maynier, DA shadow finance minister and member 
of SCoF, states: “I have confirmed that the FSB 
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annual report for 2014-15 was tabled on 28 August 
2015 in Parliament.”

Once tabled – which means simply that it has 
been logged onto a parliamentary database and 
given a case number – the document is public and 
available to anybody capable of finding it. There’s 
no constraint on the FSB to publish the report on 
its website, or in any other manner that it wishes. 
There’s no obligation either, except in so far as the 
FSB wishes to be seen enhancing the principles of 
transparency and accountability.

Pertinent to the FSB’s 2014-15 annual report is 
Hunter’s first “statement of non-compliance” 

submitted to the FSB board in July 2014. It contains 
her grievance against FSB executive officer Dube 
Tshidi, arguing that Tshidi had engaged in a 
“concerted campaign” to have her leave the FSB 

and had “sabotaged my ability to ensure that the 
Retirement Funds Department properly fulfils its 
mandate”.

In the course of these efforts, says Hunter, “Tshidi 
has incurred expenditure for the FSB in substantial 
amounts”.  Thus the battle shifts up a gear to whether 
there has been compliance with, or contravention of, 
the Public Finance Management Act.

It’s reasonable to expect that the FSB annual 
report, with integrity as its hallmark, will have 
made the necessary disclosures. But on the off-
chance that it hasn’t, the disclosures – and reasons 
for non-disclosures – will have to be prised from 
FSB officials when they appear for examination at 
SCOF. 

To have compiled and signed off the 2015 report, 
on the assumption that Hunter wouldn’t go public, 
might be exposed as one hell of a gamble. n

Much is on offer in the South African retirement industry 
when it comes to the education and training of trustees, 
but there is very little in the way of quality assurance. 
And when it comes to the strategic spend of a retirement 
fund’s resources, the picture is not always clear.

How many funds are able to demonstrate evidence of 
a causal link between their annual spend on education 
and training for trustees and an improvement in the 
competence of those trustees? The fact is that there 
are no effective means available for retirement funds to 
manage the education and training requirements of their 
trustees in a satisfactory way.

This is where the Batseta Validation Framework comes 
in. Batseta – Council of Retirement Funds for South 
Africa – is a professional body registered by SAQA 
under the NQF Act 67 of 2008. As such, Batseta is duly 
delegated to maintain standards and professionalism in 
the retirement fund industry.

The aim of the Validation Framework over time is to 
develop a feel for the quality and standard of what a 
credible and generally accepted benchmark will be 
against which all training can be assessed or assured 
for quality.

The applicable Batseta evaluation criteria can be 

Why validate your 
training service offering?
Batseta moves to provide assessment 
and assurance of quality standards.
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summed up by answers to these questions:

i Does the activity add value to the knowledge, skills 
 and competence of the participants?

i Does the activity support the educational and 
 developmental needs of the participants?

i	 Does	it	address	the	anticipated	benefit	to	the	
 target group and to the profession as a whole?

i Does the evaluation process adequately test the 
 effectiveness, quality and relevance of the activity? 

For a designated member of Batseta to maintain his or 
her professional designation, a certain complement of 
Continuous Professional Development (CPD) training 
hours must be completed over a two-year cycle. In 
addition, the law requires that trustees must also 
maintain their competencies. 

Competency development may take the form of various 
training activities, detailed in our CPD framework. 
Members will be encouraged to check with Batseta 
whether training activities are validated by Batseta, as 
this	could	influence	their	ability	to	claim	the	CPD	points	
for the training activity.

Keeping track of CPD training hours and training 
activities is at the core of validation. A dedicated 
validation framework goes a long way towards helping 
funds take active ownership of their education and 
training needs. Batseta can maintain a reliable and 
structured stream of training activities into the industry 
that is quality assured. 

For this reason, Batseta offers the providers of training 
services the opportunity to register with Batseta. 
Trustees	stand	to	benefit	greatly	from	this	bouquet	of	
training that we will create, and service providers will 
benefit	from	having	their	service	offerings	marketed	on	
the Batseta membership platform.

Batseta has started the process of validating training 
events, training courseware, professional reading and 
other relevant training activities. The aim here is to 
achieve the level of quality of training and development 
of trustees that they need to function effectively for the 
benefit	of	their	funds.	Batseta	invites	all	service	providers	
to submit their courseware, as well as information on 
events to be validated.

All material that has been validated will receive a 
validation number for the duration of the validation. The 
validation process will allow service providers to use the 
Batseta logo on all their training courseware and training 
events	as	agreed	in	writing.	There	is	an	added	benefit	
that service providers’ offerings will be published on the 
Batseta website.

There	are	several	benefits	to	validation.	For	example:

i There is a direct line of awareness to the Batseta 
membership base and designated members for all 
training interventions;

i There is a regulated quality system of training in 
the industry as well as a greater bouquet of quality 
training offerings.

There may be service providers who already have 
institutional accreditation at either a SETA or another 
industry	body.	These	service	providers	would	be	exempt	
from the validation process. Nevertheless, an application 
can still be made to Batseta to regulate the usage of the 
Batseta logo. The necessary proof of accreditation would 
still be applicable.

Batseta is a leading industry body which actively 
contributes towards the advancement of the retirement 
fund industry through engaging with appropriate 
authorities and stakeholders. It undertakes interventions 
which	ensure	that	consumers	are	financially	literate	and	
protected; that the regulatory environment is conducive 
to foster a culture of retirement savings, and that 
retirement funds are active owners of the assets under 
their care.

Batseta aims to contribute towards the personal 
development and growth of its members. The purpose 
is to provide services of high quality in the interests of 
retirement	funds’	members	and	beneficiaries.
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NJMPF recognised internationally 
for excellence

The NJMPF which administer retirement 
benefits for municipal employees in KwaZulu-

Natal, have scooped further awards – this 
time internationally – for good governance 
and offering an economic value-added 
service to all stakeholders. 

