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FIRST WORD
Institutional investors, committed to CRISA, will need to decide how
they’ll vote at the shareholder meetings of mining houses afflicted
by the Marikana disaster. Will they support managements, or won’t
they? Will they explain why they vote as they do, or won’t they?
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FIRST WORD
Taking sides
Tough choices will have to be made by institutional owners of the mines
affected by wildcat strikes. Abstention is not an option.

N

o sooner does the Code for Responsible
Investing in SA (CRISA) look to be
gaining traction that it faces a baptism of
fire. Effective from earlier this year, institutional
signatories will need to decide how they’ll vote at the
forthcoming round of shareholder meetings held by
Marikana-afflicted mining houses.
Will these direct shareholders support the mining
houses’ managements, or won’t they? Will they
explain to indirect shareholders (e.g. pension funds
on whose behalf they act) why they vote as they do,
or won’t they? Will they approve the remuneration
and reappointment of directors? It could be a case of
damned if they do and damned if they don’t.
In a similar predicament could be the pension
funds of trade unions. For they too have votes, either
in their own names or through the instructions
given their asset managers. Union trustees may have
a difficult time of it, making calls in the interests of
the funds and not necessarily in accordance with the
biases of their respective unions.
If they neither instruct their asset managers nor
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exercise their votes, they’d be asleep at the wheel.
If they complain after the event about how their
asset managers have voted or not voted, they’d be
ineffectual.
So complex are the issues that the rights and
wrongs defy clear delineation. Even the wisdom of the
Farlam commission’s hindsight cannot be conclusive
on whether one mine was right to have succumbed
to the demands of wildcat strikers (undermining
collective-bargaining structures) or another wrong
to have proceeded with dismissals (upholding
legally-binding agreements). Institutional investors
will need to make judgment calls, for which they’re
poorly equipped, or hold their peace, which CRISA
discourages.
Such is the intensity of emotions over Marikana
that there’s no saying where or how the aftershocks
might ultimately be quelled. Perish the thought that
the mining houses’ institutional owners, seeking
to apply reason and fairness over expedience and
evasion, find themselves at a focus of mob attention;
or, less dramatically, that asset managers lose client
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restart production. It did not in the sense of
leapfrogging legal process. It did in the sense
of applying solid policies of corporate social
investment, proudly proclaimed, but not in
the sense that the Bench Marks Foundation
has dismissed them as “lies”.
Moreover, there’s a long history of what
the mines have attempted to do – but
contentiously been stymied from doing –
notably to improve workers’ accommodation
since the abolition of pass laws. Local
authorities might not be guiltless either.
Similarly, contention will persist on
responsibility for educating workers about
the potentially calamitous financial impacts
Marikana outrage . . . posers for owners
for them of illegal strikes on the risk benefits
Photo: Independent Newspapers provided by pension funds. If fingers are to
be pointed at the mining houses, they might
mandates for sticking their heads above politicallywell be pointed at trustees and trade unions
targeted parapets.
too. If there have been educational processes, constant
All the affected mining houses – Lonmin,
and not reactive, they patently haven’t worked.
Goldfields and Amplats being the first – are
On top of this, from the specific perspective of
significantly owned by institutions. These institutions
institutional shareholders, is a lack of clarity on the
act as fiduciaries for end-beneficiaries such a
meaning of ESG investment criteria that they’re
members of pension funds, including thousands of
committed to advance. Here, to name one, the
mineworkers.
“governance” criteria go well beyond box-ticking on
A primary intention of CRISA, signed by the
whether the investee company has separated the roles
largest SA asset managers and pension funds, is for
of chairman and chief executive. Marikana opens
shareholders to act as owners. CRISA is their tool for
unchartered waters throughout the ESG domain,
directors of investee companies, in this instance the
brilliantly illustrating the importance to the longmining houses, to be held accountable for application
term “sustainability” of investee companies that these
of environmental, social and governance (ESG)
criteria embrace.
policies that promote business “sustainability”.
It’s easy to pinpoint the problems. Solutions are
The monitoring and oversight roles are with the
another matter. To the extent that it’s possible to
owners. They have voting power as shareholders
predict anything, it’s that the looming shareholder
over the directors. Marikana focuses the mind,
meetings won’t be relaxed occasions to enjoy tea
taking owners from the quiet niceties of corporate
and biscuits; unless, that is, the institutions cop out
engagement on ESG to the hard consequences of
and relegate CRISA – with it King III on corporate
public gaze. Their pronouncements will carry clout,
governance and Regulation 28 of the Pension Funds
and risk, as representative responses.
Act that also enshrine ESG -- to the scrap heap of
Not only have different mines behaved differently,
nice-to-have theory.
n
but one mine could be held to have behaved correctly
in one sense but not another. For instance, Lonmin
Allan Greenblo,
ensured “sustainability” in the sense of rushing to
Editorial Director
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Multi managers are evolving
to serve clients better
Nersan Naidoo, chief executive of Sanlam Multi Manager
International, shares his thoughts on how clients stand to
benefit from the evolution in the multi-manager environment.
Evolution is an ongoing process in the global investment landscape, and South Africa is no exception. Financial institutions must also evolve
if they are to serve the needs of their clients effectively.
Over the past decade, a number of themes have
played out on the global stage and the pendulum
has certainly swung. Prevailing wisdom is being
challenged, reconsidered and reversed. Multi
managers first entered the scene in the 1980s,
when it became clear that selecting managers
who could consistently outperform the index was
a skill in itself.
What followed was a proliferation of white-label
fund of funds, the growth in popularity of absolute-return investments, and a move towards
specialist mandates in a market characterised by
low interest rates, low inflation and bull market
returns.
But then the global financial crisis brought with it
a volatile and uncertain market environment, increasing regulation, and a move back to balanced
mandates as well as a sharp focus on managing
costs and reducing Total Expense Ratios (TERs).
In this increasingly complex environment, it is
the multi managers’ ability to create simplicity
for their clients that sets them apart. While in
the past multi managers could successfully offer
off-the-shelf solutions, the needs of clients have
changed as the market has evolved. In light of
this, multi managers have also changed.

Sanlam Naidoo.indd 2

Overseas, multi managers moved into a space
called fiduciary management. In South Africa, it
is called “implemented consulting”. In essence,
the implemented consultant now looks at creating additional value for the client by offering all
the investment services across the value chain:
from managing risk, to investment advice, to
implementation, governance, administration and
all other services along the way.
It means the multi manager has moved away
from being simply a product provider to being a
provider of a holistic, value-added solution. The
multi manager uses its skills base and infrastructure to make life easier for the client.
Through the implemented consulting process,
the multi manager partners with the client to
construct one-of-a-kind solutions. They not only
incorporate all the variables multi managers usually consider when constructing portfolios, but
also an in-depth understanding of the risk and
return objectives of the client. Because the construction of each portfolio starts with an in-depth
understanding of the client’s need, each solution
is unique.
The advantages of this new approach for clients
are notable, particularly as the investment space
continues to become more complex and challenging. It offers a fresh, simple way of doing
business.
If implemented well, it can provide a real competitive advantage to their clients’ business.

11/20/12 3:16:40 PM
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This includes not only the construction of tailored portfolios, but also an increased focus on
risk-management and reporting to aid clients in
meeting the ever-increasing regulatory burden.
The sector is also increasingly partnering with independent financial advisors, empowering them
to construct solutions that are targeted at meeting the needs of their specific client base. The
days of pre-packaged products are gone. Instead,
the industry has evolved into a consultative and
inclusive model that offers solutions across the
supply chain.
In addition, by offering solutions across the value chain, total costs are decreasing. Established
companies with access to a cross-section of services are likely to take the lead in managing
TERs.
To the end client, this process is largely invisible.
After all, the outcome has been very beneficial:
a simplified investment process that is more cost
effective. For the multi manager industry, it has
meant a change in responsibility for its staff, a
renewed structure, and a shift away from doing
business the way conventional wisdom would dictate.
However, it is clear that the evolutionary process is by no means completed. Through this process, we’re still likely to see significant change
ahead.
We are evolving to serve our clients better and
at lower cost. This is an extremely positive move
and we are excited by these developments. It
can only lead to improved outcomes our clients
and consequently must also be positive for the
industry.

Sanlam Naidoo.indd 3

Naidoo . . . improved outcomes
About Sanlam Multi Manager International
Sanlam Multi Manager International (SMMI) designs and blends unique portfolios by identifying,
selecting, and combining the best managers with
the aim of optimising returns in the long run.
Based on a deep understanding of our respective clients’ investment aims and fundamental
insight into how they perceive risk, SMMI is able
to construct portfolios that help clients achieve
their investment goals.
SMMI has been a force in the local market since
2002. It offers both institutional and retail solutions that are designed to meet a variety of
investment needs.
For more information, visit www.smmi.com.
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PENSIONS & SAVINGS REFORM

Action plans
T

urn them this way or that, agree with
some proposals or disagree with others, but
there’s no way that National Treasury can be
faulted either for the detail in its discussion papers on
promoting household savings and retirement reform;
for the research and analysis that lie behind them, and
for the lucidity of their presentation.
Make no mistake,
however, that they have the
makings of a small tsunami
for retirement-fund service
providers and customers. For
all the regulatory interventions
that await, few seem undue
or unnecessary conflicts
with free-market principles:
to enhance consumer
protection and improve the
user-friendliness of financial
products so that, through
a carefully-crafted mix of
carrots and sticks, the levels of
household and hence national
savings will strengthen to the
benefit of individuals and the
country as a whole.
The basis has been laid
for exhaustive consultation
and debate on the four
papers so far released, providing meat to the bone of
the Strengthening Retirement Savings: Overview of
the 2012 Budget Proposals document put out in May.
The period for comments on it closed at end-July. These
papers are the sequel. Constant themes relate to product

Pension & Savings reform.indd 2

costs and ways to improve the net after-charges amounts
that ultimately reach the pockets of product purchasers.
The four papers are on enabling a better income
in retirement (Paper B); preservation, portability
and governance for retirement funds (Paper C);
incentivising non-retirement savings (Paper D), and
improving tax incentives for retirement savings (Paper
E). A fifth (Paper A), on
retirement-fund costs, is
scheduled to follow.
Industry leaders will
doubtless respond vigorously,
not least because the modus
operandi and bottom lines of
service providers stand to be
impacted for better or worse.
But the papers deserve also to
be studied by a broader range
of industry participants,
notably fund trustees (who’re
supposed to help members
receive advice) and financial
advisors (whose livelihoods
can be affected), simply for
a clearer understanding of
retirement issues.
And with these papers
being quantum steps for
near-term reforms, they set
the path for more holistic reforms over the longer term.
That said, the four papers (available on National
Treasury’s website) should be read as a whole rather
than nit-picked. Otherwise, context is lost and the
landscape obscured.
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PAPER B

On better retirement income
National Treasury reviews the annuities market, and finds it wanting.

W

hen most members of pension funds retire,
suggests this paper, they often choose (on bad
advice) an inappropriate annuity product that leaves
them even more vulnerable as they age and are no
longer able to earn their own incomes.
The value of the annuities market has grown from
about R8bn in 2003 to R31bn in 2011. In 2003, 50%
of single premiums were used to buy conventional
life annuities (the only products offering longevity
protection). By 2011 this number had fallen to 14%.
The paper looks at the products’ respective merits
and flaws because, it notes, many employees when
they retire are left to the retail market. Here they
must bear the risks of retirement on their own. These
include “the risks of poor or commercially-biased
financial advice and high charges”.
Examined are living annuities:
Essentially investment accounts provided by life
insurance companies, the policies must pay an income
of between 2,5% and 17,5% of the account value to the
investor annually. They’re complex products.
Individuals who buy them must make and continually
review decisions that involve difficult trade-offs e.g. how
much income to drawn down, in what underlying assets
to invest and which provider to choose.
Charges appear to be “very high”. The median
level, excluding guarantee charges and performance
fees, appears to be more than 2% of individual
balances per year, and may be much higher. Annual
charges of 2% represent 40% of the income than an
individual is drawing and will consume 20% of the
policy’s value over its life.
As for conventional annuities:
Only about 20% of retirees choose them. Purchases
appear to be driven strongly by short-term
considerations and sales incentives.
In particular, it adds, the commission earned

Pension & Savings reform.indd 3

by brokers for selling a living annuity may be up
to 10 times larger over the product’s life than the
commission for selling a conventional annuity.
Large market players rate individual purchasers
of conventional annuities only by age and sex: “As a
result, poorer individuals, or those who are ill, may
elect not to purchase conventional annuities because
they represent relatively poor value. For those who
do purchase them, conventional annuities appear to
be reasonably priced. Value for money may be lower
for those buying cpi-linked products.”
It points out that holders of living annuities are
subject to a host of charges, most being paid from their
fund balances: costs of financial advice and brokerage
fees; platform fees to the provider; asset management
and performance fees to the asset manager; audit fees,
trustee fees, brokerage, vat and securities transfer
taxes. These reduce the returns on the underlying
funds and “exert a substantial effect” on the income
that individuals can obtain from their living annuities.
Under consideration by National Treasury are
certain policy options that can reduce the costs of
living annuities and the amount of financial advice
required:
u Create a new tax-free vehicle based on collectiveinvestment schemes. It will not permit investment
choice, although individuals could choose
between different underlying investments and
switch from one vehicle to another;
u Restrictions on permitted drawdowns will remain.
They must incorporate all charges and may be
age-related;
u Commissions for intermediaries will be more
strictly regulated;
u To increase assistance to retirees, being considered

11/20/12 3:18:59 PM

10

Today’s Trustee Dec 2012/Feb 2013

is that all funds select a default retirement-income
product (conventional annuities can qualify) to
which members are automatically enrolled but
may opt out if they wish. All default options should
include a minimum degree of longevity protection.
Under some of these options, says the paper,

insurance companies may struggle to bear
significantly more long-term risk at a reasonable
price: “Government is willing to explore ways in
which (these) risks borne by the private sector
can be shared by the public sector”. A possibility
is reinsurance through selling longevity-linked
bonds.

PAPER C

On preservation, portability and governance
Treading carefully into certain sensitive areas.

