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4 new awards  
for us. Many 
more rewards 
for our clients.  
Sanlam Employee Benefits are the proud winners of another 4 of the major 
retirement industry awards, bringing our total to 6 in 3 years. The awards include: 

• The FA Award for Employee Benefits Supplier of the Year 2011 & 2012. 
• The POA Imbasa Yegolide Award for the Umbrella Fund of the Year 2010 & 2011.  

• The POA Imbasa Yegolide Award for Actuarial Firm of the Year 2012, won by our 
consulting business, Simeka Consultants & Actuaries.  

• The IRF Communication Challenge Award in the Umbrella Funds Category 2011.  
• The PMR Golden Arrow Award 2012 for excellent retirement fund administration 

in the City of Cape Town and Cape Peninsula Survey. 
• The PMR Golden Arrow Award 2012 for excellent retirement fund administration 

in the Boland Survey. 

We are honoured by the acknowledgement of the efforts we make on behalf of our 
clients. We will continue to work hard for them so that they can rest easy.  
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FIRST WORD  
Somewhere 

over the 
rainbow  

The elusive pot of gold is a social compact. In the spirit of Codesa, 

it must be found for investors’ trust and confidence to be firmly based. 

The NDP says so, but is anybody listening?  

F
oreign investors this and foreign investors 
that. So frequently is SA urged to be sensitive 
to the sentiment of foreign investors that they 
might appear to be the be-all and end-all. 

Why bother? Isn’t SA a sovereign state, not to be 
the master of its own destiny? Aren’t there trillions of 
rand – in our own pension funds and other collective 
schemes – suggesting that foreigners can take a hike?  

No way, although the bellicosity of Workers’ Day 
speeches might give that impression. So too might the 
continued proliferation of strikes, legal and illegal, all 
disruptive and damaging not only to the economy but 
also to the interests of these same workers.  

The point that perpetually evades their attention, 
and seems not even to have sunk in amongst their  

leaders, is that they’re striking against themselves. Their 
savings are invested in pension funds, which in turn 
invest in the shares of companies, which means that 
they’re the beneficial owners of these companies. 

As such, through their nominated and mandated 
representatives, they have every right to be heard 
in boardrooms rather than on the streets. It applies 
to public and private-sector workers alike. The 
performance of their pension funds is inextricably 
tied to the performance of the companies where 
they’re invested, and performance of companies is as 
much reliant on managers and workers as it is on the 
economy as a whole. To borrow a phrase, an injury to 
one is an injury to all.  

This is surely the basis on which a social compact, 
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on which the success of the National Development 
Plan (NDP) critically depends, must be forged. There’s 
a mutuality of interest in all but practical expression of 
this welfare interdependence.  

Labour unrest defeats it. For locals, business 
confidence is bruised; private-sector investment stalls 
and retrenchments accelerate. For foreigners, a warning 
bell is sounded by the investment downgrades that 
followed Marikana; it’s unhelpful to the attraction of 
foreign capital that, needed for infrastructure financing 
amongst other things, buoys pension funds’ portfolios.  

Roughly 10% of the JSE market capitalisation is 
held by non-residents. Of the bond market, the 

proportion has reached 38%. Their money is liquid, 
unreliable and volatile. Yet it’s essential for supporting 
the rand and financing SA’s widening current-account 
deficit, occurring when the value of imports exceeds 
exports.  

Foreign inflows – a function of trust and confidence 
as well as global interest rates – can quickly reverse 
into outflows. Within living memory, it’s happened 
with painful consequences. The exchange value of the 
rand goes down; taxes and interest rates go up; growth 
is choked. Larger loom the social debilitations of 
poverty, inequality and unemployment that the NDP is 
intended to counter.  

For all that, SA has a window of opportunity. It will 
last for so long as foreign inflows are strong, as they 
have been in setting records for the bond market, and 
as they will remain for so long as overseas investors 
can earn higher yields in emerging markets than in 
developed ones. 

What nobody can foretell is when “quantitative 
easing” eventually subsides in the US, Europe and Asia. 
At some point, it must. Their interest rates then start 
rising and the competitive edge of emerging markets 
starts diminishing.  

At least until it happens (five years or less?), SA has 
a window to prepare. Finance minister Pravin Gordhan 
has warned that SA’s current economic growth is 
“completely inadequate”. He’s called for a “unique deal” 
requiring a willingness of government, business and 
labour to cooperate and compromise. 

Reserve Bank governor Gill Marcus has argued  

for a “structural shift”, along the lines of Germany’s 
social-market model, that enables the workforce “to 
have greater knowledge of the financial affairs of the 
company and sector, while management needs to 
better appreciate the living and working conditions 
of their employees”. She spoke of “a partnership” 
between the state, employers and training institutions 
whereby there’d be “a steady supply of young workers 
with the knowledge and training to fit into a globally 
competitive economy”.  

Their comments reinforce the need for a social 
compact, promptly executed. Again and again it’s 
mentioned in the NDP. In fact, it’s one of the plan’s six 
“focused, interlinked priorities”. But the draft plan was 
introduced, to loud acclaim, back in November 2011. 
All these months later, there’s dismal progress to show.  

“A formal social compact may help to strengthen 
the alignment between growth, development and 
nation building, generating a virtuous circle”, says the 
NDP. It speaks of “transparent shareholder compacts, 
clean lines of accountability and sound financial 
models to ensure sustainability”. Its inspiration is the 
Constitution itself.  

There are also practical realities, it argues. 
Development of these compacts has such 

preconditions as a level of trust, mediation capacity, 
measures to ensure equitable participation and 
adequate sanctions. Found instead is a lack of trust 
between government, business and the labour 
movement.  

Despite various accords having been signed in the 
post-1994 season of goodwill, most notably to form 
the National Economic Development & Labour Affairs 
Council (Nedlac), this institutional mechanism has 
become paralysed by “the lack of strategic engagement 
among the social partners”. They prefer to focus on 
immediate sector interests and generally question each 
other’s bona fides , the NDP records.  

If shock treatment is required to convert these self-
defeating bickers into a social compact, then heaven 
forbid it’s in the form of foreign capital taking flight.  ■ 

Allan Greenblo, 
Editorial Director 
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Mobilising capital for social impac 

SA is buckling under such structural issues as housing, 

education, income disparity, job losses and energy shortages. 

Sometimes the problems seem so large that people don't 

know where or how to start in making a difference. 

Impact investing partly offers a solution. It allows institutions 

to invest in impact funds that seek to generate competitive 

financial returns while addressing environmental, social and 

governance (ESG) needs. 