Capital Finance International (CFI), a 
London-based print journal and online resource 
organization, reports on business, economics and 
finance. It rewards best practices found anywhere 
in the world through its Awards Programme. 

It has declared NJMPF the 2016 winners in 
two categories; Best Corporate Governance 
Pension Funds RSA and Best Retirement 
Services RSA: “The CFI judging panel is 
pleased, and impressed, with the all-round 
dedication to excellence it found at the NJMPF. 
The judges have come away with the distinct impression that the 
NJMPF’s board of trustees, principal officer and staff are not satisfied 
with merely meeting relevant benchmarks, but determined to raise 
the bar even higher. The panel is happy, and indeed feels obliged, 
to present the NJMPF funds with double recognition: the 2016 Best 
Retirement  Service  South Africa and the 2016 Best Corporate 
Governance Pension Funds South Africa.” 

Sam Camilleri, NJMPF chief executive and principal officer, 
says: “This is the first time an SA retirement fund has won in these 
two categories. It is an exceptional achievement for SA, KwaZulu-
Natal and Durban.”

The culture at the NJMPF constantly reinforces such values as 
transparency, efficiency, loyalty, diligence and excellence. The fund 
takes seriously the protection and savings growth of members over 
prolonged timeframes. Through constant training, refresher courses 
and interaction with senior officials, staff members are made aware 
of their fiduciary duties. Effective processes are in place to ensure 
full transparency, compliance with best practice and adherence to 
the highest standards of corporate integrity.

Members are constantly concerned about protection and growth 
of their lifetime savings. Good corporate governance is critical. If 
governance is weak, with irregular monitoring/evaluating processes, 
members will not have the comfort that their lifetime savings are 
in safe hands. The NJMPF takes prides in its strong governance 
principles and practices. 

The NJMPF fully subscribes to the King III principles on 
corporate governance and strives to implement its recommendations 
wherever practical. For many years the NJMPF has been obtaining 
AAA status from the Institute of Directors Governance Assessment 
Instrument from the Institute of Directors in Southern Africa.   

In addition, for over a decade NJMPF audit reports have been 

free of any qualification. This means there are 
no matters of concern for members. Further, 
NJMPF’s experienced asset managers have 
succeeded in consistently outperforming the 
benchmarks for each portfolio.

Pension fund administration entails more 
than securing consistently solid returns. Here the 
NJMPF shines with sector-leading excellence in 
the delivery of services. It maintains a number of 
initiatives aimed at delivering optimum education 
and communication with all stakeholders and 
safeguarding their interests. 

The NJMPF is also proud of its effective 
communication and education strategy, for which 
it has won several industry awards. And, in 
progressing the agenda for financial education 
and transparent communication, NJMPF has 

launched a new, improved website (www.njmpf.co.za) with many 
beneficial features for members. 

They will now be able to access their benefit statements 
online, anywhere at any time. The NJMPF website provides online 
calculators for home loans, vehicle repayments, budgeting and 
investment. It also contains online educational videos relating to fund 
rules. 

What’s more, the net replacement ratio (NRR) features strongly 
on the website. It can be used to help members plan better for 
retirement.

NJMPF is inspired by its achievements. It will continue to 
maintain world’s best practices to fulfill its responsibility of 
safeguarding members’ benefits.

• To learn more, please visit www.njmpf.co.za 
or call us on 086 106 5673.

Camilleri . . . SA first

Your Fund, Your Savings, Your Future

http://www.njmpf.co.za
http://www.njmpf.co.za


SUSTAINABILITY 1

More on the methodology
Corli le Roux and Makhiba Mollo of the JSE explain the workings of its new 

ESG index and the partnership with FTSE Russell.

The JSE takes a multifaceted approach to 
positioning itself on sustainability issues. This 
approach spans its regulatory role, investment 

products and related services as well as being an 
active participant in the local and global debate about 
sustainable development and transparency.

In regulating listed companies, the exchange’s 
thought-leadership work in espousing corporate 
governance has been prominent. The principles of the 
King code on corporate governance were incorporated 
in the listings requirements since the first iteration 
of the King Report. Some core principles have been 
promoted to mandatory obligations, while companies 
remain obliged to report annually on the extent to 
which the full set of principles have been applied, or to 
explain deviations.

In order to further influence issuer and investor 
behaviour, the JSE in 2004 became the first emerging 
market and first stock exchange to form a Socially 
Responsible Investment Index (SRI Index), to 
recognise the strides being made by SA companies and 
enable investment into those that achieved entry into 
the Index. 

The SRI Index ran for 11 years until December 
2015. It was instrumental in helping companies 
incorporate aspects of behaviour change and 
transparency into everyday business conduct. It also 
provided those investors, increasingly integrating 
responsible investment considerations, with a tool 

to invest in these companies and engage where 
considered necessary.

The SRI Index was also pivotal in driving 
engagement between investors and companies on 
sustainability imperatives. The ESG (environmental, 
social and governance) Investor Briefing is now 
established as an annual event on the JSE calendar.

New directions
The JSE had deliberately taken a developmental 
and evolutionary approach in its efforts to promote 
sustainable business and responsible investment, to 
ensure alignment with global and local developments 
and trends and to remain responsive to the needs 
of its clients. Subsequently the SRI Index evolved 
significantly. Listed companies forming part of its 
assessment also continuously matured in their efforts 
to meet the incremental requirements. 

In progressing this work, the JSE announced 
last June that the next leap on the journey features 
collaboration with FTSE Russell, the global index 
provider. This collaboration saw the JSE adopt the 
FTSE ESG Ratings methodology, aligning with FTSE 
Russell’s evolved ESG criteria and assessment process 
(TT Dec ’15-Feb ’16).

Adoption of the FTSE ESG Ratings methodology 
enables eligible JSE-listed companies to form part 
of a global universe of corporates whose disclosure 
practices are assessed against cutting-edge ESG 
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factors. The comprehensive methodology and 
expanded access to data, foreseen for the near future, 
will provide investors with increased opportunities to 
integrate ESG considerations into their investments in 
various ways. 