U

nchallengeable is the proposition that a
lack of preservation – employees cashing in
their pensions when they switch jobs – is the single
greatest enemy of retirement-savings accumulation.
For one thing, it defeats the glorious miracle of
compounding. For another, it throws out the whole
purpose of funding for the long term.
Preservation of benefits until retirement age
should be a no-brainer. In fact, it isn’t. This is most
forcefully evidenced where dismissed mineworkers
at Marikana have resisted reinstatement because they
want immediate cash, from their pensions, to pay off
the loan sharks who’ve entrapped them.
To make preservation mandatory is far from easy,
given its troubled history (TT Cover Story SeptNov ‘12). National Treasury is treading gently. Such
are the exceptions and allowances that the version
proposed is Mandatory Lite.
Importantly, accrued or vested rights will be
protected. In other words, current fund rules will
apply even after the legislation takes effect. So those
who’re now members of funds which allow them to
cash in on leaving a job – the common practice – are
unaffected.
Once the legislation is implemented, new
fund members who’re retrenched will still be able
to withdraw “sufficient funds”. Options being
considered are:
u Allowing full access to funds when leaving
employment, but levying a tax that would be a

Pension & Savings reform.indd 4

disincentive to withdrawal;
u Permitting partial access to a cash lump-sum
before retirement, but requiring preservation for
the remainder;
u Monthly withdrawals for individuals unable to
find new employment;
u Full preservation of existing assets’ growth or of
new contributions.
Retirement funds, its says, will be required to
“nudge” members to save for the long term by
creating “appropriate defaults biased towards saving”.
For example, funds would have preservation sections.
When members leave their jobs, their savings would
be defaulted into such a section unless they indicate
otherwise. (This is clever because the lethargy
pervasive amongst members inclines them towards
default options.) And to promote great portability
– the ability of an employee to transfer savings from
one fund to another – all funds will be required to
accept accumulated savings of new employees.
On the governance of pension funds, it’s noted
that “many trustees may lack the competence
and necessary skills” to act in the best interests of
members. Accordingly, compulsory trustee training
is being considered and the elevation of Financial
Services Board circular PF 130 (on good governance
of funds) to a directive status is proposed. It would
then be legally enforceable.
Further to improve governance and management,
there’s the prospect of the principal officer’s role being

11/20/12 3:18:59 PM
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National Treasury’s reform trio . . . Ismail Momoniat, Olano Makhubela and David McCarthy
professionalised: “This will possibly entail having
the principal officer play an executive role on the
(fund’s) board, with responsibility for the day-to-

day running of the pension fund. Accountability,
however, will always remain with the board of
trustees.”

PAPER D

On non-retirement savings
Need to stimulate individual household savings and the national savings rate.

I

t will be off a base that’s pitifully low: so low
that, at the individual level, far too many people
invite old-age penury mitigated only by reliance on
the state; at the national level, economic growth is
constrained by inadequate capacity for investment.
Part of the problem, to incentivise discretionary
non-retirement saving, is that SA’s tax-free interestincome thresholds are not sufficiently visible and
restrict individuals’ investment options to those that
bear interest.
National Treasury proposes that the current
thresholds be increased by replacing it with a broader
tax-incentivised vehicle that comprises two types of
accounts:
u Interest-bearing accounts which may invest in
bank deposits, retail saving bonds or interestbearing collective investment schemes (CISs) such
as money-market funds;
u Equity accounts which may invest in CISs that
hold JSE-listed equities or directly own property.
Within these tax-preferred vehicles, earnings

Pension & Savings reform.indd 5

and capital growth will be exempted from income
tax and contributions made from after-tax income
will be capped. For both components combined,
the proposed limits per individual are R30 000
annually and R500 000 over a liftetime (periodically
adjusted for inflation). There may also be “transition
mechanisms” such as allowing taxpayers to invest
more of their lifetime limits, the older they get,
beyond the annual caps.
The idea is clearly to encourage households –
really, households with lower to middle taxable
incomes – to save through the tax system. Present
thresholds, notes the paper, cost the fiscus over R3bn
a year. The proposed thresholds will presumably cost
it considerably more, provided they work, but at a
cost well worth it in terms of the advantages to the
national economy of a deepened savings pool for
domestic investment that in turn has the potential to
increase tax revenues.
Why do people not save? The paper cites
behavioural-economics research that “people often
make decisions which do not appear to be in
their best interests”. They procrastinate, putting

11/20/12 3:19:05 PM
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off things such as saving for retirement. They
stick with the default option, even if it isn’t the
best. They avoid decisions that are too complex.
They’re readily confused and prone to accepting
misleading advice.
Behavioural economics also suggests:
The sole focus on the impact of tax on the rate of
return is no longer appropriate in considering the
design of policies to encourage savings;
The need is rather product design and savings
incentives that can overcome problems of selfcontrol in individuals’ savings decisions and limited
financial-planning skills;
Essentially, savings are a self-control problem
driven by the strong bias in preference towards
present as opposed to future consumption.

These are practical realities of which National
Treasury is keenly aware. As a means to address
them, the proposed tax-favoured vehicles for nonretirement savings “will have to be implemented
along with a range of other measures”. These include
“more transparency in financial-product operation,
measures to reduce the costs of savings products, as
well as educational campaigns to improve financial
literacy and the savings culture”.
As measures to promote preservation of
retirement savings are introduced, the paper
points out, these new accounts will provide an
alternative for short to medium-term saving to
meet consumption needs. A consultation period on
the design options and phasing-in will precede the
finalisation of these proposals.

PAPER E

On improved tax incentives
Ways to establish a simplified and uniform model for retirement savings.

A

t present there are separate dispensations for
the tax treatment of pension, provident and
retirement-annuity funds, both in the contributions
to them and the benefits from them.
As a business expense against tax, employer
taxpayers can deduct contributions to pension
or provident funds of 10%-20% of the ‘approved
remuneration’ of employees. In the case of tax-exempt
entities, there are effectively no limits on the size
of deduction. These contributions aren’t part of
employees’ taxable incomes.
For their part, employee taxpayers may not claim
a deduction on their own contributions to provident
funds. But on pension funds they may claim a
deduction on contributions to a 7,5% maximum
of ‘retirement-funding employment’ income. With a
retirement-annuity fund, a maximum 15% deduction
of ‘non-retirement-funding employment’ income may
be claimed against contributions.
This tax regime, where the different concepts are
defined, is highly complex. It requires administrators
to monitor the original dispensation under which
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contributions were made, the paper notes, and
restricts movement between different fund types.
Two further problems are identified:
u The tax emption has no nominal monetary
cap in the case of higher-income employees. This
allows them to make tax-exempt contributions
“way in excess of the amount required to maintain
a reasonable standard of living in retirement”;
u Tax-exempt employers are able to assist employees
in postponing tax by making large contributions
to pension or provident funds rather than paying
by cash income.
Expanding on proposals in the 2011 and 2012
Budgets, the paper refers to three distinct tax
calculations although in practice the same value is
attributed to ‘approved remuneration’ and ‘retirementfunding employment’ income. Rules of retirement
funds typically define ‘pensionable salary’ for
purposes of contributions made by employer and
employee, as well as (where applicable) the value of

11/20/12 3:19:06 PM
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the benefit payable for fund-provided risk benefits.
Normally, where a retirement fund has only one
contributing employer, the fund rules may define the
actual ‘pensionable salary’ (income from ‘retirementfunding employment) as fixed remuneration (salaries
and wages) only. This would exclude such variables as
commissions, bonuses and overtime. With umbrella
funds, the rules normally allow the contributing
employer to determine the components and value of
the ‘pensionable salary’.
Respective contributions to a fund of the
employer and employee are based on the employee’s
salary, but in most cases not on the full salary. So
many individuals can, where they contribute to a
retirement-annuity fund, additionally claim a tax
deduction because a portion of their salary is not
taken into account when calculating the employee’s
and employer’s contributions.
A more effective tax regime should be broadbased, easy to understand and administer, restrict

abuse and be equitable so that incentives don’t
advantage some taxpayers over others, and be
measurable in terms of the incentives having the
desired impacts.
To these ends, one proposal is that there should
be no adjustments in calculating ‘remuneration’ for
the employment-income leg: “By allowing individuals
to use their ‘remuneration’ as a base, the regime is
simplified for employees as well as for the employers
that have to process the deductions. The benefit that
will result from an exact calculation of employee
income does not justify the administrative cost that
such a calculation would necessitate.”
With any tax regime at any time, success relies on
simplicity for understanding and administration as
much as it does on perceptions of fairness and equity.
These are the clear goals National Treasury has set
out to achieve. In the process, there’s reason to hope,
they’ll help to kick up SA’s household savings from
their dangerously dismal levels.
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Southern Africa’s leading independent service provider of
beneficiary funds and umbrella trusts
Established in 1925 as a niche fiduciary services group.
Call centre 0860 102 919 (share call)
CAPE TOWN
Tel +27 21 410 7500
Fax +27 21 410 7994
E-mail benefitservices@fairheads.com

SANDTON
Tel +27 11 883 9755
Fax +27 11 883 4791
E-mail giselle@fairheads.com

JOHANNESBURG
Tel +27 10 100 3318/16
Fax +27 11 86 5464 511/054
E-mail davis@fairheads.com

DURBAN
Tel +27 31 368 9260
Fax +27 31 368 9270
E-mail andile@fairheads.com

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

Trust and Beneficiary Administrator of the Year 2010, 2011
and 2012, Imbasa Yegolide Awards
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Government debt will depress
real returns on bonds
This year it has become increasingly apparent that, given the extent of the developed world’s government debt mountain, investors
will be affected by measures to overcome it for many years into
the future.

Sanlam Investment Management (SIM)
chief investment officer Gerhard Cruywagen
tracks history to look forward.

To better understand how this could potentially impact on financial
markets and investors, our asset allocation and investment teams
conducted intensive research into how financial markets have responded through history to similar challenges. We looked back as
far as 1900.
In summary, we found that such high ratios of debt to gross domestic product (gdp) can be resolved in one of four ways: 1) high gdp
growth, which would result in a drop in debt as a percentage of gdp
and an increase in tax revenue; 2) a massive default on commitments; 3) an implicit default via inflation; and 4) austerity measures,
which would imply fiscal discipline and we believe also financial
repression as adopted by the US after World War II (a policy mix
that governments employ to channel funds to themselves).
Based on our analysis, however, we expect the latter scenario to
prevail i.e. governments continuing to rely on austerity programmes
and financial repression to surmount their debt obligations in the
long term.
Austerity is achieved through fiscal
discipline – higher taxes and lower
government spending. Meanwhile, financial repression occurs when government intervention and regulation
of capital markets increases so that
they can channel savings into government debt and thereby fund their
significant debt obligations. These
periods are usually characterised by
low or negative real interest rates.
Given the magnitude of the developed world’s governments’ direct
and contingent liabilities, we believe
it will take a long time to achieve a
sustained improvement in government debt levels via austerity measures. As a result, governments
are likely to continue promoting policies that result in financial repression – maintaining downward pressure on real yields for an
extended period.
In light of this, we recently decided to reduce our long-run realreturn assumption on long-term fixed-rate interest-bearing assets
to 1% on global assets. Given it is a global crisis and SA is unlikely
to escape these trends, we simultaneously reduced the real return
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Cruywagen . . . austerity impact
we expect on local bonds to 2%.
These long-run real required return assumptions are integral to
SIM’s pragmatic value investment philosophy because they help
us determine the underlying intrinsic
value of assets. The numbers we use
are based on historical realised returns but also take into account relative risk considerations.
As a result of our decision to reduce
the long-term real returns we expect
from bonds and the recent weakening in bond yields, we reduced our
underweight exposure to domestic
bonds in early November after increasing it in July when SA 10-year
long bonds were yielding 6,8%.
However, given the huge debt challenge confronting governments
around the world, investors would be well advised to lower their
expectations for long-term fixed interest returns.

www.sim.sanlam.com
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When you’re responsible for other people’s
futures, you need to know what you’re doing.
At Sanlam Investment Management we follow a pragmatic, value-based approach
to investing. This means we follow the most rational investment route to grow your
wealth over the long-term. To find out how we can charter your way forward
visit www.sim.sanlam.com. We’re as ambitious as you are.

www.sim.sanlam.com

LICENSED FINANCIAL SERVICES PROVIDER

Investment Management
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UMBRELLA FUNDS

A fit for all?
Not necessarily.
Larger standalone retirement funds might be better off, from a costs
perspective amongst others, remaining as they are.
But they may well find themselves with little choice.

T

here’s a shutting of shops amongst larger
administrators of standalone retirement
funds. Unless the standalones can find
suitable alternative administrators – smaller in size
and relatively few in number, if not limited in systems
capacity and experience too – the standalones
might be virtually pushed into multi-employer
arrangements.
Latest example of a bigger administrator is Old
Mutual. After careful introspection, it says, it has
decided to move away from offering administration
services for standalone funds: “Instead, we will
focus on maximising the benefits we offer through
cost-effective umbrella funds, our pre- and postretirement member support services and our
industry-leading investment and risk solutions”.
The reasoning, probably not untypical of other
larger administrators likely to follow, relates to a
re-evalution of its business model. In plain language,
it implies that insufficient profits are made from
the administration service on its own. Better profits
are from cross-selling of investment and risk
products from within an umbrella fund’s sponsoring
institution. Life offices, commonly the umbrellas’
sponsors, have these products in abundance.
Mutual, which plans to close its standalone-fund
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administration by the end of next year, explains: “The
SA retirement fund environment has undergone
significant shifts over the past few years, particularly
in the areas of fund administration and regulation,
and the future will undoubtedly bring even more
challenges. The consolidation of retirement funds
has been one of the biggest drivers of this change as
the industry has had to come to terms with increased
regulation and the rising cost of running standalone
funds.”
Quite correct. Yet, for all the myriad advantages of
umbrella arrangements, there’s also a flip side:
u Even large funds, with sufficient scale and
expertise to be at least as cost-efficient as
umbrellas, could be forced to abandon their
status should they be unable to find an alternative
administrator in which they have confidence;
u Umbrellas are run by boards of professional
trustees, obliged to act independently in the funds’
best interests. But the funds’ sponsors, being
financial institutions, can also enjoy first-mover
advantage by the mere fact of sponsorship. Since
trustees are appointed by the sponsor (although
some umbrellas, Sanlam being one, provide for
members to elect a limited number), a test of
their independence will be in how they entertain
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competitive services and products from outside
the sponsoring institution;
All things being equal in the eyes of the trustees,
the sponsor can be in pole position when the
investment manager, for example, is appointed. A
manager not linked to the umbrella’s sponsor will
perhaps find itself with a smaller asset allocation,
if any, than a competitor which is linked;
Umbrellas may be unable to offer the same levels
of contact and communication with fund
members as effectively as standalones. Trustees
of the latter are personally in the workplace,
having direct employer-employee relationships
which sensitise them to members’ needs. By
contrast, umbrellas’ optimal communication
processes with clients and members is basically
formal. Although employers needn’t and shouldn’t
abdicate their own interactions with employees,
with umbrellas the hassle-free temptation of
employers is to do no more than pay over the
monthly contributions and premiums;
Standalones adopt their own investment-policy
statements and mandates (including compliance
with the Code for Responsible Investing and
incorporation of environmental, social and
governance criteria into investment decisions
required by Regulation 28). Once standalones are
subsumed, it’s the umbrellas’ interpretations that
apply;
The Pension Funds Act sought better workplace
representativity by stipulating that funds’ boards
comprise employer-nominated and memberelected trustees in equal number. Whatever
the flaws in practice, umbrellas undermine the
purpose.
So much for the arguable downside. On the
indisputable upside is the reality that, particularly
for medium-sized and smaller funds, the umbrella
concept introduces operational efficiencies and
board capabilities not universally conspicuous
amongst them.
On top of this, of course, the question of costs
is central. The lower they are, the more money
for fund members’ savings accounts. National
Treasury and the Financial Services Board actively
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encourage cost reductions. There’ve been far too
many smaller funds administered on a standalone
basis with their own boards of trustees. This
presented a number of problems in management
and control of the funds:
80% of the funds were small and costs were eating
into members’ benefits (see table).
The authorities are looking for economies of scale
in order that the average costs of running a fund
reduce;
There were too many funds for the FSB to police
(over 13 000 registered until quite recently). The
number had to be brought to a manageable level;
Too many trustees, particularly of smaller funds,
are not properly trained. At the same time, their
duties in running a fund are increasingly onerous.