At present, SA pension funds invest only around 1% of their 

total assets in ESG. Impact investment funds can help 

trustees to grow this figure following the changes to 

Regulation 28 of the Pension Funds Act and the challenges 

set by CRISA which have increased awareness of 

incorporating ESG factors into fund managers' investment 

processes. What is more, individual members of retirement 

funds can feel they are contributing to the country's future. 

What is impact investing? 

Still in its infancy but, driven by initiatives globally, it is 

rapidly becoming formalised through an Impact Rating and 

Investment Standard ("IRIS"). Although impact investing 

could be categorised as a type of socially-responsible 

investment (SRI), it differs in certain ways. It does not entail 

negative screening which focuses primarily on avoiding 

investments in "bad" or "harmful" companies. Instead, impact 

investors actively seek to place capital in businesses and 

funds that can harness the positive power of enterprise. 

Impact forerunners 

With the vision of "creating shared value" and defining itself 

within the national discourse around SA's structural issues, 

three years ago Mergence Investment Managers launched 

a suite of impact funds: the Mergence ESG Equity Fund, 

the Mergence High Impact Debt Fund and the Mergence 
SRI Fund. They've all performed above their benchmarks, 

showing that impact investing can marry ESG priorities 

with targeted returns. More recently, Mergence launched a 

renewable-energy fund. 

Mergence's impact funds address SA's structural challenges 

in such areas as housing, education and energy. They're 

innovative 'debt funds' where the return on the debt 

investment is similar to the return on a listed bond, but with 

lower volatility. In comparison to a private-equity fund, a 

debt fund invests in more mature businesses where it can 

make a direct impact. Furthermore, it provides certainty of 

cash flows to investors. 

The Mergence impact debt funds typically invest in unlisted 

debt instruments of sustainable businesses/projects that 

are already established and can support SA's objectives. 

For example, the Mergence High Impact Debt Fund has 

14% of its assets invested in the education sector, 20% in 

transport and 21% within the housing sector. The latest debt 

fund supports renewable-energy projects that have high 

proportions of local content. 

What about returns? 

It is a natural reaction for trustees to think that they will 

need to give up some financial return if they are to take 

ESG issues seriously in their funds. This is not necessarily 

the case. A 2012 report by Deutsche Bank Climate Change 

Advisors surveyed over 100 academic studies of sustainable 

investing from around the world. It concluded that ESG 

factors are correlated with superior risk-adjusted returns. 

All the companies studied showed that those with higher 

ESG ratings have lower costs of capital, and the great 

majority of them experienced share-price outperformance. 

Contrary to intuition or assumption, this is strong evidence 

that investors should actually favour ESG-focused funds. 

Not only do they have beneficial social impacts, but they 

are inclined to generate attractive returns over the longer 

term too. 

Mergence is a black-owned 
impact investment manager 

in SA. Through its debt impact 

funds, it can help institutional 

investors gain access to ESG 
investments: mobilising, 

monitoring and accounting 

for the money invested,-  and 

ensuring that the required rate 

of return is achieved within 

the risk profile of the investor 

For information on how to 

invest in the Mergence 

impact debt funds, please contact portfolio manager 

Mark van Wyk on 021 433 2960 or mark@mergence.co.za  

www.mergence.co.za  
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CURATORSHIPS  

Browned off  
“Something is sorely wrong”, said the judge. Indeed there is.  

There should logically be a stage-by-stage 
continuum between an investigation by the 
Financial Services Board, its production of a 

report and then the placing of an institution under 
curatorship where considered by the FSB to be 
necessary in terms of this report. 

Once under curatorship, the primary role of 
the curator is to protect the interests of those who’d 
invested in the institution. It can be done either by 
attempting to restore the institution to health or, failing 
this, to realise the institution’s assets for the investors’ 
optimal benefit. The complementary role is to pursue 
wrongdoers for punishment.  

Throughout the process, the veracity of the FSB 
inspection report is central. It guides the curators in the 
performance of their duties and, where wrongdoing is 
found, it lays the basis for successful prosecution.  

In the trial of former Fidentia boss J Arthur Brown, 
the continuum was disconnected. There was no 
interrogation of the report that had been prepared by 
a senior FSB official. There was no call on the curators 
to explain what their investigations had revealed. It 
beggars belief that the prosecution was conducted 
in this way unless, in its wisdom, it feared that their 
evidence would be more harmful than helpful to the 
state’s case.  

The FSB official presented evidence, only in 
aggravation of sentence, after  Brown’s conviction. He 
should have been the first witness the state brought, 
Justice Veldhuizen remarked at the time, or he might 
have rejected Brown’s plea and forced the state to 
proceed with prosecution: “How can I sentence the 

Brown . . . sore wrist  

accused on facts that indicate that there has been theft 
when there has been no conviction for theft?”  

By sidelining the FSB and the curators, justice has 
been denied. There was opportunity for them neither 
to testify in support of the indictment nor be cross-
examined. Why, oh why, was the FSB not called before 
conviction and why were the curators not called at all? 
It leaves the entire matter unsatisfyingly incomplete, 
the pre-trial publicity hopelessly at odds with the trial’s 
outcome.  

Without their evidence, Brown was convicted on 
two minor charges for which he’d pleaded guilty. Much 
more serious charges were abandoned. Inexplicably, 
the state accepted that Brown never intended to cause 
actual prejudice or damage. The best an astounded 
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court could do was impose a R150 000 fine.  

Pre-trial hype, derived from FSB and curator 
reports, creates the benchmark for public expectations. 
It can also frighten individuals into plea bargains and 
embarrass institutions into settlements. But it cannot 
provide a basis for conviction and sentence when their 
contents (“if correct”, as the judge noted) aren’t tested 
at trial.  

The state says it will appeal against sentence. Brown 
says he’ll take on the curators, for them and not him 
having caused the Fidentia losses. This matter might 
still have a way to go.  

Shades of Masterbond, where the directors were 
eventually imprisoned for long terms? Conversely, 
remember what happened with Fedbond?  

Vilified while under curatorship but vindicated after 
a four-year battle through the courts by chief executive 
John Field, Fedbond was ultimately turned into the 
thriving FedGroup. That’s without thanks to the FSB, 
the curators and the Scorpions who’d tried their utmost 
to kill it notwithstanding the cost to investors. 