The JSE’s relationship with FTSE Russell dates back 
to 2001 when the FTSE/JSE Africa Index Series was 
launched. The extension of the relationship to promote 
and enable responsible investment is the next step in 
the JSE’s sustainability work and an acknowledgement 
of the efforts of corporate SA in the success of the SRI 
Index’s evolution.

Relevant indicators
The ESG Ratings methodology developed by FTSE 
Russell is applied to over 4 000 companies globally. It 
comprises approximately 350 indicators spanning the 
three ESG pillars. 

The pillars are divided into 14 themes each with a 
number of indicators. The diverse indicators are 
tailored for all areas of a given theme covering:

u Qualitative indicators, assessing the quality of 
 management and policies covering a range of 
 elements inherent to the theme;

u Quantitative indicators, measuring the disclosure 
 of quantified data covering elements such as 
 performance, consumption or statistical data;

u Sector-specific indicators;

u Indicators with specific geographical application.

When assessing a company, an exposure score is 
applied as it relates to each of the 14 themes, from 0 
(exposure considered negligible or not applicable) 
through 3 (high exposure). Exposure is measured 
primarily through (a) the ICB Subsectors where a 
company is active, and (b) its presence in specific 
countries. The exposure score factors into a weighted 
score per pillar and overall, with those themes that 
have the highest exposure having the greatest impact 
on the score.

Themes that have an exposure score of 0 are not 
applied and companies are not assessed against these. 
What therefore results is an assessment that reflects 
the ESG themes that are considered to have the 
most relevance to a particular company. On average, 
companies are assessed against about 125 indicators each. 

The assessment process results in an ESG rating of 
between 0 and 5 at various levels; by theme, by pillar 
and overall. The overall rating currently feeds into 
the various indices created by FTSE. They include 
the global FTSE4Good Series as well as the FTSE/JSE 
Responsible Investment Index Series. 

To meet the need of investors for index products 
that reflect ESG imperatives, the FTSE/JSE 
Responsible Investment Index Series was launched in 
October last year. The new index series has replaced 
the JSE SRI Index and features a tradable version. 
Further products are in the pipeline. Flexibility of the 
ratings model also enables the creation of customised 
products.

The index series currently consists of two indices:
– The FTSE/JSE Responsible Investment Index 
 a) A market-cap weighted index calculated on an 
  end-of-day basis;
 b) Comprises all eligible companies which achieve 
  a FTSE ESG rating of 2.0 or above.
– The FTSE/JSE Responsible Investment Top 30 
 Index 
 i) An equally-weighted tradable index calculated 
  on a real time basis;
 ii) Comprises the Top 30 companies ranked by 
  FTSE ESG Rating.

While the data assessment occurs only once a year, 
the indices are reviewed twice annually (in June and 
December) to reflect updates to ratings during the 
preceding six months. Currently the eligible universe 
for the index series consists of companies that are 
constituents of both the FTSE All World Index as well 
as the FTSE/JSE Shareholder Weighted (Swix) All 
Share index. 

At present, this is around 85 companies. However, 
over time the JSE intends to expand the universe to 
cover more JSE-listed companies.  n
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The industry’s preparation for compulsory annuitisation 
indeed saw a flurry of new and innovative products being 
considered for development. For the first time perhaps, 
products aimed at the lower end of the wealth spectrum 
were being designed as default products and many of them 
appear to offer real value to retirees. Industry appears to 
have responded well to the call for lower costs and more 
appropriate products in keeping with the principles of 
Treating Customers Fairly. My hope is that this product 
development continues, even though the compulsory 
annuitisation component has been delayed. 

Some of the key challenges in real reform appear to have 
been glossed over however and it is critical that the industry 
comes to grips with the needs of retirees in a demand-
driven, market-oriented way rather than through forced 
legislation.

The first of these challenges is the level of trust in financial 
institutions amongst the population, most notably those who 
have generally been excluded from any serious financial 
services products post retirement because they traditionally 
cashed out their provident fund. 

Another major challenge is the low level of financial literacy 
amongst many who have little or no idea about how 
financial markets work. These people are easy prey for 
unscrupulous, commission-driven sales people who have a 
history of putting them in an unsuitable product. 

Retirement Benefit Counsellors needed

In my view these issues will render robo-advice and other 
non-human interventions highly ineffective in ensuring 
better retirement outcomes. In Fairheads Benefit Services’ 
experience, servicing members at the lower-income end 

of the market requires high levels of guidance and human 
intervention. However, this guidance comes at a significant 
cost, especially given the high levels of compliance required 
of those providing the service. Government urgently needs 
to set down the framework for the Retirement Benefit 
Counsellor role mooted in the draft default regulations, and 
provide for a reduced level of qualifications appropriate for 
the limited advice that they will offer.

This leads to another key concern around servicing the 
exiting retirement fund member, being that many retirement 
funds communicate to their member through the HR 
department of their employer. This has proven to be a 
convenient and cost effective distribution channel. However, 
it is highly unlikely that HR Officers around the country will 
be particularly enthusiastic about dealing with fund members 
who are no longer part of their work-force. Suddenly, 
retirement funds will need to develop distribution channels 
to talk directly to their members – simple to do if they are 
internet savvy, a little harder when they live on a hilltop in 
rural Eastern Cape.

Critical to ensuring that good outcomes are achieved for 
those at the lower end of the wealth spectrum will be a 
concerted effort by the industry, supported by a practical 
legislative framework which can provide for cost-effective, 
limited advice as well as high levels of ongoing service 
delivery in an appropriate channel. 

RETIREMENT REFORM FOR
“THE LOWER HALF”: WHO’S 
GOING TO PAY FOR THE ADVICE?