T

rustees should be fully aware of all costs being
charged to a standalone fund. On the following
page there’s a checklist (which excludes asset
managers’ fees because they’re separately deducted
from investment returns) and a real-life practical
case study (rands exclusive of vat) against which your
fund can be compared.
If your standalone fund is extracting the
maximum costs savings due to its scale, your service
providers (including assets managers) are passing
through the full cost savings, and the net costs
are less than those of an umbrella fund, your fund
(assuming it’s being run efficiently) is doing the best
for its members.
But if your standalone fund has operating costs
substantially higher than an umbrella fund can offer,
you are effectively penalising the fund’s members as
less money is going towards their retirement.
The umbrella fund should only have three costs:
u Administration fees, covering all the above
fund-running costs;
u Asset management fees, where the umbrella fund
should pass on to members any discounts it
receives;
u Risk-benefit premiums.
Advice to fiduciaries: Each year, every board of
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a standalone fund should conduct a line-by-line
comparison of its costs against an umbrella to

establish whether remaining a standalone is still the
most cost-effective option for members.
n

These are the sorts of costs being paid from contributions in one form or another.
Administration fees
Actuarial fees
Auditors’ fees
Bank charges
Fidelity insurance premiums
Financial Services Board levy
General expenses
Professional fees
Telephone and fax
Trustee training and expenses
Consultancy fees
Fees for additional services required
by administrator or consultant
Where a broker/intermediary is appointed
there will be commissions built in

Costs
Administration expenses
Actuarial fees
Auditors’ fees
Bank charges
Fidelity insurance premiums
Financial Services Board levy
General expenses
Professional fees
Telephone and fax
Trustees’ training and expenses
Consultancy fees
Participating employer fees
Employer service fee*
Total
As % of salary bill p.a.

Can be a rand per member per month or on a formula basis or both.
Mainly applicable to defined benefit funds but do also apply to Provident funds.
The fund will need its own bank account.
Constantly rising for industry.

Legal opinions etc.

Such as trustee elections. Additional advice or work
over and above the service level agreement.
This can be an additional expense over and
above the other costs.
XYZ Standalone Provident Fund
Year to end-Dec 2008
Rand amount p.a.
140 730
4 010
42 900
712
1 640
2 759
536
10 397
3 791
1 298
1 640
N/A
N/A
R 210 413
2,50% (rounded)

XYZ Umbrella Provident Fund
Year to end-Dec 2010
Rand amount p.a.
34 565
Included
Included
Included
Included
Included
Included
Included
Included
No fees (ManCo)
N/A
12 000
24 000
R 70 565
(0.84%)

The annual saving in fees is R139 848 i.e. 1,66% per member which can go towards his/her account.
Risk-benefit expenses:
Some umbrella funds force you to take the death and disability cover through the fund but many allow you to chose your own insurers.
In the case of the first option, one may gain by obtaining a pooled premium rate.
But for many funds in the second option, the premiums would remain the same once you move to an umbrella fund.
* In the case of a broker appointment, the employer service fee should be substituted with a broker commission of R3 815,17
(per applicable scales).
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HOLDINGS

“Our founding goal is to
contribute meaningfully to the
long - term growth of the
industry and our clients.”

“As a tree grows from a
seed,so does long-term
growth spring from humble
beginnings.”

“We can build greater
fortunes by working
together.”

ASSET MANAGERS

INSURANCE ADMINISTRATORS

BOPHELOLIFE

• Trust and Beneficiary Fund
Administration

MvunoAM has two specialist equity
funds, namely :

• Group Life Benefits

• Stand Alone Fund Administration

• Pure Active Equity Fund

• Disability Benefits

• Unclaimed Benefit Funds

• Core Satellite Equity Funds

• Credit Life

• Umbrella Funds

• Cell Captive Arrangements

• Funeral Benefits

• Fund Consulting
• Tracing Services
• Specialised Administration Services

All divisions are Authorised Financial Service Providers. Mvunonala Holdings (Pty) Ltd has a Level 1 B-BBEE rating.
Mvunonala Holdings (Pty) Ltd
5th Floor Oxford Corner, 32 Jellicoe Ave West, Rosebank, Johannesburg, 2001, South Africa
For more information contact Clive or Dennis on T: +27 11 772 1000 • F: +27 11 772 1010 • E: info@mvunonala.co.za
www.bophelobenefit.co.za • www.mvunoam.co.za • www.mvunonala.co.za

Responsible Investment.indd 1

11/8/12 1:09:22 PM

20

Today’s Trustee Dec 2012/Feb 2013

FUND ADVICE

Grilled consultants
Questions that trustees commonly ask are answered.
Best advice on how consultants should be used.
At the SIM-sponsored African Cup of Investment
Management in Cape Town, a panel of consultants was
put through its paces. The panel comprised Andrew
Davison (Acsis), Mxolisi Mbekwa* (Selekane), Clive
Eggers (Brockhouse Cooper) and Michael Prinsloo
(Alexander Forbes).
Discussion was lively, so lively that the time
constraint made it impossible not only to complete the
series of intended questions but also fully to record all
the answers. Here then is a summary of written replies
subsequently received.
What services do consultants actually perform?
How do they base their fees? Do they add value in
relation to the fees charged?
AD: Key should be to empower the client’s
decision makers, in this case the retirement-fund
trustees, to make better decisions. Fees are either
a rand retainer or a percentage of assets. If the
consultant succeeds in helping better decisions, he
can add substantial value.
MM: Services include advice on assetliability matching, investment policy and strategy
formulation, portfolio construction, asset-manager
selection and monitoring of the programme.
CE: Yes, all these. But don’t forget trustee training
and member communication too. You’re asking
consultants whether we add value?
MP: Asset managers worry about only one half
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of the problem – to achieve a funding requirement
of say cpi+5% – which misses many of the critical
factors impacting on member outcomes. But funding
targets/asset mixes constantly shift as liabilities shift.
A better way of managing the assets to liabilities is
a proactive liability-driven framework that ensures
ongoing monitoring of the liabilities and managing
all aspects of the fund to ensure that those liabilities
are met. It opens a whole new world of consulting.
How would this value-add be measured? Do
you quantify it and demonstrate it to trustees
accordingly?
MM: It’s difficult to measure when the consultant
uses transfer pricing, charging little for consulting
and making more from providing other services
to the fund’s asset or multi-managers for an assetbased fee. This can lead to interest conflicts that
compromise the value-add. It should be measured
against achievement of the client’s objectives.
MP: Trustees might well place as much emphasis
on evaluating their ‘liability manager’ as they do
their asset manager. It would probably be extremely
difficult to demonstrate to a trustee the quality of a
liability manager’s modelling capability. Proof will
only be years down the line when members retire.
Yet a highly reliable service can still be provided as
long as the fund is being constantly monitored in its
liability space.
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CE: Measurement is quantitative (against
long-term objectives) and qualitative (through
the relationship with trustees and governance of
the fund). It should largely be self-evident and
quantified on request.
AD: We focus on the outcomes for members
i.e. their replacement ratios, which we track. Many
factors impact, not only the investment strategy.
Can you offer some rule-of-thumb guidance
on what a medium-sized pension fund should
reasonably be prepared to pay a consultant as a
proportion of the fund’s total costs or total assets?
At what point, in your opinion, would costs
become too high to justify the service (e.g. for a
fund of 1 000 members in comparison with a fund
of 100 000 members)?
CE: Smaller funds cannot afford a full-service
investment consultant. A fund should not pay more
than around 15 basis points (0,15%) on the asset
value and larger funds considerably less.
AD: Pure asset consulting is generally available
only to large funds, but implemented consulting can
be extended even to small funds. There’s no general
rule.
MP: It’s dependent on complexity. My sense is that
advisory fees are usually a fraction of the fund’s costs.
Consultants would get only a few basis points on
assets or payroll.
MM: Our estimate for consulting fees ranges from
five to 10 basis points, depending on the size of the
fund (not the number of members) and the level of
work required. The larger the fund, the lower the
basis points.
The fiduciary duties of trustees are exhaustive,
diverse and complex. So too is the range of services
that consultants offer. Should trustees and their
funds therefore rely predominantly on consultants,
possibly to the extent of making no important
decisions without them; for example, on selection
of asset managers or even on referring matters
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to lawyers? If so, might this not lead to funds
becoming over-reliant on consultants in the sense
of being discouraged from seeking other outside
advice?
MP: The Pension Funds Act says that trustees
should “obtain expert advice on matters where board
members may lack sufficient expertise”. Yet they
should not rely solely on consultants. They should
have some level of trustee education whilst knowing
their limitations.
AD: It’s critical that trustees don’t become reliant
on consultants. Only once the trustees have applied
their minds to the decision-making philosophy
and objectives for their fund should they appoint
consultants to advise within this framework.
Ultimately, the trustees must own the process and the
consultants should only provide guidance.
MM: Our role is to assist trustees in making
informed decisions. It’s therefore important that
consultants maintain their independence.
CE: We will clearly define what is and what is not
within our area of expertise. Where we’re unable to
assist, we encourage the use of other advice.
How do trustees oversee the performance of
consultants? Is there any way other than employing
another consultant for peer-review advice, adding
to costs and delaying decision-making?
MM: The service-level agreement is supposed
to include performance-measurement criteria. So
trustees should be able to see when things are not
working out or the fund is not doing well compared
with its set objectives.
CE: It should be unnecessary to pay another
consultant for peer-review advice.
MP: It’s okay for trustees to get second opinions
from time to time, but definitely not ongoing peer
reviews. It will be like getting one asset manager
to evaluate another, and to find ways for elbowing
competitors out. Churn causes significant value
destruction. You don’t what an added layer of fees,
and delayed decision-making can also be costly.

11/20/12 3:23:42 PM

22

Today’s Trustee Dec 2012/Feb 2013

Davison . . . remuneration linkage

Eggers . . . waste avoidance

AD: The service-level agreement should set out
clear deliverables and encompass more than just
performance, for the consultant to report and the
trustees to evaluate. Adding another consultant
would simply increase the fund’s costs. Trustees need
to take accountability.

anything else.

When consultants and professional trustees are
paid by the hour, might they not be tempted to call
lots of meetings and create complex structures so
that their fee-earning capacity is maximised? What
advice would you offer funds’ boards to guard
against it?
CE: I would seriously advise against fee-per-hour
agreements. They’re administratively impractical and
inhibit an open, collaborative relationship.
AD: The reality is that incentives drive human
behaviour. So far as possible, the consultant’s
remuneration must be linked in some way to the
outcomes that the fund is targeting.
MM: It’s always advisable to base hourly fees
on the actual work done rather than attendance at
meetings. An all-encompassing fixed fee, agreed
upfront, is the best way to go.
MP: Generally, fees are negotiated and based on
actual work. The market is too competitive to allow
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It’s been suggested that consultants are funds’
“gatekeepers” i.e. that they make it virtually
impossible for other service providers (such as
asset managers and administrators) to approach
trustee boards directly. What happens in
practice, and why? What are the advantages and
disadvantages in the “gatekeeper” approach?
AD: The advantage is that trustees are protected
from making decisions in reaction to persistent
salespeople who may simply be selling recent topperformance latest fad-type products. This is thus a
defence against short-termism. The disadvantage is
that the gatekeeper prevents the trustees from being
exposed to possibly superior options.
MP: Most consultants are comfortable with
service providers interacting directly, but try to avoid
such problems as trustees being constantly distracted
by managers’ beauty parades.
MM: Service providers should be able to approach
our clients directly. Our role is to facilitate clients’
understanding, to narrow the information gap
between the trustees and their asset managers.
CE: The advantage is that the trustees’ and
principal officers’ time and resources aren’t wasted
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Mbekwa . . . better understanding

Prinsloo . . . liability focus

with unnecessary interactions. The disadvantage
is that the fund’s best interests may not be served
through an unscrupulous consultant. The key is trust.
If you don’t trust your consultant, get rid of him.

sources.
AD: Unless trustees and consultants agree upfront
on whom is responsible for what, it’s possible the
some decisions are made without a comprehensive
process being followed.