It must be with feeling from his own experience 
that Field has pledged R1m from FedGroup to help 
mineworkers dispossessed in the Fidentia debacle. 
Field, a vociferous critic of the curatorship system 
because he has first-hand knowledge of its defects, 
points out that beneficiaries have no way of paying 
attorneys or forensic accountants to trace their monies.  

Thrown into sharp relief is the correlation between 
curatorship costs and benefits to investors. In the 
case of Fidentia, the curators are Dines Gihwala 
(an attorney) and George Papadakis (a forensic 
accountant). By early 2012 they’d knocked up over 
R60m in fees. Only when they finally account can it be 
assessed whether the fees were well spent or whether 
investors are left more with a sour taste in their mouths 
than money in their pockets.  

Issues on curatorships and costs arise from other 
matters too.  

Trial of Simon Nash  

I t appears to be going nowhere fast. Now well into  

its third year, it’s also onto its third prosecutor. To 
get up to speed, he’ll have to study documents and 

Nash . . . long fight  

trial records running to over a million pages before the 
hearing resumes in September.  

Nash – in perpetual dispute with curator Tony 
Mostert – is the first person to have defended the 
charges brought against him for surplus stripping 
under what’s known as the “Ghavalas scheme”.  

When the trial was supposed to have resumed in 
March, the presiding magistrate at the Johannesburg 
Specialised Commercial Crimes Court called in the 
prosecution and defence teams. The trial can only 
proceed, he told them, when “mastermind” Peter 
Ghavalas arrived in the witness box.  

Fair enough, because his evidence and cross-
examination are essential. But there are a few problems.  

Ghavalas now lives in Australia. He was allowed 
to return there after having reached a plea-bargain 
agreement with the state, refunding a slice of his 
takings and being granted indemnity from prosecution 
provided he returned to SA when required to give 
evidence against his former clients.  

If he returns, he’s assured of a memorable 
experience in the witness box. He could also find 
himself facing charges of perjury where sworn 
affidavits he’d signed before and after his plea bargain 
are contrasted.  

If he doesn’t return, he’ll be in breach of his plea 
bargain and so extinguish his indemnity. But SA has no 
extradition agreement with Australia. At this stage it 
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cannot be guessed whether the trial can proceed or will 
have to be abandoned. 

Legal costs would by now be running well into 
seven figures for the defence and prosecution. TT 
asked the National Prosecuting Authority how much 
it had budgeted for the trial, how much of this budget 
had already been spent, and how much more it 
intended to spend.  

Although the NPA promised to respond, it has not 
done so.  

Contingency fees  

They apply when the curator goes at risk. Nothing 
recovered, nothing made. The more recovered, 

the more made. Tony Mostert, the most prominent 
curator being remunerated by receiving a proportion of 
amounts recovered, has made many millions. 

Although the proportion had been authorised by 
the High Court at 25%, in practice (by agreement with 
the FSB) it has dropped to slightly below 20%. Mostert 
is an attorney heading his own law firm.  

Earlier this year, in cases involving the Road 
Accident Fund, there were two Gauteng judgments 
on contingency fees. They held that this “success fee” 
could be up to double the attorney’s usual fee, or 25% 
of the amount recovered if the matter relates to a claim 
for money, whichever amount is lesser.  

Would these judgments affect retirement funds 
under curatorship where contingency-fee arrangements 
apply? Might they cause the FSB to call for these fees to 
be taxed in order that the lesser amount is determined?  

Tshidi . . . no need to review  

No, says FSB executive officer Dube Tshidi: “A 
contingency-fee arrangement will apply to a curator if 
endorsed by an order of court, or agreed in terms of an 
order of court following an application by the Registrar 
(of Pension Funds). The High Court judgments 
referred to dealt with contingency-fee arrangements 
entered into by legal representatives with their clients 
involving claims against the RAF. It has been held that 
these latter contingency arrangements can only be 
agreed upon in accordance with the Contingency Fees 
Act. The judgments referred to therefore do not affect 
curatorships of retirement funds.”  

About R600m  

Amajority decision in the Supreme Court of 
Appeal has dismissed an appeal by Tony 

Mostert, as curator of seven pension funds engaged 
in the surplus-stripping “Ghavalas scheme”, against a 
judgment of the Johannesburg High Court. 

Implications for the funds, potentially to be some 
R600m better off, will depend on whether Mostert 
succeeds in the Constitutional Court on an appeal 
against the SCA decision. If he does succeed, there 
might still be a problem of prescription.  

The aggregate losses suffered by the funds, due 
to the surplus strips, exceed R900m. The funds 
had issued summons against Alexander Forbes, an 
alleged wrongdoer, which then gave notice under 
the Apportionment of Damages Act (ADA) for 
other alleged wrongdoers (Simon Nash, Midmacor 
Industries, Aubrey Wynne-Jones, Nedbank and 
Graham Somerville) to join it in the proceedings. None 
accepted Forbes’ invitation.  

In 2009, Forbes settled the claim against it (without 
admitting liability) by paying R325m. It also purported 
to cede to the funds its claims for contributions, in 
terms of the ADA, from the other alleged wrongdoers. 
The funds then sought to exercise the right that Forbes 
had purportedly ceded to them by launching claims, 
for the balance of the losses, against the other alleged 
wrongdoers.  

They excepted, arguing that Forbes had settled all 
the claims for the funds’ losses. In the Johannesburg 
High Court, Justice Sutherland upheld their exception.  
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Taken to the SCA, two judges upheld the funds’ 
appeal while three judges dismissed it. The majority 
held that the purpose of the ADA is to allow an 
adjustment of the burden of liability amongst 
wrongdoers after a claim has been finalised by one of 
them. But the ADA did not apply here.  

This statutory ADA remedy, which doesn’t exist in 
common law, cannot operate if the total claim against 
joint wrongdoers is settled. Forbes had settled only 
the claim related to it. Under the ADA, however, there 
was no right of recourse against other wrongdoers that 
Forbes could have ceded.  

Unless the funds win in the Conscourt, it would 
seem that the other alleged wrongdoers are home free. 
But even if the funds do win, does prescription kick in? 
Prescription means that money claims lapse after three 
years. More than three years have elapsed since Forbes 
settled.  

Should prescription apply, by virtue of summons 
not having been served on the other alleged 
wrongdoers within three years, it could be that the 
funds will be unable to claim from them some R620m 
excluding interest (the difference between the Forbes 
settlement and the amount extracted by surplus 
stripping).  