WINNER OF THE IMBASA YEGOLIDE BENEFICIARY FUND AND TRUST ADMINISTRATOR OF THE YEAR 2010, 2011, 2012 AND 2015

CAPE TOWN +27 21 410 7500 | SANDTON +27 11 883 9755 | JOHANNESBURG +27 10 100 3316/17 | DURBAN +27 31 368 9260

www.fairheads.com | FAIRHEADS BENEFIT SERVICES IS AN AUTHORISED FINANCIAL SERVICE PROVIDER. FSP NO 18428

By DAVID HURFORD, Director: Fairheads Benefit Services.

The dust on T-Day seems to have settled and through last minute 
compromises, a watered-down reform has been implemented. But are 
we closer to the outcomes so desperately sought by National Treasury 
and the industry at large? Will retirement outcomes for everyday South 
Africans be better under this deal?

http://www.fairheads.com
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SUSTAINABILITY 2

Practical utility 
of ESG data

More people should pay closer attention, Michael Rea* 
urges, for better-informed debate and decision making.

Late last year, when the Economic Freedom 
Fighters held a march to the JSE, it submitted a 
list of 17 “demands”. The EFF appeared ignorant 

of the extent to which JSE-listed companies already 
comply with several.

To demand that companies invest in education, for 
example, ignores a multitude of readily available facts. 
Not the least of them is that companies pay a variety of 
taxes to government that ought to be used – properly, 
effectively and in the absence of blatant corruption and 
maladministration – to provide the level of education 
today’s children require. Add to this the fact that many 
JSE-listed companies voluntarily invest billions – yes, 
billions – of rand in educational support projects and 
bursaries that benefit far more than their complement 
of income-earning employees. 

Those wishing to place an unhealthy burden on big 
business are either ignoring the metadata that is within 
the public domain, or simply unaware of the utility of 
the integrated annual report (IAR).

At the moment, the Financial Services Board ought 
to be enforcing the Code for Responsible Investing 
in SA (CRISA). The code sets out expectations 
for pension funds to evaluate the environmental, 
social and governance (ESG) fitness of companies 

prior to making investments. At a bare minimum, 
the Government Employees Pension Fund ought 
to be championing the full and effective evaluation 
of companies to assess whether they’re reasonably 
meeting societal expectations of, for lack of a better 
term, “fairness”. 

Using publicly available data, the GEPF and other 
big pension funds could be assessing the long-

term sustainability of a company on a wide array of 
factors that extend well beyond the ratio of assets over 
liabilities. For example, whether:

u Companies are using and/or wasting more water 
than the communities in which they operate can 
tolerate;

u Mining companies are actually the most dangerous, 
and then ask why the data proves that five companies 
in the Food & Beverages sector are within the 2015 list 
of ’10 Most Dangerous Companies’ by the ‘Lost Time 
Injury Frequency Rate’ while only two of the top 10 are 
miners;

u Government should continue enacting legislation 



that will further cripple the mining industry, since 
objectively the mining sector contributes more to 
socio-economic development (per rand in profit) than 
any other.

Trade unions really should pay much closer 
attention to ESG data, if only because a properly 

developed IAR contains a plethora of useful 
information that could better inform bargaining 
positions. By understanding key ratios such as 
‘Rands Revenue per Employee’ and ‘Rands Profit per 
Employee’, as well as retrenchment rates and average 
rates of pay compared within industry sectors, unions 
could shift from positions that threaten job security 
to those that partner with business to argue for better 
benchmarks of “fairness”.

Each year Integrated Reporting & Assurance 
Services (IRAS) compiles a database of ESG data that 
is by no means difficult to obtain. Using a self-styled 
Sustainability Data Transparency Index (SDTI), IRAS 
has been able to rank 323 companies in each of 22 JSE-
listed sectors plus state-owned enterprises based on 
whether companies reasonably disclose quantitative 
comparable data for 95 indicators. 

IRAS identifies the companies that fail to disclose 
even the most basic of ESG data, such as ‘Number of 
Employees’. It calculates uncomfortable ratios such as 
the ‘Income Disparity Ratio’ which last year found, 
for example, that the average executive director at 
Mr Price earned in less than a day what it took the 
company’s average employee to earn in an entire year 
(an IDR of over 400:1). 

IRAS also identified a set of companies that 
appeared to be so embarrassed by their prior 
year’s IDR that they managed to manipulate their 
management accounting sufficiently to ensure that 
data wasn’t available to calculate a new IDR. 

Which companies are emitting the most carbon 
into our atmosphere?

Which companies are killing the most workers?
Which companies are retrenching the most 

workers while making obscene profits and paying out 
more in dividends to shareholders?

Which companies are actually committed to 
transformation?

Which companies are protecting the future viability 
of jobs through adequate research and development 
spend?

Which companies are actually “more sustainable”, 
and thus “the better investments”?

All these questions, and many more, can be easily 
answered through ESG data. The likes of the EFF 
ought to query those companies that can’t answer if it 
seriously wants to help change corporate behaviour for 
the better. 

Rather than waste time asking JSE-listed companies 
to do even more to support an education system 
that is already over-funded and under-performing is 
pointless. Asking companies and government to prove 
their worth through measurable progress against 
measurable ESG targets is what needs to happen.

For its part, the FSB ought to start making sure 
that pension funds apply CRISA as well as the United 
Nations Principles for Responsible Investment 
(UNPRI). Employee pension funds are not only there 
to provide post-retirement income, but are also to 
influence the types of change – such as protecting jobs 
– that fund members seek. n

* Michael H Rea is the managing partner at 
Integrated Reporting & Assurance Services 

(IRAS) and the principal author of IRAS’ annual 
review of ESG reporting in SA.
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Unlike most, we think about retirement all the time. Our aim is to 
maximise the final pay-out for every employee – not bulk up our 
fees with hidden costs, and complex formulas. Speak to us. We’re 
the independently-minded experts. 