If consultants are as good as they profess, how
come we continue to have pension funds being
ripped off?
MP: The bulk of the industry runs very well.
This doesn’t excuse genuine cases where interest
conflicts and governance failures have sometimes
caused massive losses to individuals. In some
cases, the consultant’s advice isn’t heeded. There
are significantly more onerous requirements on
consultants in terms of FAIS, giving funds and
members more recourse.
MM: One issue is where the consultant has
not properly performed a due diligence of the
investment. Another is where the service provider
has a business relationship with the consultant.
CE: Without specific details, it’s likely that there
was some combination of not using a consultant,
incompetence of the consultant, the consultant being
kept in the dark, or perhaps even fraud or collusion
on the consultant’s part. Consultants are best chosen
through experience and referrals from trusted
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Do you find problems with the ways in which you
are briefed by trustees and/or the authority they
give you? If so, what are these problems and how
would you suggest they be remedied?
MM: There’s a need for trustees to be trained on
how to use consultants.
AD: Trustees and consultants must together spend
time on clarifying their roles before such confusion
arises.
MP: If your role is not understood as the liability
manager, you may be restricted to addressing
problems only within the fund whereas they might
demand that you negotiate with other parties
including the employer.
CE: If a problem arises, we resolve it with the
trustees before proceeding.
What should a consultant do if a fund fails to
follow its advice?
AD: It’s not always possible to prevent such cases.
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When a decision is made which conflicts with the
original advice, then highlight in a document the
reasons for the alternative decision as well as the
risks, concerns and implications.
CE: If legal or regulatory consequences exist
and the fund still fails to comply after clear
communication, the consultant must walk away
and seek counsel on whether the authorities should
be notified. If it is of a less serious nature, such as a
decision to fire a manager, then communication and
records of advice are critical. In practice, a fund is
unlikely to retain a consultant with whose advice it
repeatedly disagrees.
MM: The consultant must ensure that records
of the decision-making process are properly kept,
together with supporting documents of the advice
provided.
MP: In terms of FAIS, there should always be a
record of advice. Consultants must insist that clients
document the exact bases on which decisions are taken.
For delivery to members, is a fund better off with
the implemented-consulting model (e.g. Acsis) or
advice model (e.g. Selekane)?
CE: It depends on fund size. Idealistically, pure
advice is always preferable because it maintains
independence and limits interest conflicts. In
practice, implemented-consulting models allow for
smaller funds to benefit from receiving lower-cost
advice due to economies of scale inherent in multimanaged platforms.
AD: The implemented-consulting model has
the advantage of being an end-to-end solution that
ensures clear accountability for various functions. It
also allows decisions to be implemented quickly and
cost-effectively. The advice model allows for more
customised solutions and a greater sense of trustees’
involvement in the decisions.
MP: An implemented-consulting model might
work so long as it has the power to go beyond the
asset issues.
MM: The issue here is about remuneration of
the consultant rather than the service delivered.
The regulator should harmonise the remuneration
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of consultants regardless of the consulting model
employed.
By law, trustees bear the ultimate fiduciary
responsibility for management of their funds. But
in practice much of the management responsibility
is outsourced to consultants. Effectively, there’s a
delegation of functions but not of fiduciary duty.
Should there be? What recourse is available to
funds against consultants should the fund or its
trustees, acting on the advice of consultants, be
sued for breaches of fiduciary duty?
AD: This is yet another reason to be clear, in
the documentation, on the responsibilities of each
party. The trustees will always bear the fiduciary
responsibility but they in turn have recourse against
consultants for poor advice, negligence or breach of
agreement.
MM: It’s not true to say that consultants aren’t
responsible for their advice. This became clearer with
the introduction of FAIS. Consultants are required
to keep insurance covering them against claims by
clients.
CE: If it can be demonstrated that a consultant’s
negligence, incompetence or wilful action has caused
a breach, there is legal recourse. The consultant’s risk
of reputational damage is another huge incentive to
avoid this type of behaviour.
MP: Trustees delegate all the time. They have
recourse to the Ombud and the FSB. It’s also
important that service providers hold sufficient
and appropriate insurance cover for liability claims
against them.
Let’s discuss umbrella funds. Because they’re
governed by professional trustees and principal
officers chosen for their expertise, and sponsored
by financial institutions, do they still need
consultants?
MM: There might be individuals within the
boards of umbrella funds who posses the expertise of
a consultant, but they might not have the necessary
resources to gather and process data used in the
advisory process.
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CE: It would depend on the complexity of the
fund as well as the experience and expertise of its
officials. The primary value of consultants is in the
expert, independent advice they provide.
MP: If the umbrella is able to provide a capability
that links directly to members needs, or liabilities to
members, and can manage the assets accordingly, it
doesn’t need a consultant.
AD: Even a skilled board may not have the
necessary time, systems and analysis tools to
adequately research and analyse the many options
available to funds.
The revised Regulation 28 has opened a plethora of
challenges for pension funds, notably investment
in alternative assets (private equity and hedge
funds) as well as investment in Africa north
of SA. Trustees must consider environmental,
social and governance criteria too. They require
detailed knowledge of specific opportunities. Are
consultants equipped to advise funds on what they
should entertain and what they shouldn’t; what
they should seek and what they should avoid?
CE: To varying degrees, the consultancy industry
is equipped. We’d also use partnerships in niche areas
where there is a clear value-add.
MP: This should be part of the due diligences that
trustees start doing of their consultants.
AD: Consultants will have to develop or buy these
more specialist skills, and be fairly remunerated to
merit the addition of them.
MM: We have recruited the necessary skills to
manage these new risks.
Then there’s FSB circular PF130 on good
governance of pension funds. Is it really too
complex for trustees to understand without using
consultants? Or is the danger that trustees won’t
bother to apply it unless consultants tell them how
and insist that they do?
AD: It’s not too complex for trustees to
understand. But there should be a few versions to
deal with different sorts of funds. As it stands, the
circular is most suited to large funds. Sections aren’t
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always applicable to smaller and medium-sized
funds. This can often be confusing.
MM: The major problem is in the way the FSB
communicates with trustees. There seems not to be
a proper channel. PF130 seems to have been released
to the industry that in turn uses it as a marketing
tool. Almost every service provider offers some form
of training on PF130. Consequently, the message has
lost its purpose. Perhaps the FSB needs to establish a
communication channel with trustees.
CE: Given the right training, it’s not too complex
for trustees. Consultants add value through providing
guidance, ensuring discipline and monitoring
implementation.
MP: Consultants are close to the regulator and
industry. This places us in the best position to guide
trustees on PF 130 application. Otherwise, each
board will be reinventing the wheel each time.
Finally, a curved ball. Don’t you prefer dealing with
dumb rather than trained trustees, so that they’ll
simply listen to everything you tell them and not
attempt to act independently?
MM: It’s much better to work with trained
trustees, or trustees committed to learning and doing
right. They bring improved efficiencies in the quality
and speed of decision-making.
CE: We prefer to work with trained trustees who
act with independent thought. Particularly when it
comes to fund governance, a lack of knowledge can
be exceedingly dangerous.
MP: Trustees who understand the asset-versusliability dynamic are more productive partners and
able to make more optimal decisions.
AD: We add much greater value when the
trustees are knowledgeable. They understand and
appreciate what we do, so we aren’t at risk of losing
our appointment for the wrong reasons. When astute
trustees test us, it helps us to raise our game.
n
* Unfortunately, at a late stage Mbekwa had to
withdraw from the conference. However, like the other
panellists, he afterwards provided written replies that
are summarised here.
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CURRENTS

Pensions on strike
Marikana opened conundrums for striking workers’ death and
disability benefits. Not to mention the potential savings withdrawals of
dismissed employees that could have topped R1,5bn in one fund alone.

A

midst the provocative headlines that
permeated reportage of the illegal strikes, as
they ripped through the platinum and gold
mining areas of the former Bophuthatswana, imagine
a flurry to the effect that employers were refusing
to pay the death and disability benefits of dismissed
mineworkers.
It was a close call. In the horrible event of future
Marikanas, pension funds should be prepared. All
manner of negotiation is permitted by labour law. But
pensions law is constrained. Funds are governed by
their own rules, to be applied as they stand and not
adjusted from one circumstance to another.
The labour principle is no work, no pay. The
pensions principle is for the employer to pay monthly
contributions into funds its members or face stiff
penalties. When illegal strikes continue for weeks on
end, and workers are dismissed but their jobs kept
open, are employers to continue paying their monthly
contributions?
And when death and disability benefits fall away
with non-employment, what are the responsibilities
of the employer and the fund to dismissed employees
who’re killed or disabled during an illegal strike?
Take Amplats, afflicted by illegal strikes from midAugust to early November. For some 13 000 members
of its various funds, death and disability benefits
continued (through fund self-insurance) although
contributions for them ceased at end-September. Self-
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insurance means that the fund carries the risk for death
and disability benefits, but uncertain is whether cover
includes deaths and disabilities caused in riots.
Were the dismissed workers not reinstated, the funds
would have had to pay the administrators for 13 000
exits at roughly R250 to R450 per exit depending on
the type of fund. The total withdrawal would have been
about R1,5bn or some R115 400 per member.
Which raises another issue. It’s whether strikers lose
their fund membership on dismissal and pocket the
cash, to start their membership afresh on reinstatement,
or whether they stay in the fund as if they were on
authorised unpaid leave.

Rocks on the road

H

aving been accused of acting too slowly for
trade unions on Trilinear, an open question is
whether the Financial Services Board acted too quickly
in putting the Rockland management company and
investment fund into provisional curatorship (TT SeptNov ’12). It depends on whether the provisional order is
made final.
Should there be an application for final curatorship,
there’s a fair chance that at least some of Rocklands’
trade union-related clients will contest it. A preferable
alternative might be for Rocklands founder Wentzel
Oaker to be removed from all boards, and for the
investors to appoint trustees or directors on whom they
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can rely for protection of their assets. This would avoid
the costs of curatorship and prevent the possibility of
value destruction by fire sales.
Main concerns in the FSB inspection report are that:
u The Rocklands Targeted Development Infrastructure
Fund was an unregistered collective investment
scheme. (However, if it was a private equity fund
then different rules would apply and the lack of
liquidity explained.)
u There were huge discrepancies between the price
at which Oaker had bought the land, sold it into
the fund and projected future values. (However,
valuation of undeveloped land is an inexact science.
There were independent professional valuations, but
there’s a high level of subjectivity. In this instance,
one was on prospects for future rights.)
u Oaker was hopelessly conflicted through his various
interests. (He was a shareholder in the top holding
company, companies in which the fund had invested,
a nominee of the fund’s corporate trustee and a
representative of its asset manager.)
u Almost R160m of fund assets could not be
accounted for. (Subsequent to the FSB inspection,
it’s understood that the full amount less certain costs
has been accounted for.)
Investors in the Rocklands fund are the Engineering
Industrial Pension Fund (R200m), Metal Industries
Provident Fund (R100m), Mine Employees Pension
Fund (R35m), Sentinel Mining Industry Retirement
Fund (R65m), Telkom Retirement Fund (R60m), and
the national provident fund of the Paper, Print, Wood &
Allied Workers Union (R59m). Those canvassed by TT
claim to have satisfied themselves with due diligences
before making their investments
Oakley will have to look after himself, and answer
pointed questions that come his way. The funds should
be capable of looking after themselves, unless the FSB
believes otherwise.

Pay up?

A

lso likely soon to come before the courts are
appeals against the series of determinations
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handed down by Adjudicator Muvhango Lukhaimane.
She’d ruled that four umbrella funds with combined
value of around R800m, maladministered by
Dynamique Consultants & Actuaries, would have to pay
back to members the 2,5% of their fund values that had
been deducted for rebuilds of the respective databases.
Complaints were upheld that, having paid their
normal administration fees, the additional deduction
was unlawful. For the four funds, the reimbursement to
members would be around R20m.
This is a peculiar situation. Whatever the legal
arguments, there’s a practical paradox in the members
being reimbursed from their own funds. They shouldn’t
hold their breath for quick recoveries from Dynamique
kingpin Tony Kamionsky; or from Aon which had the
misfortune to attempt a sort-out of the Dynamique
mess, as it might be expected to resist litigation.

Win a few . . .

N

ational Treasury has back down from its
proposed amendment to the Financial Services
Board Act that there can be no recourse against the
FSB and its officials whose actions, in bad faith or
negligence, cause financial loss to people they’re
supposed to protect from it. The proposal, in the draft
Financial Services Laws General Amendment Bill,
might well have failed a constitutional test (TT JuneAug ’12).
Instead, the contentious clause has been changed
to immunise the FSB and its officials for anything they
do or omit to do in good faith. Call it half a victory.
What shouldn’t be contentious in the bill are the
provisions for trustees to “attain such levels of skills
and training as may be prescribed by the registrar”
within six months of appointment, and to “retain the
prescribed levels...throughout that board member’s
appointment”.
But two points niggle. First is whether the FSB
will take all prescribed training unto itself and, if
so, how it’s to be funded. Second, since a formalised
educational qualification appears to be envisaged,
the trade unions might see it as a barrier to serve as
trustees.
n
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A NEW APPROACH
CAN PAY DIVIDENDS
A key focus of National Treasury’s proposals to reform current retirement funding structures in South Africa
is the move towards greater transparency, improved governance and lower cost. As a result, trustees should
consider new investment approaches that combine a variety of investment strategies, including passive investing.

Evolution of investment strategies
The South African investment industry has seen a
substantial evolution of retirement fund investment
strategies and capabilities over the last 50 years, as
depicted in the timeline below. Starting with Guaranteed
funds in the 1960s and culminating with the arrival of
passive investments, Liberty Corporate has tracked the
evolution of fund design, and through our philosophy of
‘Intelligent Investing’ have sought out the best attributes
of each to incorporate in our new Stable Growth Fund.

Ensuring stable growth

De Wet van der Spuy,
Divisional Director: Product, Liberty Corporate

International estimates indicate up to 60% of retirement
funds use passive investments to gain exposure to their
desired asset classes, and then utilize selected niche active
fund managers to add value to the investment strategy.
This strategy has a number of advantages. Passive
investments are considerably less costly to manage,
and regularly provide better net growth after active
manager fees. They require less trustee governance and
need no specialist knowledge to continuously select the
appropriate active managers.They remove the risk of single
manager underperformance and offer efﬁcient building
blocks for a sustainable long term investment strategy.

E V O L U T I O N

O F

✓

Provided a good balance
between growth and protection

✗ High guarantee charges

These components have now been brought together to
meet the needs of the retirement industry with the launch
of the Liberty Stable Growth Fund, a unique product
in its aspiration to bring together a best of breed
approach through a combination of managers while
simplifying investment decisions for trustees.
The Liberty Stable Growth Fund has a high growth
underlying mandate to outperform inﬂation over time,
whilst addressing risk management and loss avoidance

I N V E S T M E N T

S T R A T E G I E S
✓Avoid the risk of a single asset

✓Outsource investment responsibility
1980s

and lower net growth

Balanced funds

1960s

✓Invest in an appropriate mix of

Guaranteed funds

Learning from history, planning for the future and
crafting practical solutions for the present is Liberty
Corporate’s vision of Intelligent Investing. It is our
framework for combining the best that previous
generations of retirement investments had to offer
with the beneﬁts of modern asset management skills,
investment banking capabilities, tactical asset allocation,
smoothing and insurance balance sheet advantages.

growth and ﬁxed interest assets

✗ No guarantees or explicit
risk management

to market professionals

✗ Lack of accountability

1990’s

Asset consultants

manager underperforming

1990’s

Specialist mandates

performance fees and multiple fee layers

✓Focus expertise on generating
returns in speciﬁc sectors

✗ No integrated asset allocation and
not Regulation 28 compliant

✗ Opaque fee structures with

2000’s

Multi managers

TO INVESTING
FOR TRUSTEES.
Smoothing

directly through specialized and high conviction tactical
asset allocation and smoothing. The Fund is passively
managed to reduce costs by investing in local and
international indices including the ALSI Top 40, the ALBI
and the MSCI World.
“Learning from history, planning for the future
and crafting practical solutions for the present is
Liberty Corporate’s vision of Intelligent Investing”
Research shows that strategic and tactical asset allocation
decisions are the biggest determinant in the variability
of a fund’s returns, not stock selection and choice of
manager. It is estimated that that in excess of 80% of returns
are generated by the asset class calls that a retirement fund
makes, with the remainder allocated to the fund manager.

Dynamic
Risk
Management

Deliver
Stable
Returns

Passive
Investment

market protection, the same members are well positioned
to beneﬁt from both the risk and the return objectives.

The Liberty Stable Growth Fund’s dynamic asset allocation
methodology goes one step further in that the portfolio
invests more aggressively when a minimum level of
protection has been achieved, and exercises caution when
the cost of this protection is high, ie when the market is
signaling fear and increased risk.

Furthermore, the increasing levels of governance
required of trustees means there is an onerous
burden to understand and apply investment capabilities
appropriately when selecting asset managers or
making asset allocation calls. With one ﬂexible product
that meets multiple needs, trustees no longer need to
identify different components and conduct due diligence
on a variety of investment products and managers.

What truly sets the Liberty Stable Growth Fund apart
from traditional solutions however is its unique mandate
structure and simplicity, offering full liquidity at the
prevailing unit price, thus no market value adjustments.
Stable Growth is an appropriate choice for trustees
who seek a suitable solution for their entire membership,
whether old or young, or whether looking for growth or

With looming proposals from National Treasury to
reform South Africa’s retirement industry by lowering
costs, whilst increasing governance, transparency and
ease of portability, Liberty’s Stable Growth Fund proves
an innovative way to meet these changes head-on.

2000’s

2000’s

Absolute return funds

Passive funds

✓Focus on positive returns and

✓Remove risk of underperforming

active risk management

✗ Poor track record protecting capital
in very negative markets

managers without additional
multi-manager fees

✗ No benchmark outperformance

www.intelligentinvestments.co.za

30

Today’s Trustee Dec 2012/Feb 2013

COVER STORY

Heads up
It’s in a complex socioeconomic climate that attempts to stimulate savings
take place. The private sector can still come out tops. Much depends on how
proactive it will be, not only in aligning its interests with initiatives of National
Treasury but also in implementing objectives of the Financial Sector Charter.