Are there other possibilities for recourse? Having 
asked FSB executive officer Dube Tshidi for his views, 
Tshidi referred the TT  inquiry to Mostert Attorneys 
for reply. Such was the vigour of the exchanges which 
followed that, in light of the matter being sub judice  
before the Conscourt, it is considered preferable not to 
publish them.  

About R700m  

F rom one round to the next goes the arbitration 
between Standard Bank and curator Tony Mostert, 

representing the provident fund of the SA Commercial, 
Catering & Allied Workers Union, over the transfer 
of certain shares that were part of Johnnic prior to 
its unbundling. The hotly-disputed matter concerns 
a hedging strategy, under a 2002 agreement, that 
Standard had conducted for the fund to protect the 
value of its portfolio ( TT  March-May). 

Were the bank to lose, it would have to pay to the 

fund some 
R527m worth 
of shares – in 
MTN, Naspers, 
Avusa and 
Element 
One – plus 
dividends and 
penalty interest 
(roughly R700m 
on present 
calculations). So 
far, the bank is 
winning more than it’s losing. 

In the first round, the arbitration award went to the 
curator. In the second, the three-person appeal tribunal 
overturned the award by the single arbitrator and ruled 
that the dispute be referred back to him for completion 
of the arbitration subject to the tribunal’s findings. 
These were that the agreement with Standard that the 
curator had impugned was “voidable but not void” and 
that the curator was not bound by the Saccawu fund 
rules.  

In the third round, back before the single arbitrator, 
all but one of the curator’s claims were dismissed. It 
was for delivery by the bank of 2,9m MTN shares. 

So on it goes to the next round. It will be Standard’s 
appeal against this MTN aspect of the ruling. A 
principal ground is that the arbitrator had side-stepped 
the appeal tribunal’s award on the transactions being 
“not void but voidable”, with “voidable” to mean “non-
existent”.  

The arbitrator is retired Appeal Court judge Louis 
Harms. The appeal tribunal comprises retired Appeal 
Court judges Smalberger, Howie and Nienaber. 

The engagement of four such distinguished lawyers 
cannot come cheap. Neither can the employment 
of heavyweight legal teams on both sides. Jeremy 
Gauntlett SC is leading for the curator and Willem van 
der Linde SC is for Standard. The longer the matter 
proceeds, the more costs mount.  

Once it’s wrapped up, the ultimate findings will be 
as interesting as the award for costs; the former for 
what’s said about the merits and the latter for who’ll 
pay them. 	 ■ 
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RETIREES NEED MORE SUPPORT 

Where particular stakeholders of retirement funds are morally and 
legally obligated to act in the best interests of the members, they 

generally do so. However, Old Mutual research has shown that 
members often make uninformed decisions upon retirement. 

This has raised the question of how trustees and other stakeholders 
can better assist and support members at retirement.  

M
ichelle du Toit, head of OMAC Actuaries & 

Consultants, points out that choosing how to 

retire is as important as saving for retirement. 

It is therefore crucial to help with the education of 

members in the few years before retirement as well as 

on retirement. These are the most vulnerable periods for 

members to make decisions on retirement investments.  

Lack of member education  

“Many members may not educate themselves sufficiently, 

so it is up to us to ensure that they have enough 

information to make informed choices. We put great 

effort into getting our funds aligned with the needs of 

our members. We should ensure that the members we 

look after while active in our funds are given the correct 
advice upon retirement,” she believes.  

This assistance should include help for members in making 

the right choices and selecting suitable providers, she 
adds: “A critical question we’re exploring is whether 

trustees/sponsors should select a default provider/adviser 
for members.”  

Matter of trust  

Members often rely on their fund’s trustees to make 

the best decisions for them. It means there is a moral 

obligation to assist them on retirement. “Members 
remain highly trusting of their trustees and are mostly 

confident of their abilities and willingness to act in their 

best interests. This is in spite of the fact that members are 

typically disengaged from their trustees and the process 

through which they are selected,” says Du Toit. 

She points to the results of the 2012 Old Mutual 

Retirement Monitor. It revealed that 90% of respondents 

who are fund members indicated that they did not vote in 

their most recent trustee election.  

However, Du Toit says, member awareness of their 

trustees does seem to be increasing. This is a possible 

testament to the efforts to improve communication to 

members so far undertaken by the industry. In the latest 

Old Mutual survey, 57% of respondents (up from only 

35% in 2011) were able to identify their trustees either by 

name or by company. 

Drive to change behaviour  

Knowing the levels of trust that members have in trustees’ 

decisions, trustees should ensure that good governance 
drives them to ensure that members do not squander 

their hard-earned savings.  

Trustees, and others in responsible positions, need to 

find ways to avoid the detrimental savings behaviour 

demonstrated by many members. “People tend to be 
reluctant to make the effort to save. Even those who are 

motivated to save often succumb to emotion and make 
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FROM TRUSTEES AT RETIREMENT  

Du Toit . . . help available  

rash decisions that undermine their savings goals,” she 

finds.  

The shift from defined-benefit to defined-contribution 

funds has placed the burden of responsibility for 

retirement savings on employees and fund members. But 

members tend to opt for the lowest contribution to their 

retirement fund, which again leads to lower retirement 

savings. 

It’s important that trustees be made aware of these issues 

so that they can communicate with their members and 

advise them appropriately. 

Boils down to communication  

According to Du Toit, probably the toughest challenge 

facing trustees is to help members understand where 

they are currently positioned in terms of meeting their 

retirement goals. In order to overcome these challenges, 

members must have easy access to simple, comprehensive 

educational material. “Based on this, members can 

draw up achievable retirement budgets which can be 

regularly evaluated, and assessed against their current 
circumstances,” she advises.  

One of the most important issues to include in member 

communication is a basic overview of the advantages and 

disadvantages of available annuities, as this will assist them 
in making the correct choice when purchasing an annuity. 

Members often choose the annuity that offers them the 

greatest starting return, without much consideration for 

the long-term consequences of that decision. 

“The biggest problem is that annuities confuse and 

intimidate members. There is also a perceived legacy of 

historical poor performance and poor advice, which has 

eroded trust and led to members not seeking proper 

advice,’ she says.  

Annuities: what members need to know  

It’s clear from the government’s discussions on retirement 

reform that annuities will become the preferred savings 
vehicle for members. So addressing members’ lack of 

understanding should be a priority for the industry. 

“Annuities help preserve income for members. We often 

offer members default categories in investment portfolios 

and contribution rates. Default annuitisation is therefore 

a viable option. Members trust decisions made for them 

by trustees/sponsors, so it makes sense to leverage that 

trust by assisting members to make more informed choices 
at retirement,” Du Toit argues.  

www.oldmutual.co.za/corporate  
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CURRENTS  

Trials for Trilinear  
Civil actions on their way.  