Visit age65.co.za An authorised financial services provider

SOME PEOPLE
MIGHT BE DENYING 

THEIR AGE. 
But you should be 

thinking about  
their retirement

age65.co.za
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INVESTMENT STRATEGIES

How smart is smart beta?
It can be, but not necessarily always. Doubts arise with burgeoning popularity.

Since March 2011, all JSE-listed companies have 
ostensibly been required to publish an integrated 
annual report or to explain why they haven’t. 

Although this has proved to be nothing more than a 
soft ‘expectation’ that the JSE by its own admission 
(rather surprisingly) has not sought to push, SA 
companies have nevertheless been leading the way 
globally in publishing annual integrated reports. 

For pension funds around the world, the popularity 
of ‘smart beta’ as an investment strategy has grown 
in leaps and bounds. Morningstar, the data provider, 
reckons these assets under management have 
ballooned from $103bn in 2008 to $616bn in 2015.

Why so? Basically, because they’re considered 
to be a halfway house between lower-cost passive 
investment and higher-cost active management. 
They’re intended to adapt passive strategies for above-
market returns by, for instance, excluding stocks that 
have shown the most volatility in previous periods.

A new-born sceptic is Rob Arnott, chairman and 
chief executive of Research Affiliates, the US company 
that developed some of the world’s first smart-beta 
indices. He warns in the Financial Times that the 
soaring popularity of these indices could lead to a 
severe fall in investment performance: “In the next 
three to five years I expect that some smart-beta 
investors will end up very disappointed.”

Research Affiliates recently published a report 
suggesting that some smart-beta funds could go 
“horribly wrong”. It found that many smart-beta 
strategies had outperformed the market because their 

underlying stocks had become more expensive, not 
because of the factors that the indices claimed to have 
generated outperformance.

According to Arnott, chasing performance 
rather than investing fundamentally could have dire 
consequences: “If you buy what has gone up, just 
because it has gone up, you are buying for reasons that 
have nothing to do with valuations and run the risk of 
buying into a bubble.”

David Stevenson, an FT columnist, also has words 
of caution. He he’s found that smart-beta vehicles can 
look cheap, but passive investing often involves lots of 
active trading to accord with index-weighting changes. 
Also, internationally, he’s worried that there are now 
more smart-beta indices than there are large-cap 
stocks: “Many of the more esoteric smart-beta ideas 
simply aren’t scalable and you’ll soon find your returns 
eaten up by front-running.”

His advice:
u Stick with existing fund managers who run 

quantitative strategies that are in turn offered in 
an EFT (exchange-traded fund) wrapper. These 
managers will have to justify it when their strategy 
doesn’t work and will also have a sense of fiduciary 
responsibility;

u Experienced fund-management groups, which 
have been using quant ideas for decades, are best at 
blending the different strategies into one final EFT 
product;

u Investors jump onto dividend-weighted indices 



because of generous yields. But a high yield might 
actually signal a market in distress;

u Keep an eye on costs. Understand what goes inside 
the index (a difficult task), then consider sector-
trackers and EFTs as real alternatives. They’re 

popular with hedge-fund managers because they’re 
an easily-understood cost-effective way to play big 
trends in say defensive stocks (utilities), growth 
stocks (tech) or even quality businesses (consumer 
stocks). n
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Variety of smart beta

Minimum or low volatility

Equal weighted

Value of fundamental 
weighted

Quality

Dividend

Momentum

Size or small- cap

Multi factor

Why you might buy it

Exclude or minimise those stocks with most 
volatility over previous periods. Good at 
avoiding most obviously cyclical stocks and 
an easy way to buy into defensive stocks if 
markets are a bit skittish.

Rather than weight stocks by market cap, 
equal weight all of them. Makes mid and 
small-caps more important. Great news in 
bullish markets.

Weight stocks by their ‘cheapness’ or 
underlying ‘value’ i.e more profitable, 
financially sound, boring businesses are 
more important. Value stocks in past have 
outperformed.

Buy shares in businesses with decent 
balance sheets, paying a decent dividend 
and decent earnings growth prospects. A 
supposedly safer way of playing long term 
equity growth.

Buy more shares in businesses paying an 
above average dividend yield. A good way 
of compounding growth over long term 
from all those dividend cheques.

Buy shares with strong positive momentum 
i.e performing better than the wider 
market. Brilliant idea in bullish markets.

Buy shares in businesses with smaller 
market cap. Brilliant idea in bullish markets.

Buy lots of different strategies above in 
one fund or structure. Cost effective way 
of investing, avoiding the most obviously 
volatile shares. Sensible, boring, strategy for 
pointy head types.

What to be careful about

May end up being very sector focused 
(utilities). Probably underperforms in a bull 
market.

In bearish markets likely to be much more 
volatile (all those riskier smaller stocks).

Value stocks have underperformed over 
many years. Can end up being expensive in 
fees. Not the same as buying a very active 
stock picking fund manager.

Everyone might think quality stocks are a 
great idea and make them expensive.

Could be focused on a few key market 
sectors such as banks (well, before 2008) 
paying chunky yield. Also stocks may be 
high yielding because market has decided 
they’re terrible investment ideas.

Lots of transactions and turnover. Could 
end up being expensive in trading costs. 
Terrible idea in depressed markets.

Likely to be much more volatile than boring 
mega caps. Terrible idea in depressed 
markets.

Boring. Depends on the ‘mix’ of strategies. 
If you get the wrong mix may as well just 
buy a simple broad passive vehicle. The 
‘cook’ doing the blending of recipes needs 
to be very experienced with a great record.

Smart beta explained

Source: David Stevenson/Financial Times



At Old Mutual Investment Group, our fund managers invest their own money alongside yours.