N

ational Treasury wants to introduce
mandatory pensions preservation, but the
consultation process is off to a rocky start.
On the one hand, there are those who argue that
preservation must be compulsory without exceptions
making it too porous to work. On the other, the mere
principle of compulsion is resisted on grounds that it
shouldn’t even be contemplated until a government-run
National Savings & Social Security Fund (NSSSF) is in
place.
An illustration of extreme sensitivities was in the
Marikana situation of fired mineworkers. Thousands
had resisted reinstatement – risking not only their jobs
but also their accrued pension benefits for death and
disability -- so that they could immediately pocket
lump sums to pay off debts. What’s National Treasury
supposed to do?
It proposes improved inducements for long-term
savings. But escalations in living costs and consequent
squeezes on disposable incomes cause families to
prioritise short-term exigencies for food, transport and
shelter. Where family members have jobs, that is.
It seeks to reduce the cost of financial products
and introduce additional tax incentives, so that net
returns are enhanced, but a protracted period of
lower economic growth will make it all the harder for
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investments to replicate what the bull markets of the
past decade have delivered. The disadvantages of a less
favourable investment environment might barely offset
the advantages of lower product costs and higher tax
breaks.
Unhappily, good results don’t necessarily flow from
good intentions. While there’d be broad consensus
around the reform proposals set out in the series of
National Treasury discussion documents, and the
principles widely supported by the financial sector,
they cannot be excised from the politically-fraught
environment.
To meet the goals will be an uphill struggle. Attempts
to make savings more attractive are fundamentally
undermined by attempts of Cosatu, amongst others
prominent in the ruling party, to introduce prescribed
assets. Higher returns on savings are defeated by lower
returns on below-market investments that prescription
implies.
As if the adverse odds weren’t sufficient, government
contributes to their stacking. It isn’t as though the
spending patterns of cabinet ministers, including the
President, universally offer a frugality model for the
nation to emulate. Ditto the beneficiaries of unpunished
corruption, privileged largesse and widening pay gaps
who flaunt egregiousness.
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Splurging by the few, with access to the trough,
cannot promote a culture of saving amongst
the many battling to make ends meet. The stuff
of anti-apartheid struggle is now exacerbated by
expectations unfulfilled. Marikana is so far its most
explosive manifestation.
In turn, Marikana has coincided with (and
possibly contributed to) the downgrade of SA
sovereign debt. Numerous reasons are cited, none
sanguine for economic prospects and the future
costs of service delivery. One, highlighted
by rating agency Moody’s, is “uncertainty
as to whether the policy decisions being
devised ahead of the December leadership
conference of the ANC will be helpful or
detrimental to the country’s growth and
competitive outlook”.
It notes that the ANC’s policy conference
in June called for “more radical policies and
decisive action to effect through-going
socio-economic and continued democratic
transformation”. This suggested that
increasingly interventionist strategies
were highly likely: “To the extent that
such strategies would deter private
investment and incoming capital
to SA, they could further diminish
its growth potential at a difficult
period in the global economy.”
Irrespective of what the New
Growth Path and National
Planning Commission have
recommended – government has
so many strategy documents that’s
it’s impossible to guess which one applies
– the biggest bugbear not laid to rest is
nationalisation. Whatever that means.
It’s kept alive by populist sloganeering, and more.
Cosatu general secretary Zwelinzima Vavi argues
for an “activist interventionist state”. A proposal at
the ANC elective conference in December is for the
state “to regulate a substantial part of retirement
and life insurance funds to be invested in stateowned enterprises and/or development financial
instruments”.
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Subsequent to the 1955 Freedom Charter, ANC
constitutional proposals in 1988 and the early
1990s advocated a mixed economy. A mixed
economy is what SA has. The question worrying
investors, domestic savers and aspirant savers
included, is how much more mixed it’s to become.
They look askance at the performance of stateowned enterprises and take fright.
Singled out by the Freedom Charter, for
an ownership transfer “to the people as a
whole”, are mineral wealth and banks. Susan
Shabangu, Minister of Mineral Resources, is
the outstanding critic of such crude mines’
nationalisation. With good reason. What she
has is better.
In place is the Mining Charter. It commits
the mining houses to a schedule for the
transformation that government seeks. Also
in place is a state-owned mining company. It
can compete directly with them for new-order
rights. Should the mining houses not meet
the Charter’s stiff targets by 2014, a prospect
which looks increasingly remote, state
competition can become severely robust.
Running in parallel with the
mines are the banks or, of wider
relevance, the financial-services
industry. In place is the first phase
of the Financial Sector Charter, also
to advance industry transformation,
but not yet the second phase.
With the closing date for
comments having passed in
May, it’s gazetting should be
imminent.
Not yet in place is the state’s
proposed NSSSF, envisaged as the first pillar in wholesale
reform of retirement-fund structures. If and when an
NSSSF eventuates, it could compete with the industry by
capturing swathes of existing private-sector business.
Under this Charter, amongst other things the banks
and insurers variously become committed to allocate
targeted amounts by specified dates to debt financing,
credit extension or equity investments to help overcome
economic-development backlogs.
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These include:
u Projects that support under-developed areas
and contribute towards equitable access to
economic resources e.g. road and rail transport;
telecommunications; water, waste water and solid
waste; energy; social infrastructure such as health
and education; municipal infrastructure and
services;
u Agricultural support for black farmers;
u Affordable housing;
u Black-owned small, micro and medium-sized
enterprises;
u Safety and security, such as building police
stations and prisons;
u Parastatals and public entities;
u Financial intermediaries such as the Development
Bank and African Infrastructure Investment
Fund;
u Private companies and participants in publicprivate partnerships.
Phase 2 introduces empowerment financing and
access to financial services. There’s also a provision for
consumer financial education where, says the draft,
“products and services will be closely aligned with
(those) developed and maintained by the Financial
Services Board as designated owners of consumer
education by National Treasury”.
For consumer education alone, the scorecard
requires measurement against an annual target of each
institution’s retail net profit after tax. It was put at 0,25%
of net taxed profit for this year, 0,3% for next and 0,4%
for 2014. On present guesstimates, the eventual amount
could approach R100m annually.
Clearly, for scorecard purposes in meeting all targets,
the monies to be assigned overall by the financial
institutions can be multiples of this amount. Bring in
the infrastructure investment by pension funds – they
can go up to 100% of their assets in bonds issued or
guaranteed by the SA government – and the amount
shoots up exponentially.
There’s no shortage of need, of projects waiting to
be detailed and of financing packages to be structured.
Neither is there likely to be a shortage of money so long
as savings institutions thrive to provide it.
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A few key determinants are:
u How the money that has to be spent on targeted
investments will be well spent, not diverted into state
or replicated bureaucracies;
u How banks will manage the new sets of lending
risk coming their way;
u How the non-bank institutions will be impacted
by an NSSSF;
u How savers will respond to stimulation measures
offset by prescribed assets and the subsidisation
of social security in the NSSSF, should they be
introduced;
u How effective over the longer term will be
institutional investment in consumer financial
education to deepen and broaden the savings pool.
The latter, in particular, cannot be sufficiently
emphasised. The more the educational initiatives
succeed, in tandem with discretionary incomes that rise
with economic growth, the more South Africans are
cushioned from later-life penury; the more their stake
in the economy is seen by them to increase; the more
SA’s current account turns from reliance on volatile
inflows of short-term foreign capital, and the better for
future prosperity.
From the self-interest perspective of the institutions
themselves, there’s the opportunity for expansion of
their customer base by greater inclusion of the populous
lower-LSM categories. It comes hand-in-glove with the
series of National Treasury proposals for tax incentives
and cheaper products better understood. And it might
just cause the Damocles swords, in the shapes of
prescribed assets and an NSSSF, not to fall.
Crucially, get right a spirited implementation of the
Charter and the interventionist case collapses. The state
becomes more reliant on the private sector, not the other
way around, and a firmer societal base is established for
the transformation that must happen. Or else.
Rating agency Standard & Poor’s based its sovereigndebt downgrade on anticipated consequences of “SA’s
underlying social tensions”. The Economist, in a recent
cover story, warned that on its present trajectory “SA is
doomed to go down as the rest of Africa goes up”. What
happens with savings will demonstrate whether they’re
wrong.
n
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TRUSTEE TRAINING

Everybody
agrees
Too much talk and too many good intentions for too long.
The horses at the water must be made to drink.

N

ational Treasury and the Financial Services
Board are hot on the need for training of
retirement-fund trustees. They say so in no
uncertain terms, as well they should.
There’s no reason more forceful than the recital
of it in National Treasury’s latest batch of discussion
papers: “Policymakers around the world have
robustly debated the efficacy of a retirement-fund
governance model which relies heavily on the
expertise of pension-fund trustees. In a financial
world of increasing complexity that demands
high levels of expertise, it is widely believed that
many trustees may lack the competence to make
investment decisions consistent with the best
interests of beneficiaries.”
That’s expressing it politely. Not only investment
decisions but governance decisions apply too.
It’s common cause that most member-elected
trustees of occupational funds are voted on the
basis of popularity (to the limited extent that fund
members bother to vote). Skills for the job are
coincidental.
For their part, employer-nominated trustees are
there because their company puts them there. This
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can be because they’re financial or HR officers, and
so assumed to be more competent than anybody else,
but not necessarily having a sufficiently specialist
knowledge of retirement funds (which often they
don’t).
Both the member and employer categories
are weak without the training. The interests of
beneficiaries consequently suffer.
Moreover, to the extent that employer trustees
have superior financial skills to shop-floor
employees, the 50/50 balance of representation
(under the Pension Funds Act) can be undermined
by an imbalance of influence. What’s more, there’s
potential for interest conflicts; for instance, in
employer trustees showing bias towards service
providers who’re customers of their companies.
Funds of trade unions are another story. The
Trilinear debacle (TT Sept-Nov ’12) is the latest
scream of warning.
What’s to be done?
“Given the pivotal fiduciary role that trustees
play,” says National Treasury as a policy proposal,
“it is critical that they have appropriate professional
qualifications and experience to deal with the
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complexities surrounding
130 on the good governance of
pension funds.”
retirement funds. This circular
So on the way is a statutory
is itself to become a legallyrequirement that trustees pass a
enforceable directive.
“fit and proper” test, requiring
The toolkit programme is the
that they undergo “some form of
baby of Wilma Mokupo, head
training” to ensure that they’re
of pensions (prudential) at the
“empowered with the requisite
FSB. Highly user-friendly, it
skills and information to carry
provides for self-assessment and
out their duties continually and
a certificate on its completion. It
consistently”. They’d need to
might not be a guarantee of the
qualify within six months of
“fit and proper” qualification, but
assuming office.
it will certainly help.
Now comes the hard part:
According to the latest FSB
Mokupo . . . project gains traction
u How much time is needed for
annual report, recently published
proper training;
for the year to end-March, since
u How to get employers to allow trustees sufficient
going live last June over 1 700 people had registered
time off from work to join training courses, and
for the programme. Of these, 73 had completed the
to assure trustees that the time off won’t prejudice
final assessments and received their certificates.
their career prospects;
Just for getting a comparative sense of the
u How to incentive aspirant trustees to attend
distance to go, National Treasury estimates that
training courses and incumbent trustees to attend
there are now about 3 500 active retirement funds.
refreshers;
By law, each must have a minimum of four trustees.
u How, and how much, to pay trustees if they are to
It means that there are, at present in the SA
be paid additionally to their day jobs;
marketplace, at least 14 000 trustees (some sitting
u How to reduce ‘churn’ so that trained trustees
on more than one board, many boards having more
aren’t regularly replaced by novices;
than four trustees).
u How the training programmes of the FSB can be
The number of funds is rapidly contracting from
coordinated or integrated with those of privatethe 15 000 or so a decade ago. As they increasingly
sector service providers, the former having a
consolidate, it’s reckoned that there could be as few
statutory duty and the latter having a commercial
as 600 funds (umbrellas and standalones) within the
or corporate social-investment interest (not to be
foreseeable future.
confused with marketing).
It will make policing a whole lot easier, training
a whole lot more focused, professionalism a whole
A big boost to training, without charge and
lot more achievable and – unless ways are found to
without the constraint of classroom schedules (but
resolve it within the umbrella structures, assuming
obviously also without the advantages of personal
there’s a wish to resolve it – member participation a
interface), is the FSB’s excellent online educational
whole lot more remote.
programme. This e-learning ‘trustee toolkit’
For the institution-sponsored umbrellas, training
methodically takes trustees – in fact, anybody
is not an issue because professionalism of trustees
involved or interested in the retirement-fund
is an attribute they boast. For standalone funds,
industry – through just about all they need to know
however, it’s a serious challenge. Either they rise to it
for implementation of the comprehensive circular PF
or their independence will be lost.
n
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Help members get the
support they need
South Africans are notoriously bad at saving
effectively and managing their finances. While
retirement reforms are helping to pave the way for
this situation to be rectified within the retirement
industry, it’s a process that will unfold over
time and requires the active participation of all
stakeholders.
Trustees and employers have a particularly
important role to play in helping their members
or employees make good financial decisions –
particularly when it comes to their retirement
savings.
Trustee Times spoke to Karabo Morule,
General Manager of Member Solutions at Old
Mutual Corporate, about why fund members still
need support and education, and how it can be
provided.
TT: Once a person is a member of a retirement
fund, they should be on track to achieve a good
retirement. Is there really still a need to provide
them with member support and education?
KM: Most definitely. The statement was correct
in the days of Defined Benefit funds and when
people worked with one employer from the time
they started in their twenties until they retired
– the world has changed from that meaning a
member of a retirement fund needs to be kept
up to date of how much they have saved for their
retirement, whether it is enough and whether they
should make additional voluntary contributions.
The findings of Old Mutual Corporate’s annual
research (the Retirement Monitor) into the
retirement savings perceptions and positions of
working South Africans consistently confirms that
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there is a dire need for reliable member support.
Every year, without fail, the Retirement Monitor
shows a very strong link between the overall
effectiveness of members’ retirement savings and
the extent to which they received guidance and
decision support during their pre-retirement years.
TT: Most funds communicate regularly with their
members. Doesn’t this mean that fund members
are actually getting the advice and support they
need?
KM: Unfortunately, that’s not the case. Member
communication is very different to member
support. Many funds do send out their rules,
provide their members with fairly regular
statements, and other communication, but this
is different from the level of focused support,
education and guidance that most fund members
need throughout their pre-retirement years. Old
Mutual’s research conducted with pensioners
confirms this, with 44% of retired individuals
surveyed saying they received absolutely no preretirement advice or counselling. In terms of
preservation, our research indicates that 89% of
those who withdrew some or all of their benefits
in cash made that decision themselves without any
advice or support.
TT: What are the main areas of retirement savings
provision where fund members need ongoing
support and guidance?
KM: Given that most retirement fund members
don’t have high levels of financial and investment
knowledge, member support can add significant
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that introduced formal member support. Not only
have we received very positive anecdotal feedback
from members utilizing these services, but there
has typically been a marked improvement in
preservation behaviour, with re-investment levels
for these funds rising to between 60% and 75%.
TT: As a key role-player in the SA retirement
industry, what is Old Mutual doing to ensure fund
members receive the support they need and will it
really make a difference?