F irst, and as an aside, let it not be said that as a 
rule trustees aren’t generously paid. According 
to the latest Sanlam benchmark survey, few 

retirement funds pay their trustees anything at all.  

It turns out, however, that those who’d previously 
sat on the board of the Trilinear Empowerment Trust 
– hopelessly bust and without proper records – were 
each receiving attendance fees of R69 000 per meeting.  

TET is at the centre of a transactions web that’s left 
the retirement funds of Cape clothing workers depleted 
by around R200m (TT Sept-Nov 2012). Under new 
trustees, it’s set to recover as best it can. High on its 
priorities is Canyon Springs, the private company of 
former deputy cabinet minister Enoch Godongwana 
and his wife, into whose affairs a Companies Act 
inquiry has been concluded. Some findings:  
100-  Canyon Springs had been given a R94m loan even 

though there was no loan agreement in place at the 
time between it and TET. A backdated agreement 
was finalized two years after the proceeds has been 
paid over;  

►  In another transaction, Canyon Springs received 
R29,3m from TET. Of this, R2m went to a company 
of Richard Kawie who’d “been influential” in 
making TET investment decisions. Another R15m 
went to a shell company from which it was onlent 
to a private trust of Sam Buthelezi who controlled 
the Trilinear group;  

100-  In 2008 Canyon Springs withdrew R12,5m from 
TET. This was then paid to Trilinear Specialised 
Finance for advisory fees. On the same day, R11m 
was transferred from TSF to Trilinear Asset 
Management. In turn, TAM paid a settlement 

of R11m to the Public Investment Corporation 
(Kawie taking R1,5m as a facilitation fee).  
TET plans to issue summons for over R150m 

against those implicated: Kawie, Buthelezi, the 
Godongwanas, Mohan Patel (a Canyon Springs 
director) and Irwin da Gama (who’d signed simulated 
loan agreements and borrowed some money for 
himself). They can be held personally liable without 
limitation on liability.  

Kawie and Buthelezi are also awaiting criminal 
trial. They wanted to enter a plea bargain, but this 
would presumably require agreement from the TET 
trustees.  

The retirement funds of the clothing workers 
have been denuded of an estimated R200m. The SA 
Clothing & Textile Workers Union has indicated 
that it might be able to use its own reserves for their 
replenishment.  

Say on pay  

Thanks very much, Public Investment 
Corporation. By disclosing the reasons for 

its proxy votes on behalf of the GEPF against the 
remuneration of directors, it’s stirred a hornets’ nest 
that won’t be unstirred. For the most part, the stings 
are in the lack of disclosure on the key performance 
measurements for the award of bonuses and 
incentives.  

This applied in the majority of companies where 
the PIC exercised proxies from October to March: 
Afgri, Peregrine, Shoprite, Northam, Wilson Bailey, 
Aveng, Eqstra, City Lodge, Rainbow Chicken, 
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Amalgamated Appliances, Country Bird, Metrrofile, 
Super Group, Steinhoff, Discovery, African Bank, J D 
Group and Sappi.  

Either there is disclosure or there isn’t. The test is 
much more objective than on whether remuneration 
is considered excessive. This was found in only two 
instances, with the Shoprite and MMI chief executives, 
both of which can be subjectively argued. Maybe that’s 
the point: to get argument started, for attackers and 
defenders to justify their positions.  

What’s healthy is bringing it into the open so 
that King III ascends from window dressing. The 
rider, though, is to distinguish between corporate 
governance and Companies Act issues. 

On the former, it’s right that shareholders send 
messages; they have no fiduciary duty to the company 
or to other shareholders. On the latter, the running of 
the company remains with the board; shareholders can 
only approve or reject company remuneration policies 
and pre-approve directors’ fees, not salaries. This 
could well be the next round for argument. 

Shot in the foot  

pension funds are amongst the largest. And who are 
members of pension funds? Millions of people, black 
workers significantly amongst them.  

Which illustrates why, in this sense, strikes are 
counter-productive. The 100 biggest shareholders 
in Amplats, for instance, include the Mineworkers 
Provident Fund and the SAMWU National Provident 
Fund. There’s a host of others predominantly for 
workers, from various municipal pension funds to the 
provident funds of the motor and the private-sector 
security industries.  

In the past year, the market capitalisation of 
Amplats has fallen by 41%. Were fund members only  

to consider the effect of strikes on their savings.  

Shareholder inactivism  

For all that, the latest Sanlam benchmark survey 
finds that 78% of respondents have not requested 

information on how their asset manager has voted on 
their funds’ behalf and 83% did not engage their asset 
manager on how they voted at shareholder meetings. 

Worse, despite PF 130, 73% of funds do not have an 
investment mandate with asset managers that include 
voting principles. Most funds have never even debated 
proxy rules.  

Better, 43% of funds have ESG policies in place and 
39% have been influenced by the Code for Responsible 
Investing (CRISA) in setting their investment policy 
statements.  

IRF? What IRF?  

F inance Minister Pravin Gordhan wants to call  a 
meeting of trustees for a discussion on National 

Treasury’s proposals for retirement reform. It should 
be a simple matter of him picking up the phone to the 
Institute of Retirement Funds and asking it to send 
along a representative bunch.  

A simple matter it won’t be, such is the state of 
the IRF’s disarray (TT March-May). It looks to be 
worsening by the day. That much is evident from 
questions put to the IRF which, although it had 
promised to answer after its May 14 board meeting, 
hasn’t done so:  
► Does the IRF at present have a functioning board? 

If so, who does it comprise?  
► What response have you had to your invitation 

of March 20 for IRF members to serve on the 
board? How many CVs did you receive (as per the 
invitation), who adjudicated them and on what 
criteria, and who was selected?  

► Of existing IRF members, how many have so far 
renewed their memberships i.e. as an absolute 
number and as a percentage of existing members?  

► Will there be an IRF conference this year? If so, 
when and where will it be held; what will be its 
theme, who will be the main speakers, and who is 

Just who are shareholders? Almost invariably, 



16 	Today ’s  TrusTee  J une/augusT  2013 

organising it?  
►  Presuming that the conference is to be held, have 

you begun to canvass exhibitors? If so, which 
potential exhibitors have so far indicated that they 
will support it?  
Bashkar Latchman, a second vice president and 

co-founder of the IRF trustee committee, has separately 
commented in his personal capacity on why earlier 
this year he’d resigned from the IRF board after having 
served on it for many years. Amongst his reasons were 
“the lack of respect shown to fellow directors, the lack 
of upholding the IRF constitution and the lack of due 
process”. There were also breaches of confidentiality and 
unfounded allegations by some directors against others.  