INVEST WHERE THE 
FUND MANAGERS INVEST

Our fund managers are just like you. They’ve got dreams and aspirations, and they want to grow their wealth. 
They do this by investing their own money into the funds they manage. Funds like the Old Mutual Global Equity Fund, 
a Raging Bull award winner for the fourth consecutive year and a consistent top quartile performer over all periods 
and since inception.*

Speak to an Old Mutual financial adviser or your broker about investing 
alongside our fund managers or call 0860 INVEST (468378).

www.oldmutualinvest.com/asinvested

*Global General Equity Category. Source: Morningstar as at 31 December 2015. Inception Date: 17 May1995
Old Mutual Investment Group (Pty) Limited (Reg No 1993/003023/07) is a licensed financial services provider, FSP 604, approved by the Registrar of Financial Services Providers (www.fsb.co.za) to provide intermediary 
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Control Act 45 of 2002. The fund fees and costs that we charge for managing your investment are accessible on the fund’s Minimum Disclosure Document (MDD) or Table of fees and charges, both available on our public 
website, or from our contact centre. Some funds hold assets in foreign countries and therefore may have risks regarding liquidity, the repatriation of funds, political and macro-economic situations, foreign exchange, tax, 
settlement, and the availability of information. Please contact us for risks specific to each country. The Net Asset Value to Net Asset Value figures are used for the performance calculations. The performance quoted is for a 
lump sum investment and in respect of the Old Mutual Global Equity fund. The performance includes income distributions prior to the deduction of taxes and is reinvested on the ex-dividend date. Actual performance may 
differ as a result of actual initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Past performance is not a guide to future performance. Annualised returns are the weighted average 
compound growth rate over the performance period measured. The actual highest, average and lowest actual 12-month return figures since inception to 31 December 2015 are 75.0% (highest), 15.8% (average) and -40.3% 
(lowest). The fund was launched on 17/05/1995. Morningstar and Old Mutual Investment Group calculated the performance of the fund as at 31 December 2015. Old Mutual is a member of the Association of Savings 
& Investment South Africa (ASISA). Market fluctuations and changes in rates of exchange or taxation may have an effect on the value, price or income of investments. Since the performance of financial markets fluctuates, an 
investor may not get back the full amount invested. Distributions reinvested. The Raging Bull award was received on 27 January 2016. Full details and the basis for the award is availble from Old Mutual Unit Trust Managers.
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ESG via index tracking

A new trend in the passive investment space 
is the growth, no less in SA, of benchmarks 
offering Environmental, Social & Governance 

(ESG) principles-led mandates.  
Judith Rodin, president of the Rockefeller 

Foundation, recently wrote in Fortune: “For 
generations, shareholders have warned corporate 
managers not to let ESG responsibility eat into their 
profits. But a growing cohort of investors is sending a 
new message: ‘Do good, or we’ll walk.’”  

Her research shows that this is no idle threat. 
Between 2012 and 2014 global assets managed 
according to ESG principles doubled to more than $6 
trillion. 

It is just the start. Amongst millennials – a 
demographic group that will inherit more than $30 
trillion over the next few decades – 92% believe that 
a company’s competitive edge and profitability will 
be enhanced by investing responsibly. As a result, 
companies are reimagining how they source, operate 
and innovate to advance a healthier planet, which they 
believe will ultimately produce higher returns for their 
investors.

Anticipating this trend, MSCI led the market by 
launching the first ESG index in 2007. Today it has 
200 dedicated ESG analysts who rate the 2 400 World 

& Emerging Market companies. The team annually 
produces 30-page reports on each. To minimise 
tracking error relative to the original MSCI market 
capitalisation indices, stocks are ranked within each 
sector. 

Per sector, 50% of the worst-ranked stocks are 
then removed. This methodology therefore doubles 
overweight exposure to management teams that are 
demonstrating ESG leadership within their peer group. 
This translates into a low-risk strategy with potential 
average annual excess returns above the MSCI ACWI of 
approximately 1%. 

What criteria determine whether a company is 
included or excluded in an ESG index? Essentially 
companies making genuine ESG efforts to positively 
impact the world tend to reap far more profitable 
rewards than companies behind the curve. This is 
illustrated by two examples.

At Starbucks, included in the MSCI World ESG 
Index, founder Howard Schultz had stepped away from 
day-to-day management in 2000. By 2007, the company 
was in a terrible downward spiral. Stepping back in 
2008, Schultz ascertained that Starbucks had become 
soulless. 

Core to his turnaround strategy was a belief that 
“consumers are willing to walk another block and spend 

LETTERS

An undertone of political interventions contrasts with trustees’ primary duty.
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a little more for companies whose values they truly 
trust”. He went about restoring the company’s soul by 
investing in its staff and ignoring short-term quarterly 
earnings calls. 

Given the economic slump, Schultz was under huge 
pressure to cut costs by removing healthcare benefits 
typically not offered to hourly-paid workers. Not only 
did Schultz refuse but he also started offering four-year 
online bachelor degrees via Arizona State University to 
all full- and part-time employees – that’s 140 000 out of 
a total of 191 000 employees – and there is no obligation 
on them to remain at Starbucks after graduation.

So don’t be surprised by their new-found enthusiam, 
and success, to sell you a $4 pumpkin latte. 

By contrast take Walmart, excluded from the MSCI 
World ESG Index, where $7,8bn is the estimated salary 
contribution that the US government is indirectly 
paying to Walmart via social subsidies provided to 
its 500 000-strong American workforce. The subidies 
include food stamps, housing, childcare and healthcare 
grants. Clearly, something is out of whack.

These employees have jobs but are paid below the 
breadline. They’re seen by management as a cost driver 
not as a sales driver. Their morale, productivity and 
customer service is poor and Walmart’s competitors, 
such as Costco, continue to eat the lunch of the world’s 
largest retailer.

As a result of this – as well as public, government 

and investor pressure – Walmart recently increased its 
employees’ minimum wage to $9 an hour. It will have 
a significant impact on operating profit, forecast to be 
down 8% for the year. So with this pay increase has 
Walmart’s business model become more sustainable? 

The answer must be a resounding no. For 
perspective, Costco pays its workers more than double 
that of Walmart at over $20 an hour. Therefore, the 
hidden costs embedded with this business remain a 
huge concern.