Morule . . . guidance offered
value to every aspect of their retirement plans.
That said, there is a clear need for member support
that is aligned with people’s life stages and
significant events like retrenchment, divorce, the
death of a spouse.
A lack of preservation when changing or
leaving jobs also remains a problem that needs
urgent intervention. The vast majority of those
surveyed who left a fund in the past 15 years took
their full available benefit out in cash. This can be
devastating for the person’s retirement plans and
is an issue that desperately needs to be addressed
through adequate advice.
TT: Now that we have an idea of the need for
adequate member support, is there any evidence
that providing it will make a tangible difference to
members?
KM: The link between support and retirement
savings effectiveness shown in the Retirement
Monitor research has been verified by Old
Mutual’s own experience with retirement funds
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KM: Old Mutual is absolutely committed to
helping funds and trustees meet this urgent need
for reliable member support. In addition to the
support and advice offerings available through our
traditional financial advice channels, we also offer
dedicated Member Support Services (MSS).
MSS is automatically available to all new and
existing members of Old Mutual Retirement Funds
that have enrolled for Old Mutual Corporate’s
Financial Wellbeing Programme, which is aimed
at empowering and enabling all South Africans to
take full control of their money management and
create the financial futures they desire through
financial education.
MSS gives fund members easy access to
professional and personal financial guidance from
qualified and experienced financial and investment
experts. This helps them make appropriate choices
and take correct action when they face milestones
or challenges in their lives.
While being part of an employer’s retirement
fund already places fund members in a better
financial position than the vast majority of other
South Africans, just being a fund member is
not enough to guarantee a secure retirement.
By offering members access to the retirement
planning support they need during their working
lives, trustees and employers can effectively help to
change the future, not just for individual members,
but for the SA retirement landscape as a whole.
www.oldmutual.co.za/corporate
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RESPONSIBLE INVESTMENT 1

The hard issues
Proper integration of environmental, social and governance (ESG) criteria
into mainstream investment decision-making is taking place slowly.
It had better speed up.

A

t its annual ‘Trustee Day’, the JSE provided a
platform for a variety of discussions pertinent
to retirement funds. One, where the panellists were
Adrian Bertrand (manager of ESG at the Government
Employees Pension Fund) and Tracey Want (head of
strategic marketing at Investment Solutions), focused on
ESG implementation.

Let’s first be clear on who the “owners” of equities
actually are i.e. the registered owners (usually asset
managers) or the beneficial owners (such as pension
funds represented by trustees). Does it make any
difference in the sense that asset managers are
signatories to CRISA whereas pension-fund trustees
have ESG obligations under Regulation 28 as well as
their investment policy statements under PF 130?
AB: Both Reg 28 and CRISA operate from the same
premise. It’s that the institutional investor, who is the
asset owner, has fiduciary duties towards its ultimate
beneficiaries and is held accountable. Reg 28 and PF
130 apply to pension funds falling under the Pension
Funds Act. CRISA, a voluntary code, applies to both
the institutional investor (e.g. pension funds and
insurance companies) and its service providers (e.g.
asset managers and consultants).
TW: Reg 28 and CRISA complement each other.
The statutory Reg 28 requires trustees to consider
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ESG issues when making investment decisions. The
voluntary CRISA gives clearer guidelines, particularly
regarding disclosure and ownership responsibilities.
The key here is who the “influencers” are. Given
that trustees have the power to drive change at assetmanager level, they can influence asset managers
into adopting CRISA. By doing so they promote
sustainable investment, thus fulfilling their legal
obligation imposed by Reg 28.
How do these respective owners ensure that they
comply with these respective obligations? In other
words, are there objective ESG criteria or are they
subjectively interpreted and then subjectively
applied?
AB: Reg 28 requires that pension-fund trustees
follow a prudent investment approach, giving
“appropriate consideration to any factor which
may materially affect the sustainable long-term
performance of a fund’s assets, including factors of (an
ESG) character”. It’s up to individual funds to decide
on which ESG factors are of particular importance
and to develop policies addressing them e.g. on proxy
voting.
Implementation would be at fund or serviceprovider level, monitored and allowing the fund to
report on it. There’ll always be elements of subjectivity.
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But as responsible investment (RI) develops globally,
generally accepted best practices are sure to evolve.
TW: Right now, the RI concept is vague
and subjective. The Association for Savings
& Investment SA has defined what it should
entail, but the industry is calling for more
descriptive guidelines.

39

consultants – who breach agreements
providing for compliance with Reg 28.

Asset owners commonly say that
they “engage” with companies on
their ESG policies. What should
the owners do when they’re
unhappy with the outcomes
Who then monitors compliance? Are there
of such engagements? A few
penalties, on asset managers and/or trustees,
examples would be helpful.
for non-compliance?
AB: Asset owners
AB: Asset owners should monitor
dissatisfied with
service-provider compliance in the
the response or
same way as any outsourced task.
performance of an
ESG responsibilities should be set
investee company
out within the mandate between
on specific ESG
an institutional investor and
issues have various
its service providers. Nonoptions. Increasingly,
compliance by pension funds
we’re seeing investor
against the principles of Reg
collaborations in
28 could see FSB action taken
seeking to highlight
against them.
certain ESG issues
CRISA, given its ‘apply
within the investee
or explain’ reporting
company and requesting
mechanism, requires that
change. Should a company
institutional investors and/or
not respond appropriately,
their service providers describe
investors may make their
where the principles of CRISA were
standpoints public.
not applied and to give good reason
They may choose,
for such non-compliance. It’s expected
for example, to raise
that such disclosure will be publicly
questions at the company’s
reported. Multi-managers have been
shareholder meetings. A
surveying asset-manager capability
last resort is to divest.
in this area and pension funds will
This approach is popular
increasingly rely on these assessments
internationally, where the
Want . . . power of influence
when making manager selections.
investor has a large and
TW: Because retirement funds are
diversified global portfolio,
legally bound by Reg 28, under the Pension Funds
but it is not an attractive option for most pension
Act, trustees would be held liable by the FSB. I’d think
funds in the SA context.
there’s a broad spectrum of possible FSB actions e.g.
TW: Asset managers that hold a significant portion
inspections, time periods for rectification, and fines.
of a company’s share capital are in a strong position
The FSB has indicated that it will haul out the big stick
to influence its directors. At times, however, more
in 2014, but how it intends to monitor compliance
drastic measures are required. One example is where a
remains uncertain. Trustees would also be able to sue
large global asset-management house, after months of
third parties – asset managers, administrators and
trying to engage the directors on a particular issue and
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their sector or company focus, and already have
existing relationships with the companies.
ESG issues should also be raised, for
example, at companies’ investor presentations.
There is still a need for more ESG data covering
SA listed companies beyond the JSE Top 40.
Engaging collaboratively as pension funds can
reduce research and engagement costs. What
is the long-term cost to a fund that does not
engage on ESG, given such recent examples
as BP and Lonmin at the company level or
platinum and gold mining at the sector level?
TW: It depends on how the asset manager
views RI. If it sees RI as integral to its
investment process, engagement forms an
important part of how risk is managed within
its portfolio. In these instances, the cost of
engagement can’t be stripped out, just as the cost
of quantitative analysis or risk assessment can’t
be separated.

essentially being ignored, threatened to vote against
the upcoming directors’ remuneration proposals
unless due consideration was given to its views. The
matter was duly raised at a board meeting and a
decision taken very much in line with what the asset
manager wanted.
To engage individually, year by year, with dozens of
investee companies must come at considerable cost
in research, expertise and time. Who pays?
AB: It will come at a cost. The cost for asset owners
will vary based upon each pension fund’s chosen
approach to how it will engage investee companies
on ESG issues. This approach should be decided by
the trustees of every pension fund in response to Reg
28 and CRISA. Most pension funds will include it in
their agreements with service providers. Good equity
analysts already understand ESG issues relevant to
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What would you say to a pension fund that,
for its equities portfolio, simply buys the JSE
SRI index? Would you consider that the fund
has complied with its ESG obligations?
AB: Investing a portion of a pension fund’s
portfolio in a specific index, such as the JSE
SRI or similar ‘green’ branded products, is
insufficient to meet the requirements of Reg 28 and
CRISA. Some funds may choose to invest in these
products as a sub-element within their RI strategy, but
ESG issues and an active-ownership approach must be
followed across the entire portfolio for all assets both
before investing and while invested.
TW: RI should be integrated into every investment
decision whether it is to buy, hold and engage, or sell.
By buying an index, an investor would still need to
engage to fulfil its ownership duties.
Should asset managers disclose to the world how
and why they voted at shareholder meetings, or
should they tell their clients only?
AB: CRISA requires institutional investors and
their service providers to disclose all proxy votes and
give reasons where an institutional investor chose
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to vote against or abstain from any resolution. It
also requires institutional investors and their service
providers to provide good reason should proxy votes
not be publicly disclosed.
Non-disclosure precludes the investee company
the opportunity to engage with the investor. Before
agreeing to a proxy or other instruction to keep voting
records confidential, institutional investors and service
providers should carefully consider the arguments to
justify such confidentiality.
TW: As a client or potential client, I would need
meaningful reporting if I’m to understand whether
the voting records validated the investment process
being followed. Voting records must be made available
to clients. I have no view on whether they should be
made available to the public as well.
What should trustees insist that their fund’s asset
managers tell them, or consultants find out from
asset managers for them?
AB: Trustees should require asset managers and
fund consultants to report on any material ESG factors
within investee companies or across the portfolio that
may affect both the short-term and long-term returns
on their investments. These service providers should
also report regularly on how they’ve incorporated
ESG when making investment decisions and on how
they’ve exercised active ownership e.g. through proxy
voting and engaging with investee companies.
TB: Trustees should told how the asset manager
incorporates RI into its investment process; what
systems it uses; how it reports on RI, and whether the
voting records support these statements.
Are there obstacles to ESG implementation? If so,
would you rate short-term performance pressures
importantly amongst them?
AB: Yes. There is the perception that taking ESG
factors into consideration when making investments
will lead to additional costs and therefore erode shortterm performance returns. Pension funds will have
to think critically about the performance incentives
provided to asset managers. As long-term investors,
the funds cannot work against themselves by pushing
short-term performance.
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Bertrand . . . regulated and sensible

TW: Most definitely. Short-term performance
measures are part of a vicious cycle throughout the
investment value chain. It starts with shareowners
expecting strong gains in the short term, then
measuring and remunerating directors based on
annual results alone.
What would happen when say an oil-exploration
company has rejected a costly maintenance
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programme, so boosting its profitability and hence
directors’ remuneration in that year, only to suffer an
oil-spill later? Other notable barriers include a lack of
reliable and accurate ESG information for assessment,
as well as a lack of standardisation and an unclear
definition of RI.
When it comes to actual benefits for fund members,
why should trustees and asset managers bother with
ESG at all?
AB: ESG is about understanding long-term
sustainability and managing risks facing the company
or sector. It’s about how these investment risks can be
mitigated, even converted into opportunity.
Also, fund members live in the same society where
businesses operate. They must care about whether the
companies are irreparably damaging the environment
or paying exorbitant remuneration for sub-optimal
investment returns. Pension funds, as ultimate owners,
have the right and responsibility to hold the companies
to account.
TW: Good companies with compelling businesses
that are managed sustainably are likely to present
fewer nasty surprises. Better-informed asset managers
are likely to make better decisions. RI is an investment
technique that creates an awareness of the risk and
opportunity set found when assessing ESG factors.
Has the investment landscape actually changed,
in any material way, through attempts at ESG
integration? Or is it just a feel-good exercise in
ticking of boxes?
AB: ESG integration is now a requirement
within a trustee’s fiduciary duty. How pension funds
incorporate ESG is for each board of trustees to decide
given that Reg 28 and CRISA are both principlesbased. Unfortunately, there’ll always be funds that see
ESG as a compliance exercise with a few extra boxes
added to service-provider surveys.
However, given regulatory and industry
endorsement of ESG, there is the opportunity for
trustees to display leadership and to reclaim their
responsibilities i.e. to hold service providers and
investee companies to account within SA’s broader
governance framework. Trustees must move from
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being absentee landlords to being active stewards of
funds’ assets.
ESG implementation will take time. Funds’ boards
will need to decide how ESG should be factored into
their particular fund’s investment approach. Only
when more asset owners require such capabilities from
service providers will the investment landscape truly
change.
TW: At this stage, the SA asset-manager landscape
has a long way to go. There are some excellent asset
managers that formally integrate ESG factors into
their investment analysis, decision-making and
engagements. It seems, however, that many still need
to be totally convinced of the financial benefits of fullintegration strategies. Alternatively, the “influencers”
need to nudge them in the right direction.
Can we say that ESG, sustainability of investee
companies and stakeholder activism are different
cogs in the same machine? If so, are you satisfied
that activism – predominantly by or on behalf
of trustees, often from trade-union ranks – has
properly taken hold in SA? If not, what behavioural
changes are required?
AB: We welcome the work of the Sustainable
Returns for Pensions & Society project and
particularly the Asset Owners’ Guide to Responsible
Investment, shortly to be released, that will assist
trustees understand the importance of ESG and active
ownership. It will assist them in their strategic goal
setting in response to Reg 28 and CRISA.
To a limited extent, we are seeing some
stakeholder activism. Once more pension funds align
their policies and service-provider mandates with
Reg 28 and CRISA – and understand why integration
of ESG is important to long-term returns – we
should see trustees increasingly empowered to hold
companies and service providers to account on these
issues.
TW: Full integration implies that RI is practised at
every stage of an investment cycle. So far, there’s little
evidence that trustees and unions actively engage. I’d
suggest that the primary reason is lack of skills and
resources. Until these groups are educated and apply
their minds on the topic, change won’t happen.
n
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Consistent Philosophy. Innovative approach.

At Liberty Corporate we identify and structure practical client solutions through a philosophy
we call Intelligent Investing. Our multidisciplinary team of asset management, banking and
actuarial experts seamlessly combines the lessons of previous retirement investment generations
with the benefits of modern, cutting-edge capabilities. With our track record of over R40 billion in
assets under management – it’s a combination with proven results.

Please contact: Maredi Mampuru
maredi.mampuru@liberty.co.za
www.intelligentinvestments.co.za
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Not all with-profit annuities are created equal
Twané Wessels, marketing actuary at Momentum Employee Benefits
(Investments), illustrates how retirees pay the cost for poor risk management.

M

any retirees invested in traditional with-profit annuities have
suffered a decline in the purchasing power of their pensions
over the past five years. Others, however, have managed
to keep track with inflation. What’s the reason for this difference in
being able to meet pensioners’ expectations?
Recent volatility in investment markets has clearly shown that
it is imperative to understand that not all with-profit annuities are
created equal. The newer generation of liability-driven investment
techniques provide distinct advantages over the traditional approach in managing with-profit annuities.
In a with-profit annuity an insurer promises to pay a retiree an
income for life. Future increases, however, are not guaranteed. The
level of the increase in income a retiree or annuitant can expect
from year to year is determined by the performance of the asset
portfolio relative to what is needed to fund expected future pension
payments.
Poor performance equals poor increases. It means an annuitant
faces inflation risk to the extent that investment returns aren’t strong
enough to provide inflationary increases.
Insurers in SA traditionally managed assets independently from
liabilities. These less sophisticated, partial matching techniques
rely on a ‘bet’ that risky assets will outperform the assets needed to
replicate liability movement. When they don’t, it impacts dearly on
the future financial wellness of pensioners.
In the traditional approach, to prevent the value of the asset
portfolio relative to the expected future pension payments from falling further in times of uncertainty, the insurer has limited options: (1)
declare smaller future increases and/or (2) use more conservative
investment strategies to protect the assets.