He sets out a number of other reasons “because it is 
critical to appreciate that the sad state of affairs is not 
the making of all the directors”.  

Fortunately, all is not lost. Forget the IRF and 
rather anticipate the prospect that there’ll soon be a 
new body to take its place. The more it involves the 

Principal Officers Association and the trade unions, 
the better for inclusive participation of trustees as well.  

Energy boost  

Metal Industries Benefit Fund Administrators 
has signed an agreement with Mergence 

Investment Managers to invest up to R1bn in the 
renewable-energy sector. 

MIBFA represents the interests of over 400 000 
active members in the Engineering Industries Pension 
Fund and the Metal Industries Provident Fund, 
collectively the largest private-sector retirement fund 
with assets in excess of R90bn. Mergence, a black-
owned asset manager, focuses on impact investing.  

The R1bn will be invested in the Mergence 
fund which provides debt financing to a number of 
independent power-producer projects approved by 
Eskom in terms of the national renewable energy 
programme announced by government.  ■ 
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LEGISLATION  

When personal privacy collides 
with public interest  

PoPI is a law of unintended consequences. The bill should be amended not to 
defeat disclosure principles of shareholder information.  

T here appears to be a crazy dichotomy 
between the Companies Act on the one 
hand and the Protection of Personal 
Information (PoPI) Bill on the other. 

While the Companies Act obliges information on 
shareholders to be recorded in share registers, where 
their details are publicly accessible, PoPI seeks to 
remove “personal information’’ from the public 
domain.  

What then is supposed to be public, and what 
is considered personal? Is the requirement for 
transparency trumped by the right to privacy? If not, 
how are the Companies Act and PoPI to co-exist?  

The answer is a mishmash. Under the Companies 
Act, any shareholder and any member of the public is 
entitled to inspect and obtain a copy of the company’s 
share register directly from the issuer or the company 
concerned. It’s an offence for the issuer or the 
company not to accommodate a request for access or 
unreasonably to refuse it.  

There’s a rationale. Ownership of a public company 
is public information, essential for the public operation 
of a public market. That’s why, by law, on the register 
of each company will be each shareholder’s:  
► Name and business, residential or postal address;  

► E-mail address if available (unless the person has 
declined to provide it);  

► Unique identifying number;  
► Dates on which the securities were bought and 

sold, with their respective prices;  

► Total number of securities held.  

S o far, so good. These details are unaffected by 
PoPI or the Financial Markets Act (FMA). But 

the disclosure obligation is on the issuer or company. 
It will presumably have to make a call on the 
information that’s “personal” and therefore prohibited 
from disclosure. Selective disclosure, however, could 
defeat the purpose of having these details recorded in 
share registers. 

Especially worrisome, then, is whether issuers 
and companies are between a rock and a hard place. 
When a member of the public requests a copy of a 
share register, can the issuer or company invite a 
contravention of PoPI by supplying the full record or a 
contravention of the Companies Act by supplying only 
part of it?  

Strate, the central securities depository, has an 
obligation under s52(1) of the Companies Act and 
s30(2)(s) of the FMA to disclose share-register 
information only to the issuer or company. This, 
points out Strate legal counsel Stan Ndleleve, means 
that Strate’s disclosure of personal information in the 
share registers to the issuers or companies will not be 
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restricted by PoPI or the FMA.  
But it’s clear, Ndleve adds, that Strate does not have a 

similar legal obligation to disclose personal information 
in a register to data vendors: “Strate has therefore 
embarked on an exercise to determine line-by-line our 
beneficial download (BND) files to ensure that we will 
not be in contravention of either PoPI or the FMA. 
As a result, Strate has held numerous workshops with 
the market to come to a possible solution. It must be 
understood that there are penalties, which include huge 
fines and jail terms, for contraventions.”  

Data vendors, commonly used by professional 
investment managers, make Strate information easy to 
access. Users of their service don’t need to approach 
the issuer or company directly, but have on tap the full 
record that share registers provide. 

Through this, they can track market-sensitive 
information; for example, where a big shareholder 
is buying or offloading, or where a new shareholder 

appears to be building a strategic stake. They can also 
drill down through nominee companies to find the 
beneficial shareholders on the BND files; for example, 
to solicit proxies for voting at a shareholders’ meeting.  

In a nutshell, PoPI and the FMA do not prevent 
Strate from exercising its functions. But they will 
influence how Strate distributes it information to data 
vendors. 

At best, it can make the process of accessing 
shareholder information a whole lot more circuitous 
and cumbersome. At worst, it can undermine the 
whole purpose of requiring pertinent information 
from being disclosed in the share register.  

Perhaps it’s not forlorn still to hope that the PoPI 
drafters, in their wisdom, will hit upon a simple 
remedy. It’s to exclude from PoPI any provisions that 
conflict with the requirements of other acts.  

Preventing spam and disrupting stockmarket 
transparency are hardly one and the same. 	■ 
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BUSTING THE MYTH 

Market returns will no longer compensate for inadequate savings  

The 2013 Sanlam BENCHMARK Survey confirms a 
longstanding disconnect between what retirement 
fund members expect to ‘earn’ in retirement and 
what they actually achieve. It also reveals that 
half of new retirees struggle to cover their monthly 
expenses post-retirement. Against this backdrop, 
National Treasury’s desire to ‘nudge’ savers towards 
better outcomes is understandable.  

A central debate at the 2013 BENCHMARK Symposium 
was about which industry stakeholder should be 
held accountable for poor retirement outcomes. 
Although Sanlam is on record that employers must 
accept greater responsibility where their employees’ 
retirement is concerned, it is clear that trustees, 
financial advisors and the regulators all have a role 
to play in positively influencing member behaviour. 

A major challenge for these role players is to address 
the legacy of South Africa’s defined-benefits system. 
“Members have an expectation that, once their 
retirement-fund membership forms are filled out, 
their fund trustees or employer will take care of 
everything,” says Danie van Zyl, head of guaranteed 
investments at Sanlam Structured Solutions. “These 
individuals believe that someone else will see to it 
that there is enough capital for their retirement.”  