But it is worth pointing out that, from an 
environmental viewpoint, Walmart is placing significant 
pressure on its thousands of suppliers to eliminate 
greenhouse gas emissions and to increase recycled 
material within its packaging. This is an example of 
a company getting it right in certain areas but wrong 
in others. Unfortunately for Walmart, inclusion in the 
MSCI ESG indices requires management to proactively 
tackle all the ‘E’, ‘S’ and ‘G’ components of responsible 
business.

For SA institutional investors seeking to support 
ESG investments by voting with their pockets, 
without taking on the risk material benchmark 
underperformance, ESG indices are increasingly 
providing a viable, cost-effective solution. At the same 
time, these indices offer a practical alternative to the 
unsustainable practices of many listed companies across 
the world.

– Craig Chambers, director of special projects, Old 
Mutual Investment Group.

Nkandla on the fringe

The query to SARS in your Gravy column 
(TT Dec ’15-Feb ’16) is perhaps best answered 

by precedent. The remarks about the taxation for 
improvements to the private house of a public official 
reminded me of a story I heard shortly after fringe-
benefits tax was introduced in the 1980s. 

Having problems with various parastatals (nothing 
new there!), the then-government of the Nats (as 
paranoid about security as the ANC government today) 
turned to the private sector for help. A certain leading 
businessman (Mr X) was duly seconded to head a vital 

Chambers . . . pressure and profit
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parastatal.
On arrival at his new office, Mr X was told that three 

motor vehicles would be at his disposal. At any given 
time, should he need to travel anywhere by car, all three 
vehicles would have to depart simultaneously. He would 
be inserted into one of the vehicles, randomly chosen 
by security, and all vehicles would travel along different 
routes to the same destination. This seemed a bit over-
the-top to Mr X, but he dutifully obliged.

A week later Mr X received a frantic phone call from 
his wife. His employer had sent to their home an 

army of construction workers who were uprooting trees, 
building high walls and turning their private residence 
into a Fort Knox. On calling the head of security, Mr X 
was told that he and his family were a high-risk hit for 
the then illegal ANC. It was the parastatal’s policy that 
its senior executives be protected at all costs.

A year later, Mr X submitted his tax return. It 
was rejected by SARS on grounds that it did not 
reflect his fringe benefits i.e. three motor vehicles and 
improvements to his home for which his employer had 
paid. Mr X objected, saying that he had no choice. 

They settled when SARS eventually insisted that he 
pay tax on only one vehicle since he could travel in only 
one at a time. That Mr X had his own private vehicle, 
received as a fringe benefit from his erstwhile private-
sector employer and on which he had already paid tax, 
apparently meant nothing.

Next came the “improvements”. Mr X argued 
that they had been the cause of much marital 

unhappiness.  Their beautiful garden – his wife’s pride 
and joy – had been upended. Vast walls had made it 
impossible to see the garden from the street (as people 
could in those days) and cut of their house from 
neighbours.

Mr X called in landscape gardeners They planted 
new trees, redid the flower beds and made the 
monstrous walls less obtrusive. All this was done at 
Mr X’s own expense. Yet SARS still demanded that he 
pay tax on the “improvements” that the parastatal had 
effected.

Advisers then stepped in to show that the cars and 

improvements were part of the parastatal’s security 
guidelines, approved by cabinet and adopted by 
parastatals. Individuals had no say over what vehicles 
were at their disposal or whether the wall would curve 
graciously around their garden or march right across it. 
Security had decided, and that was that.

Fortunately for Mr X, the advisors did argue that 
parastatals’ security policy applied across the board to 
all persons above a certain level in management. The 
“improvements” could not be a fringe benefit because 
they were necessary steps to protect top management 
during perilous times. SARS conceded, and so no fringe 
benefits were extorted from said executive.

Unfortunately for present discussion purposes, 
however, the analogy ends there. Mr X already had a 
swimming pool, so there was no need to build a “fire 
pool”. Neither did Mr X have a country retreat which 
might have needed a cattle kraal or chicken run to 
ensure that the many guests he had to entertain would 
have the freshest eggs, beef and chicken available.

Thus our current president cannot fall back on Mr 
X’s experience of fringe-benefits tax, especially as 

I doubt that earlier presidents had similarly necessary 
improvements effected to their private residences at 
taxpayers’ expense.

Further, there does not seem to be any policy which 
ensures that the Number 2 in government is subject to 
similarly necessary improvements and security. If there 
were, it could then be argued that there is a government 
security policy that requires the head and deputy head 
of state to have country residences to protect them from 
the striking and delivery-protesting urban mob; such 
rural retreats to be adequately equipped with livestock 
and water and be suitably protected in the event that 
no supplies can get through, or our Number 1 or the 
Number 2 could otherwise starve to death. 

That is a very real threat as, according to reports 
last year, there is insufficient fuel for the SAAF to fly its 
aircraft. So who would send in helicopters with such 
much-needed supplies? The Guptas?

– Trevor McGlashan, 
Johannesburg.
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MANY THANKS TO OUR RESEARCH PARTNERS:  DESIGN:  GREEN GRASS DESIGN  

 EVENT HOSTING:  INVESTMENT SOLUTIONS 

 MEDIA:  TODAY’S TRUSTEE MAGAZINE
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INTEGRATED REPORTING & ASSURANCE SERVICES (IRAS), author of SA’s only 
fully comprehensive review of Environmental, Social & Governance (ESG) reporting 
for the more than 300 JSE-listed companies, has set aside Wednesday the 7th of 
September as the launch date for the 4th annual ESG research report. 

Hosted by Investment Solutions – at its Sandton Offi ces – the launch event is structured to 
provide a summary of more than 250 pages of research results, as well as an opportunity for 
pension funds and other Investors to interact with key ESG reporting role players responsible 
at JSE-listed companies.