With-profit annuity pension increases
Momentum Golden Growth

Traditional approach

Inflation
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Average
increase per
annum over
this period

through lower future pension increases.
What’s the solution? Dynamic hedging
(also known as ‘delta hedging’) is a liabilitydriven investment technique that has been
used by investment banks worldwide (including SA banks) for many decades. In the
insurance industry it is widely used internationally with over $700bn of variable annuity
guarantees being hedged by North American
insurers alone.
In 2007 Momentum Employee Benefits
became the first SA insurer to employ this technique in managing with-profit annuities. The benefits were reinforced
when another SA insurer followed suit afterwards.
Dynamic hedging is proactive rather than reactive: protection
against market volatility is purchased throughout in the asset portfolio rather than in adverse conditions when it is the most expensive.
By synchronising assets and liabilities, and reducing the tug of war
between the interests of policyholders and shareholders in times of
pressure, dynamic hedging eliminates many of the inefficiencies in
the traditional approach of managing with-profit products.
This strategy of dynamic hedging is beneficial for both shareholders and policyholders. In SA, the Financial Services Board
requires all local insurers to hold minimum capital reserves to
ensure that pension liabilities can still be met, even in exceptional
adverse circumstances. Dynamic hedging manages investment risk
significantly better. This results in shareholders being less exposed
to downside risk and thereby allowing the insurer to hold lower
capital reserves.
For policyholders, the lower capital requirements result directly
in lower ongoing costs in pension products. The efficacy of dynamic
hedging also leads to more accurate pricing and higher expected
pension increases in the long term.
The graph shows that, using dynamic hedging, the Momentum
Golden Growth With-Profit Annuity (for example) protected the purchasing power of pensions over the past five years. And it significantly outperformed the traditional approach through both market
boom and crash scenarios.
Dynamic hedging better ensures that the income from your life
savings meets your expectations, just as you want to be sure that
your car insurance pays out what you expect when you need it most.
www.meteb.co.za

The problem is that, when such management action is taken,
it is often too late and asset protection is often required when it is
most expensive. Ultimately the annuitant pays for these decisions

Momentum 2 Wessels.indd 2
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Down to the nitty-gritty
All very well in principle. Somewhat more difficult in practice.

I

t’s over a year since asset managers and other
SA institutional signatories committed themselves
to implement the Code for Responsible Investing
(CRISA). How are they doing? Two surveys – one
by Momentum Manager of Managers, the other by
Investment Solutions – provide the answers and
illustrate the problems.
For its survey, completed in August, MMM
approached 60 investment managers of whom 50
participated. Main findings:
u 90% agreed that it’s important to integrate
environmental, social and governance (ESG) and
sustainability issues into investment decisions. But
most mentioned such difficulties as educating staff,
finding reliable data and fairly valuing different
companies;
u There’s a need for clearer guidelines on how
the CRISA principles should be rolled out.
Most participants are motivated to apply CRISA
throughout their investee companies;
u The 10% of managers who didn’t regard ESG
integration as important indicated that government
should regulate such issues, that passive managers
faced challenges due to a lack of research in
indexing, and some felt that clients should dictate
CRISA inclusion. One suggested that sustainability
formed part of efficient company reporting;
u On average, 84% of respondents claimed already
to be applying all five CRISA principles (TT
March-May ’12) while the remainder reported that
they’d be applying them in the near future.
Their main difficulties with application related to
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practicalities of incorporating ESG into the process.
These included qualitative against quantitative criteria,
costs of administration and ESG having different
meanings to different investors.
Ultimately, MMM points out, a main priority
for any investment manager should be to ensure
their clients’ investments grow over time while
simultaneously being looked after responsibly. But
the market still has a long way to go in quantifying
‘responsible investing’ and making the case for these
strategies to pay off over the long term. Yet significant
majorities believe that the exercise of voting rights,
engagement with investee companies and integration
of ESG analysis will positively affect returns.
The first of what will be an annual Investment
Solutions survey, produced in October, showed
the results of canvassing 28 local and 17 global
investment managers for their opinions on responsible
investment: “It revealed a lack of clarity, and some
frustration, on the practicality of implementing RI
and the readiness of clients to accept that focusing on
sustainability required a shift in focus from the short
to the long term.”
Many said that RI was already part of their
investment process. Although 60% of managers
surveyed had no resources dedicated to the task, this
is not considered a problem provided that ESG factors
are formally considered.
A controversial aspect is how RI may affect
performance. While most believed that it should
enhance returns, the survey found, “there was a
notable lack of conviction in this statement”. While
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BIGGEST DRIVERS
Peer/industry/client pressure

38%

Risk/return opportunity

22%

Regulation

20%

Increased number of ethical consumers

9%

Corporate beliefs
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Sustainable investment theme
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BIGGEST BARRIERS
Lack of reliable and accurate
ESG information for assessment

27%

Lack of standardisation.
Unclear definition

23%

Low member/investor
education

11%

Lack of skill

11%

Negative perception of
financial returns

11%

None

5%

Cost implications

7%

Good corporate behaviour not
incentivised by organisations

3%

Difficulty in applying to
process outside of equities
Source: Investment Solutions
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23% of all respondents
said its affect was
unknown, only 9% of
local managers believed
that incorporation of
ESG factors “led to a
better understanding
of the financial and
non-financial risks
a company faced,
therefore enhancing
the decision-making
process”.
The more that asset
managers acquired
RI knowledge, the
survey concluded, the
greater the shift from
passively considering it
to actively integrating it
in structures developed
to “promote a culture”
of practising RI. Given
the investment required
in terms of systems,
procedures and time, a
more formal approach
will require less concern
about potential costs
to more belief in the
financial benefit.
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Asset class modelling key to
inflation-beating returns
When deciding on how to structure an investment portfolio, asset class characteristics and savings objectives need
to be considered. A clearly defined methodology aimed at identifying and motivating the use of selected asset classes
is therefore necessary, believes Momentum Manager of Managers head of research, Eugene Botha.

A

sset allocation frameworks designed
to meet savings goals in terms of inflationary targets over specific investment
periods necessitate that asset classes adhere to certain predetermined characteristics.
These include being unambiguous (exhibiting
a single clearly-defined meaning), measurable (returns being easy to calculate), investable (material amounts can be easily allocated
and removed), appropriate (being suitable for
retirement and retail investment), liquid (easBotha . . . specific
ily invested or disinvested) and diversified (add objectives need to be
value to a portfolio).
considered
Considering the asset-class combination
that best adheres to these principles, and is most likely to achieve inflation-beating returns over the savings timeframe, becomes the next
step. The asset blend selected is then implemented using growth,
inflation-linked bond and absolute-return strategy components, with
diversification being key to the entire process.
Each allocation mix is designed with a view to maximise the
probability of achieving inflation-beating returns, minimising drawdown (the term to describe the peak-to-trough cycle in investment
returns) and better managing shorter-term capital loss risks over the
specified investment period. Asset class modelling is undertaken on
the basis of expected real returns in an effort to avoid extreme outliers (dangerous and uncommon events) skewing the analysis and results therefore being biased toward better-performing, and perhaps
unsuitable, investments.
The probability of asset-class combinations delivering on various
inflationary targets over the longer term (10 years) is indicated in the
table:

CPI+7% CPI+ 6%
Local equities
59.87% 66.37%
Local bonds
28.48% 32.96%
Local property
45.29% 51.57%
Local cash
4.71% 21.97%
Local commodities 40.58% 44.84%
Global equities
41.93% 45.96%
Global bonds
44.62% 51.35%

CPI+5% CPI+ 4%
72.65% 80.04%
38.57% 43.27%
54.48% 60.54%
27.58% 32.29%
50.45% 54.04%
55.38% 61.43%
58.97% 63.00%

When combining asset classes in accordance with the savings
term and objective (and in line with Regulation 28 global and total
equity constraints), a portfolio structured, for example, over a sevenyear rolling period and with a cpi+7% goal, is made up of the following asset-class combination:

Portfolio

CPI +7%
(return potential percentage)
Local equities
50%
Local bonds
2.5%
Local property
10%
Local cash
7.5%
Local inflation-linked bonds
5%
Commodities
Global equities
20%
Global bonds
5%
Risk management is another important consideration as inadequate planning for potential capital-loss exposures could significantly
erode returns. Although, for example, equities offer the highest probability of delivering on all inflation targets over the longer term, there
is risk attached.
Gauging risk can be undertaken using various means. They include assessing drawdown relative to the inflation target. This gives
an indication of potential underperformance relative to the investment aim.
Designing portfolios with specific investment objectives
provides
the investor with the best chance of achieving
CPI+3%
growth and delivering on these pre-specified objectives
88.12% over time. Developing strategic asset-allocation frame45.07% works is therefore essential. It should include a complementary investment management approach and manager
68.16% selection process.

41.03%
56.50%
64.13%
66.37%
http://www.momentuminv.co.za
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GEPF bullish about 2013
Support for development opportunities in
SA and other African states

W

ith assets now exceeding R1 trillion,
the Government Employees’ Pension
Fund (GEPF) is moving to diversify its
investment portfolio by supporting development
in new growth sectors in South Africa and
elsewhere in Africa.
The GEPF is the largest pension fund in Africa.
Managing accumulated funds and reserves
of R1,039 trillion -- equivalent to about one
third of South Africa’s gross domestic product
– its members comprise 1,2 million government
employees and 360 000 pensioners.
In its financial year to end-March 2012, GEPF
assets yielded an average return of 11,9%. This
was marginally down from the previous year’s
12,2%.
“2012 was a surprisingly good year for us,” says
GEPF principal officer John Oliphant. “Given the
unfavourable international economic climate, we
were quite conservative about the returns that
we would be able to generate. We’d thought 10%
would be a favourable outcome.”
He expects “pedestrian” growth in international
markets next year. This will likely impact on
domestic markets, but Oliphant is nevertheless
buoyant about prospects in South Africa and
particularly in Africa. Key areas of GEPF focus
include:
w Supporting public and private infrastructure
development;
w Investing in unlisted companies to diversify
its portfolio beyond the Johannesburg Stock
Exchange, in which the GEPF is the single
largest investor;
w Expanding the GEPF footprint in Africa,
which is currently confined to investment in
infrastructure;

w Enhancing the GEPF’s role in the Responsible
Investment (RI) movement, in which South
Africa has become an international leader.

South Africa
The GEPF’s Developmental Investment Policy,
launched in April 2011, provides for 5% of
its portfolio to be invested in economic and
social infrastructure projects, the green economy
and initiatives aimed at job creation, enterprise
development and broad-based black economic
empowerment.
In making new investment in infrastructure,
says Oliphant, a balance should be established
between the interests of the public and its
capacity to pay for new projects, and the need for
investors to obtain a reasonable return.
The issue has been brought to the fore by
the controversy over e-tolling as the means
to pay for the Gauteng Freeway Improvement
Project, in which the GEPF is an investor as a
holder of bonds in the South African National
Roads Agency Limited (Sanral). “We hope the
bonds issue will be used to develop a model
for equitable implementation of the user-pays
principle in future investments,” says Oliphant.
While the GEPF is geared to invest in government’s
infrastructure development programme, involving
initial investment of R800 billion, Oliphant
emphasises that the fund is equally committed
to investing in private infrastructure initiatives.
An example is GEPF’s investment with the
Industrial Development Corporation to support
development of utility-scale renewable energy.
With some 50% of its portfolio invested in JSElisted equities, the GEPF recently approved a
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It has already made two direct investments
– in a pan-African banking group and in a
Tanzanian cement company -- and will look for
new investments mainly through private equity
firms.

Responsible Investing

Oliphant . . . 2012 surprisingly good
model to enable the fund to invest up to 5% of its
funds in unlisted entities. This will give the GEPF
greater flexibility in its choice of investments,
and the fund’s governance structures have been
strengthened to ensure mitigation of risk.
A sector in which the GEPF would like to become
involved in the longer term, says Oliphant,
is agriculture. With its abundance of arable
land, Africa has the potential to become a
major food exporter. The GEPF is therefore
looking for an appropriate model to support
investment in ventures such as partnerships
between established commercial farmers and
communities who own under-utilised land.

The GEPF is a founding signatory of the
UN-backed Principles for Responsible Investing.
The fund’s board played a key role in founding
the Code for Responsible Investing in South
Africa (CRISA). It’s the second country in the
world to introduce a guide supporting institutional
investors to incorporate sustainability into their
investment analysis and activities. This includes
environmental, social and governance (ESG)
factors.
“The era of profits and more profits at the
expense of the environment and society is a
distant memory,” says Oliphant. “Responsible
investing is now an integral part of any long-term
investing.”
The GEPF has established a special ESG unit. It
has begun to engage with investee companies to
ensure their compliance with ESG imperatives.
Oliphant hopes that the tragic events in the
Marikana mining community will persuade more
shareholders to accept that social issues are
integral to their corporate sustainability.

Africa
The GEPF is “very positive” about growth
prospects in Africa, says Oliphant, and believes
it is well positioned to benefit from investment on
the continent.
Until now, the GEPF’s presence has been largely
confined to investment through the Pan African
Infrastructure Development Fund. However, the
GEPF recently obtained approval to invest 5% of
its portfolio in other parts of Africa.

GEPF edutorial.indd 3
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PASSIVE INVESTMENT

In praise of proper counsel
Attempts to beat the market are basically futile, and investors hardly
understand the impact of costs. Professionals will win
by serving clients before themselves.

S

upport for passive or index-tracking investment,
become a “loser’s game”.
encouraged by National Treasury because of its
The world’s largest and most active “prediction
relative cost advantages, comes from an unlikely
markets” have become increasingly efficient. It’s become
source. It was from the platform provided by Sanlam
harder and harder to beat the smart professionals who
Investment Management, an active manager if ever
set the market prices. And it’s still harder to beat the
there was, for the keynote address by internationallymarket after costs and fees.
renowned consultant Charles D Ellis.
“That is why, among mutual funds,
But first, a rider: Ellis argues that
the approximate proportion net of fees
investment professionals have falsely
typically falling behind the market
defined their mission to clients as
averages has become 60% in any one
“beating the market”. No, he says,
year, 70% over 10 years and 80% over
they have allowed the values of
20 years,” Ellis finds. “Nor do the data
their profession to be increasingly
adjust for taxes, particularly the high
dominated by the economics of their
taxes on short-term gains that come
business: “Investment counsellors
with the now normal 100% portfolio
can add far more to clients’ long-term
turnover.”
returns (by gaining clients’ trust and
Most investors, he says, still don’t
addressing their needs) than portfolio
realise that investment management
managers can hope to produce.”
fees aren’t low. In fact, they’re high.
Ellis . . . losers turned winners
Unlike days gone by, he
He reckons that a fee of 0,5%, as
suggests that in today’s intensely
a percentage of the client’s assets,
competitive securities markets few active managers
is surely more than 5% of the client’s probable afteroutperform the market by even 1% over the long
inflation annual return.
term. Underperformance substantially exceeds
“Because investors can get virtually guaranteed
outperformance. So profound have been changes over
market returns through index funds for less than 10
the past 50 years – the massively increased volume
basis points (i.e. 0,1% as opposed to 0,5%), what they
of trades, institutional dominance, commoditisation
really buy is incremental returns. After 50 years of fee
of instant information, computer models and
increases, overall investment management fees are now
globalisation, to name a few – that active investing has
greater than risk-adjusted incremental returns. This

Passive Investment.indd 2
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means that investment managers now charge clients
more than 100% of the benefits actually produced.”
The industry continues to sell beat-the-market
performance that it cannot deliver, Ellis contends.
Most investors have not yet caught onto the fact that
they would be better off if they put most, if not all, of
their investments into low-cost index funds or indexmatching exchange-traded funds.
He’s also highly critical of how individual and
institutional clients, such as pension funds, turn
negative towards their investment managers after a few
years of underperformance. When clients then switch to
managers with a “hot” investment record – positioning
themselves for another round of buy-high sell-low
dissatisfaction – they obliterate roughly a third of their
funds’ actual long-term returns.
Wryly, he observes: “This costly behaviour is
encouraged by investment firms that, to increase sales,
concentrate their advertising on funds clearly selected
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because their recent results – over selected time periods
– make good results look even better. And some fund
managers have several hundred different funds so
that they will always have at least some documented
winners.”
The crucial need for investment counselling, believes
Ellis, is magnified by the shift from defined-benefit
to defined-contribution retirement funds. How many
beneficiaries don’t realise how much capital it will take
to pay out a comfortable monthly amount, and how
many of these will run out of funds in their old age?
“Our profession’s clients and practitioners would
all benefit if we devoted less energy to attempting to
‘win’ the loser’s game of beating the market and more
skill, knowledge and time to recognise market realities,
understand themselves as investors, clarify their realistic
objectives and then stay the course that is best for each
of them,” he urges. “While doing right for our clients,
we’ll be doing right for ourselves.”