Another myth is that individuals who neglect their 
savings during their early working years will be 
able to make up the shortfall in later years. This 
misconception arose from the fantastic inflation-
plus returns earned across asset classes during the 
15 years prior to 2009. Nowadays the retirement- 
funding industry must generate returns in a low-yield 
world.  

Dawie de Villiers, chief executive of Sanlam 
Employee Benefits, captures the present reality of 

which many fund members seem unaware: “Gone 
are the days when high returns would make up for 
inadequate savings.”  

Study after study confirms that the average 
retirement-fund member is apathetic, lacks 
understanding of financial products, defers critical 
financial decisions and refuses to consider the 
long-term nature of retirement savings. The 2013 
BENCHMARK Survey offers many examples of this 
apathy.  

While only a third of fund members voted for their 
trustees – and even fewer could name a trustee – a 
staggering 80% of those surveyed were confident that 
these trustees would make sound financial choices 
on their behalf. When left to their own devices, fund 
members seem to make decisions that destroy value.  

Major mistakes include contributing too little to 
their retirement fund, starting their contributions 
too late, and withdrawing their accumulated 
capital when changing jobs. Trustees also exhibit 
behavioural failings.  

The latest survey suggests that trustees only expect 
13,4% of their fund members to retire comfortably. 
But while 76% indicated that they were worried 
about how fund members would utilise their benefits 
upon retirement, only 24% wanted further dealings 
with members post-retirement.  

How can poor member behaviour be addressed? An 
important first step would be for employers and 
trustees to create more checkpoints along the road 
to retirement and to communicate more effectively 
with fund members at each such opportunity.  

“Our research has shown that fund members are 
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De Villiers . . . high returns gone  

only asked to make choices when they join a formal 
retirement fund,” says Van Zyl. “They fill out loads 
of forms and are then left alone in the hope that 
‘one day’ they will enjoy a great retirement.” It 
is as if many retirement fund members go from 
limited assistance on ‘day one’ of their journey to 
retirement to ‘day one’ in retirement without any 
financial guidance along the way. 

The current practice of suggesting a meeting 
between the fund member and a financial advisor a 
few months before retirement is nonsensical. “The 
typical response of a trustee or employer response 
to a member’s cry for help is to refer the member to 
a financial advisor,” says Van Zyl. “This abdication 
of responsibility is one of the biggest stumbling 
blocks to making meaningful improvements in the 
retirement-funding landscape.”  

At the 2013 Benchmark Symposium it was suggested 
that the employer, through its Human Resources 
department, facilitates and even funds financial 
advice workshops and one-on-one sessions with 
financial advisors for fund members. 

Van Zyl . . . expectations misplaced  

About the Sanlam BENCHMARK Survey  

On behalf of Sanlam Employee Benefits, independent 
market research agency BDRC conducted face-
to-face interviews with 100 Principal Officers of 
standalone retirement funds. This study included 
a subset of 10 interviews with Principal Officers 
of trade-union retirement funds. A further 100 
interviews were conducted with participating 
employers in umbrella funds. To complement 
the findings of the retirement fund studies, 500 
telephonic interviews were conducted with members 
of retirement and/or retirement annuity funds and 
251 face-to-face interviews with retirees. For more 
information, visit www.sanlambenchmark.co.za  or 
www.sanlam.co.za/mediacentre.  

www.seb.co.za  
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INVESTMENT  

Active v Passive  
The big debate gets underway. Three experts offer their different perspectives.  

I
t couldn’t have been more timely. From the 
consultation papers already released, it’s evident 
that National Treasury has an inclination 
towards greater use of passive investment 

management by retirement funds. Publication of its 
paper analyzing costs, and making recommendations 
to reduce them, will almost certainly provoke spirited 
controversy.  

A precursor was provided by a panel discussion, 
hosted by GIB Financial Services, where competing 
views were vigorously aired. There were even 
moments when the three panelists –  Craig Chambers  
(chief executive at Old Mutual’s Dibanisa),  Sonja 
Saunderson  (chief investment officer at Momentum 
Manager of Managers) and  Karl Leinberger  (chief 
executive officer at Coronation) weren’t politely at one 
another’s throats. 

From what they had to say, their respective 
preferences were clear. Of course, they were talking 
to their books. So, before handing over to the 
professionals, some explanation:  

The basic approach for passive management is to 
look at a published index – good examples are the SWIX 
(Shareholder-Weighted Index) and ALSI (All-Share 
Index) published by the JSE – and then invest in the 
same proportions as the various components (in this 
case listed companies) making up the selected index. 
This should result in the investment portfolio delivering 
the same return, after deduction of costs, as the selected 
index. 

Saunderson . . . for balance  

The active approach is to look for the best in the 
bunch and choose those companies that should deliver 
better returns than the index. If the manager is skilled at 
the task, and a bit of luck runs with him, over time the 
portfolio’s performance should be ahead of the index.  



Chambers . . . for passive  
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Chambers:  Globally, there has been a significant move 
from active to passive management. SA has been slow 
on the uptake, but we are starting to see more interest. 
It follows from the phenomenon that, on average, 
active managers do not outperform their benchmarks 
after deducting fees. Because market performance is 
the average of all the prices in the market, the simple 
arithmetic of averages says that 50% of the market will 
be above the average and 50% below. So on average, 
after deducting fees, the average investor is guaranteed 
to underperform.  

Saunderson:  Markets are where willing buyers meet 
willing sellers. When buyers and sellers agree a price, 
the trade goes ahead. This is called ‘price discovery’ 
and is one of the main purposes of a market such 
as the JSE. If price discovery does not happen, or 
does not happen in sufficient quantity (volume), 
the market becomes inefficient. In theory, too much 
passive investing could result in a breakdown of price 
discovery and liquidity (volumes exchanged). 

So whether to adopt an active or passive approach 
is not a straightforward decision. You need to consider 
what you are trying to achieve. Do active managers 
have an information advantage that can result in 
better-than-benchmark returns? Is there sufficient 
liquidity to track an index? What does all of this cost? 
All these considerations become a balancing act in 
selecting between the active or passive investment 
approach.  

Leinberger:  The risk with passive investing is that 
you end up buying high and selling low when the first 
principle in investments is to do the opposite. This 
is what all market-weighted benchmarks, the most 
commonly tracked indices, effectively force tracking 
funds to do. Mathematically it is 100% correct that 
active managers will underperform the market after 
costs. This is a mathematical certainty. But who wants 
to be average? We think it is fairly easy to identify the 
long-term winning managers. These managers have 
consistently beaten the markets, over meaningful 
periods of time, and have done so in a material way.  