DATE: WEDNESDAY 07 SEPTEMBER 2016

VENUE: Investment Solutions (Alexander Forbes), corner of West St & Rivonia Rd, Sandton

TIMES: 08h00 to 09h00 Registration & Welcome Networking Session
 09h00 to 12h00 Presentation of 2016 Research Results (including coffee break)
 12h00 to 12h30 Presentation of 2016 ESG Reporting Awards 
 12h30 to 13h30 Networking Lunch
 13h30 to 15h30 Facilitated Round Table Discussion & Debate 
 15h30 to 17h30 Networking Cocktails

COST: LISTED COMPANIES 
 R4 000 (less R500 for any company providing feedback within our research process). 
 Includes hard and soft copies of the report, and a soft copy of the relevant industry-specifi c ESG database   
 (for performance benchmarking).

 TRUSTEES & INVESTORS 
 R4 000 (less 10% discount for Today’s Trustee subscribers). 
 Includes hard and soft copies of the report, and a soft copy of the relevant 
 industry-specifi c ESG database (for performance benchmarking).

DEADLINE: Bookings must be made by no later than 19 August 2016

CONTACT: sdti@iras.co.za

 DATABASE: To purchase a copy of IRAS’s ESG database – 
   at a cost of R40 000 (10% discount for Today’s Trustee subscribers) 
 ADVERTISING: To book advertising within this year’s research report – 
   at a cost of R30 000 per full-page advertisement 
 CONTACT:  Michael H Rea at michael@iras.co.za

mailto:michael@iras.co.za
http://www.iras.co.za
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Back in the 1980s, the Oliver 
Tambo-led ANC was massively 

successful in getting foreign investors 
to withdraw from SA.

These days, unless there’s a prompt 
change in premiership following the 
Concourt decision on the Public 
Protector, there’s a huge danger that the 
Jacob Zuma-led ANC will do the same.

uuuuu

And if SA is relegated to junk 
status as an investment 

destination, there’ll be a singular 
benefit. It’s a mathematical certainty 
that the black-ownership proportions 
of the equity in JSE-listed companies 
will shoot upwards.

Big institutions from abroad, like 
pension funds, will be obliged to pull 
out. Almost half of the free floats in 
the Alsi’s top 40 companies is owned 
by foreigners. Those who depart will 
be replaced, probably on a significant 
scale, by SA pension funds which 
have millions of black members.

Then the JSE will be much more 
inclusive than Cyril Ramaphosa 
prefers to suggest. One might as well 
try to look for a bright side. 

uuuuu

It was Nobel laureate Paul 
Samuelson who pointed out that 

economists had predicted nine of the 
last five recessions.

When taking fright at the present 
consensus, think about it and feel a 
little better.

uuuuu

Jamie Dimon and Warren Buffett are 
leading an initiative for the world’s 

largest fund managers to resolve the 
ongoing conflict between management 
autonomy and shareholder rights.

There’s a touch of irony in this. 
Dimon is chairman and chief 
executive of JP Morgan Chase; Buffett 
is chairman and chief executive of 
Berkshire Hathaway. By combining 
the two roles, they wouldn’t reach first 
base were the King code on corporate 
governance in SA applied to them.

What’s more, Dimon sets a 
fine example for the elevation of 
shareholder rights. On top of a $1,5m 
salary and $5m cash bonus, his 
compensation package for 2015 was 
increased by 35% to $27m.

Glad to see he’s doing so well, as 
if he was an innocent in the 2008 
financial crisis.

uuuuu

Some senior employees at the 
Financial Services Board haven’t 

the time to enjoy holidays. In the 
past two years, executive officer 
Dube Tshidi and now-retired chief 
operating officer Gerry Anderson 
were respectively paid R803k and 
R970k for commutation of leave.

That shows real commitment, 
doesn’t it?

uuuuu

On the subject of the FSB, 
there must be good reasons 

why it wants to keep confidential 
the reports of Justice O’Regan 
and KPMG into the cancellation 
of dormant retirement funds’ 
registrations. Were it to release them 
unconditionally to deputy executive 
officer Rose Hunter, it would be 
shot of the expensive litigation that 
threatens.

So, to get a sense of the good 
reasons, await the replying affidavits. 
Or the response if there’s an 
application under the Promotion of 
Access to Information Act for the 
reports.

uuuuu

In the Zuma/Gupta flare-up, 
recall the wisdom of a legendary 

Johannesburg stockbroker.
Max Borkum was forced to the 

sceptical observation:  “Blood is 
thicker than water, and money is 
thicker than blood.” When there’s 
both blood and money . . .  n

uuuuu

Congrats, Rupert!

GRAVY
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The Advantage of Knowing

Liberty Group Ltd – an authorised financial services provider in terms of the FAIS Act (Licence No. 2409). Terms and conditions apply.

If you’re going to use passives to lower the investment costs on your retirement fund,  

shouldn’t you be using the one with the lowest costs in the country? Get the Liberty advantage,  

call 0860 222 322, visit www.libertycorporate.co.za, or speak to your adviser or broker.

We know 
how low-cost 
investing can
cost even less.

LIBERTY CORPORATE introduces the lowest 
cost retirement fund passive in SA, with 
a zero-tracking error, at no extra cost.

http://www.libertycorporate.co.za


“Higher!” your child calls as you give her a push. The wind 
tousles her hair, and you don’t give a thought to the 
rigidity of the swing’s chains or the sturdiness of the 
frame. As her toes touch the sky and she squeals with 
delight, you realise that the things you trust most, 
never stop working to earn it.

To fi nd out how Coronation can earn your trust, speak to 
your fi nancial advisor or visit www.coronation.com

Coronation Asset Management (Pty) Ltd and Coronation Investment Management International (Pty) Ltd 
are authorised financial services providers. Trust is EarnedTM.
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THE FEELING 
OF FLYING 
WITHOUT 
THE FEAR 
OF FALLING.

http://www.coronation.com
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