COMPOUND INTEREST
IS CONSIDERED THE MOST POWERFUL
FORCE IN THE UNIVERSE

YOU NEED TO HARNESS
THIS FORCE TO BECOME
A SUCCESSFUL INVESTOR.

The Lenape Indians sold Manhattan to the
Dutch in 1626 for a bunch of beads estimated
to have been worth 60 guilders at the time. At a
7% per annum rate of return the current value
would exceed €5.5 trillion, allowing the Indians’
descendants to buy Manhattan back and have
trillions to spare.

At Foord Asset Management we believe in
investing for the long term. Our track record over
30 years is proof that managing investment risk
and compounding superior returns are key to the
creation of exceptional wealth.

021 531 5085 | unittrusts@foord.co.za | www.foord.co.za
Foord Unit Trusts Limited is an authorised Financial Services Provider
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Absolute-return products designed to deliver growth
Loftie Botha, portfolio manager at Momentum
Asset Management, explains what they’re about.

I

n a world where the future is becoming increasingly uncertain as
a result of political, demographic and macro-economic trends,
growth from traditional investment products designed to outperform index-based benchmarks can no longer be taken for granted
as these benchmarks themselves may disappoint. Absolute return
products, however, are specifically designed to deliver growth tailored to investors’ real return needs.
By definition, absolute return products refer to funds that typically
have dual investment objectives: a growth target, such as inflation
plus x%, over a rolling three-year period, as well as a risk target,
for example, of a low probability of delivering negative returns over
any rolling 12-month period. Inflation-linked growth objectives offer
two material advantages over relative return objectives in that they
are easy to use in strategic planning and useful for monitoring how
funds perform against an investor’s ultimate investment objective of
inflation-beating growth.
“It is also possible to select an absolute return product that is tailored to target the amount of growth and corresponding level of risk
that is required to meet individual investor needs,” says Loftie Botha,
portfolio manager at Momentum Asset Management.
Typically, in the traditional/relative approach to investing, after
studying the long-term growth history of various asset classes, a
static strategic benchmark is determined. The next step is to task
a relative return manager with beating this strategic benchmark.
Consider a scenario where the relative return fund manager outperforms the index-based strategic benchmark, despite it being sharply
down. Here the fund manager may argue that, whilst the benchmark
dropped by 10%, the fund was “only” down by 8% and thus performed well. However, the client’s growth objectives have clearly not
been met. While long-term performance figures from more volatile
balanced products may be excellent, a client who entered at a performance peak or exited at a performance trough would not experience
the product’s published long-term growth benefits. It is often better
to forego high upside potential in exchange for the more subdued,
but less volatile, growth that absolute return products offer.
Absolute return managers tend to use a wider variety of strategies
than the tactical asset allocation and security selection focus of their
relative return peers. The main strategies employed are strategic
asset allocation, tactical asset allocation, downside protection and
security selection.
The chart illustrates the benefit of a strategic asset allocation
analysis that is focused on achieving the growth and protection objectives of a CPI + 5% absolute return fund. For each asset class,
the green bars show the probability of achieving the growth objective
over the specified 36-month time frame. The red bars illustrate the
risk associated with these assets by showing how much they have
contracted from peak to trough (also known as maximum drawdown)
since January 2000.
For example, equities have a more than 60% probability of meet-

Momentum 1 Botha.indd 2

ing the growth objective over the time frame. However, the corresponding downward pointing bar
illustrates that equity investors would have
lost around 35% from peak to trough during the above-mentioned period, a sharp
reminder that high growth often goes hand
in hand with high risk. Blending the asset classes to form a properly constructed
absolute return portfolio (illustrated by
the first green and red bar combination),
however, shows the benefits of strategic
asset allocation. Whilst the absolute
return portfolio and equity both have a
more than 60% probability of beating
the growth target, the absolute return
portfolio would have only experienced a
Botha . . . compelling
drawdown of 7%.
advantages to these products
In addition to optimised asset class

blending, absolute return products also tend to be more active in the
derivatives market as a means to protect against downside risk.
As the investment landscape becomes more uncertain, the benefits of investing in absolute return funds, where both the growth
and capital protection objectives of the client and asset manager are
aligned, are compelling.
http://www.momentuminv.co.za
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ACTIVE MANAGEMENT

A considered retort
There’s a strong argument for active against passive management.
John Kinsley, of Prudential Portfolio Managers, presents it.

M

uch is being said about the effect of costs
on retirement savings. These costs include
asset management charges and advisory
fees. A National Treasury discussion paper highlights
them as principal concerns regarding retirement and
investment products.
Whilst many legacy-type products have carried
far too high a cost burden, major improvements have
been made to many of the new investment products
available today. My fear is that the pendulum will
now swing from one extreme to the other, from
excessive costs to an attempt at removing costs
altogether. I do not believe that this will necessarily
be in the interests of investors.
I tackle this debate from a financial-planning
perspective and more particularly from the
standpoint of a living annuity. This approach could
equally be applied to the build-up of a retirement
annuity or even a member-choice retirement fund.
Many of the new-generation products (such as
unit-trust based retirement annuities) have helped
to reduce costs and increase transparency. However,
in order to drive down costs even further, there is
a move to passive-type strategies such as indextrackers and exchange-traded funds.
Whilst these options definitely have a place in
retirement planning, a move to passive simply to
cut out active asset management fees would, in my

Active management.indd 2

view, be short-sighted. Passive strategies are not free;
annual costs could be at least 0,5% of asset value.
The favouring of passive solutions is based on the
argument that active managers do not outperform
markets on a sustainable basis anyway. I am not
here to defend my competitors, but the reality is that
certain managers have produced excess returns (or
“alpha”) over significant time periods. The key issue
for me is not large chunks of alpha from time to
time but rather regular, incremental alpha which can
arise from active asset allocation and judicious stock
selection.
It is here that tactical asset allocation plays a
critical role. This is not simple market timing. It’s
an approach that requires a robust understanding
of valuations, patience and the discipline to hold a
neutral position when it is justified.
Now let’s turn to our case study of Mr X. He has
a R1m living annuity and wants to draw 5% per
annum in real terms. In other words, he wants his 5%
drawdown to grow in line with inflation, whilst the
residual capital must also grow sufficiently to support
that objective over time.
I will argue that there are certain steps that Mr X
(and hopefully his advisor) must follow if he has any
chance of success:
Mr X must identify the return requirement after
inflation that he requires from his capital. This he has
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done i.e. inflation plus 5% p.a. over time.
He then needs to identify the mix of assets that
will best achieve this return over time, based on
long-term after-inflation returns. These long-run real
returns will range from a minimum expectation from
cash to a maximum expectation from equity as one
takes on more risk.
The long-run equilibrium numbers that we use
at Prudential range from 2,5% for cash to 8% for
equity. (These equilibrium expectations are in fact
only slightly below the actual 30-year returns for
asset classes in SA as at end-July.) Through the use of
optimisation models, the best mix of assets to achieve
the target real return of 5% can then be determined,
with or without constraints such as Regulation 28.
It’s critical to recognise that these long-run
returns represent the beta of the market – and are
by definition before fees and before any alpha that a
manager may be able to add. If Mr X therefore simply
defaults to a static mix of passive funds over time, the
mix is likely to underperform the target return by the
extent of the costs of using those passive funds.

Kinsley . . . baby in the bathwater

Increasing Real Returns

There is nothing wrong with this as long as Mr
X is happy to adjust his return
expectation by the amount of
Long run equilibrium assumptions
those fees. But he must remember
that 0,5% p.a. can have a large
Term
Inflation
Default
Property risk
Equity risk
compound effect over time.
premium
premium
premium
premium
premium
9.00
The key to my argument is that,
8.00
if Mr X is not prepared to reduce
8.00
6.75
his return requirement, then he
7.00
requires reasonable alpha over
6.00
5.00
time to absorb reasonable asset
5.00
management (and advisory) fees in
4.00
3.50
order to leave him with the return
2.75
2.50
3.00
expectation built into his plan. For
2.00
this he needs an active manager.
My great concern is that, in an
1.00
attempt
to cut fees at all costs (pun
0.00
intended), the authorities could end
Cash
Index-linked Government
Corporate
Property
Equity
		
Bonds
Bonds
Bonds (A)
up “throwing out the baby with the
Increasing Risk
bathwater”. This will not benefit
Source: Prudential Portfolio Managers
investors in the long term.
n
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For small to medium-sized employers (from 30 – several thousands) who know that choosing a
strong and member-sensitive fund builds a better and more preferable benefits package they ultimately
offer to their employees.
The result is that they become the more preferred employers on the market by personnel of substance.
This also controls the problem of staff turnover.
For Stand-alone/Company Funds that want to share in the unparalleled growth of an Umbrella Fund
that has just the right tools and pools of expertise in:
n A vigilant and resourceful Board of Trustees whose eye is always on the ball
n An on-the-ground benefit design constantly revised to re-establish and improve member satisfaction
n An investment strategy built around optimising the balance between returns and security of assets
n An on-the-toes, efficient and goal-oriented administrator in Borwa Financial Services (Pty) Ltd
n Customer-friendly, full-functioning branches across the country in Durban, Cape town, Nelspruit,
and Port Elizabeth, besides the Head office in Johannesburg.
Contact us for our market-leading service in:
- Retirement/Provident Fund Savings
- Risk Benefits (including Death and Disability)
- Disability Income Benefits
- Immediate and Extended Family Funeral Benefits
- Trust to take care of beneficiaries of late members
- And many more offers like subsidies, bonuses, and financial advice
Administered by Borwa Financial Services (Pty) Ltd

Tel: (011) 838 3751

E-mail: hgpf@hgpf.co.za

Website: www.hgpf.co.za

Johannesburg   Durban   Cape Town   Nelspruit   Port Elizabeth
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gravy
A

month before Mangaung
sees Cosatu general
secretary Zwelinzima Vavi
having a full go at National Treasury.
Amongst other broadsides, he
accuses it of “counter-productive
interventions” that excluded
organised labour from the
consultation process “apart from
the recent minimal and superficial
engagement on the retirement
reform papers”.
But the papers were published for
discussion precisely to encourage the
widest possible consultation, with
Cosatu like everybody else. Far from
“an insult to workers”, Vavi should
ask them whether they’d prefer more
money or less when they retire.
Let him explain to them the
consequences of prescribed assets,
which he wants, and mandatory
preservation, which he doesn’t. Or
explain to the rest of us how many
more dependents on social security
the state can afford.
uuuuu
ix years ago, Sanlam paid
R106m to curators of a ‘surplus
stripped’ pension fund in the hope
that that the money “would quickly
reach pensioners in need”. Over
two years ago, to effect similar
settlements in respect of various
so-called ‘Ghavalas funds’, Alexander
Forbes paid R348m and Sanlam a

S
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further R333m.
Altogether, according to a
Personal Finance report in March
2011, about 15 500 pensioners and
members of seven stripped pension
funds would be paid out R730m
within six months. Curator Tony
Mostert said that he’d recovered
R953m.
In October, 19 months later,
the FSB announced that it had
approved surplus distributions
for eight funds. Their assets total
R400m, their liabilities R176m, their
reserves R34m and their surpluses at
their surplus-apportionment dates
R190m.
Something seems not to add up;
neither the money amounts nor the
number of pensioners amongst the
15 500 who’re still alive and traceable
almost two decades after the strips.
uuuuu
ecently to hand is a report,
from earlier this year,
that Swaziland’s regulator had
withdrawn the licence of Akani
to operate as an administrator of
retirement funds.
Akani has a sizable SA presence.
In fact, it claims to be “one of
the biggest 100% black-owned
retirement fund administrators
with no backing of monopoly
capital”. In August, after a four-year
investigation, the FSB cleared it

R

of maladministration allegations
concerning the Municipal
Councillors Pension Fund.
MD of Akani is Zamani Letjane,
who happens also to be IRF
president. Numerous attempts by
TT to contact him, for an update
on the Swaziland situation, were
unsuccessful.
uuuuu
t roughly the same time, it
seems, three separate legal
actions against NBC are out of
the starter’s block. They’ve been
respectively launched by retirement
funds of Pep, Rainbow and the
PSSPF. But they’ll be decided by
arbitration, not in open court.
Which means that the papers are
confidential, hearings are private
and rulings withheld from the
public.
This is unsatisfactory, at the
least for trustees of pension funds
considering selection of service
providers. The FSB should insist that
they disclose all legal proceedings
– launched, pending and resolved
-- for a period of say five years prior
applications for appointment.

A

uuuuu
uddenly there’s outrage over
“compound” as racism. Bang
goes the best way of earning
interest.
n

S
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7 out of 10 of the world’s fastest
growing economies are African

Our world is changing. With 10% of the world’s oil reserves and 40% of its gold, Africa
is rich with opportunity. In a rapidly changing world, both risk and opportunities abound.
At Investec Asset Management we understand this. As the only truly global asset
manager with our roots firmly in Africa, we are uniquely equipped to operate in this
evolving reality, bringing a different perspective to your world of investments.
If opportunity is there, we’ll find it.
For more information, contact your financial adviser, call us on
0860 500 100 or visit www.investecassetmanagement.com

Financial News Awards 2012 - European Asset Management CEO of the Year
Raging Bull Awards 2012 - Offshore Management Company of the Year
Imbasa Yegolide Awards 2012 - Global Manager of the Year
Funds Europe Awards 2011 - European Asset Manager of the Year
African Banking Awards 2011 - African Manager of the Year

Unit Trusts

Retirement Funds

Asset Management

Offshore Investments

Source: The Economist; International Monetary Fund.
All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. We are not acting and do not purport to act in any way as an advisor or in a fiduciary capacity.
No one should act upon such information or opinion without appropriate professional advice after a thorough examination of a particular situation. We endeavour to provide accurate and timely information but we make no representation or warranty,
express or implied, with respect to the correctness, accuracy or completeness of the information and opinions. We do not undertake to update, modify or amend the information on a frequent basis or to advise any person if such information
subsequently becomes inaccurate. Any representation or opinion is provided for information purposes only. Investec Asset Management is an authorised financial services provider.
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