Chambers:  We’re seeing a proliferation of alternative 

indices being created that can be efficiently and 
effectively tracked. This opens the opportunity set for 
investors not to just consider a market capitalization-
weighted index but to look at indices like the RAFI*. 
It builds some intelligence into the index. That 
could be that an index more representative of value 
opportunities, for example. 

Saunderson:  The main determinants of the return 
that you will receive on your portfolio, in order of 
importance, are that you select the right asset class, 
then the right strategy (e.g. value, momentum, 
dividend yield) and ultimately the right manager 
to implement the strategy. This is obviously in the 
context of your investment objective. There are many 
interesting and effective investment strategies. But 
sometimes managers do not consistently apply the 
strategy. When the tide or their strategy turns against 
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them, they change their investment approach. 
‘Smart beta’* allows us to isolate the specific 

strategy that we want to put into the portfolio. All 
our portfolios at MoM are multi-strategy. The best 
example of this in recent years has been the ‘smart 
beta’ strategy we’ve built. It combines earnings and 
growth momentum. This was done as no single 
asset manager was managing in accordance with the 
strategy. Conversely, there are many strategies that are 
best implemented by an active manager.  

Leinberger:  Investors must realize that selecting a 
‘smart beta’ portfolio is itself a very active decision. 
This is another shortfall in the passive model. 
Investors think they are avoiding active decisions, but 
this is incorrect. The portfolio may be implemented 
passively, but someone ultimately needs to decide 
which fund to invest in. The risk in a passive strategy 
is that this decision is not made by a professional 
investor accountable for the decision. 

Chambers:  Passive management is by far the cheapest 
way to get into a market. The challenge to track an 
index is largely administrative. Do you have the right 
systems, manned by the right people, to track an index 
effectively? Once the initial investment in systems 
and people is made, the approach is highly scalable. 
It then becomes relatively straightforward to generate 
and pass on scale benefits – through lower fees – to 
investors.  

Saunderson:  Investors receive after-costs returns on 
their investments. The question is how to balance 
the after-costs return of an investment that combines 
higher-priced active managers, with the potential 
to outperform an index, together with a passive 
investment that will track the index at a lower fee. How 
we structure our overall portfolios is a fairly systematic 
approach of considering how we can maximize the 
potential to consistently deliver on our performance 
promise to investors in the most cost-effective way. 

Leinberger:  Although passive managers often market 
their low fees, the extent to which passive funds 
underperform their benchmarks came as a surprise to 

Leinberger . . . for active  

me. These funds typically underperform by between 
15 and 50 basis points per annum. Over long periods, 
it translates into material underperformance. 

As an active manager, Coronation is indifferent 
between fixed fees and performance fees. Where we 
can, we like to give our clients the choice. Ultimately, 
investors have free choice. If we do not deliver on our 
clients’ performance expectations, after taking into 
account the fees they pay, they can and will move their 
money elsewhere.  

Chambers:  There is definitely space for active and 
passive management to work side-by-side. Our 
experience has been that clients will take a proportion 
of their investments and allocate them to passive 
management. Their analysis generally shows that if 
you combine several active managers together, you end 
up with a core holding of investments – shares, in the 
case of equities -- that are pretty much representative 
of an index. By carefully combining a passive core with 
a more active satellite, clients can receive the same 
aggregate return at a lower cost.  

Saunderson:  Our experience has been that there are 
clear areas where passive management is the better 
approach and others were active management is the 
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better quality investment decision. There are many 
factors to consider and definitely no one-size-fits-all 
approach.  

Leinberger:  Ironically, we would be happy to see 
growth in passive funds under management. The 
more passive management there is in a market, the 
less efficient the market becomes. This happens 
because nobody is thinking about what they are 
investing in. So mispricing occurs more frequently. 
Since information is no longer built as efficiently into 
the price of the investment, there’s an increase in the 
number of opportunities for an active manager to 
select investments that will outperform.  

Chairman:  Thank you, lady and gentlemen. I’m sure 
that you’ve helped the audience to become more 
intelligently uncertain. 	 ■ 

*Terms explained:  

RAFI  is a non-capitalization weighted index. It 
breaks with the traditional price-based market cap 
weighted index, instead deriving its constituent 
weights from company fundamentals;  

• ‘Smart beta’  is a type of passive management 
approach where, rather than trying to track a 
market cap index, you apply some logic to the index 
construction. This logic could be that you only 
invest in companies that have, for instance, a certain 
level of dividend yield. You then track this ‘smart’ 
index. Beta is shorthand for a market return. Taken 
together, ‘smart beta’ means that you apply some 
intelligence in constructing the index (the ‘smart’ 
part), but that you are still getting the return the 
index delivers (the ‘beta’ part). 

• 
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COVER STORY  

Political 
preservation  

A battle line has been drawn, but retirement-fund issues are 
too serious for point-scoring. In support of Treasury, Zuma 

should slap down arch-opponent Vavi and expose the noise for nonsense.  

I
f anything can be politicised in SA, it will be. 
This is the real and present danger for National 
Treasury’s proposals to introduce mandatory 
pensions preservation. It’s easy meat for populist 

attack when the ANC government, racked by division 
amongst its alliance partners, faces an election year.  

There are two ways, mutually inclusive, of looking 
at preservation. One is as a necessary good in itself; 
without it, the overwhelming majority of pension-fund 
members have scant chance of financial comfort in 
their retirement. It also mitigates their reliance on the 
state.  

The other is as a cornerstone of the National 
Development Plan; without reversing the low level 
of household savings, which preservation can 
significantly assist, SA will remain over-dependent 
on unpredictable inflows of foreign capital to finance 
the infrastructure investments that the NDP identifies 
as essential for economic growth, job creation and 
poverty alleviation. 

Pensions preservation is consistent with the 
investor-friendly NDP. Leading lights are Planning 
Minister Trevor Manuel and unionist-turned- 

businessman Cyril Ramaphosa (now also the ANC 
deputy president). Finance Minister Pravin Gordhan 
couldn’t draw the national budget to align with it 
unless supported by President Jacob Zuma.  

Lingering on the back burner is the statist-
orientated New Growth Path. Led by Economic 
Development Minister Ebrahim Patel, it focuses 
on a strengthened role for state-owned enterprises 
and advocates the introduction of prescribed-asset 
requirements as an economic stimulus. It’s supported 
by such powerful Cosatu affiliates as the National 
Union of Metalworkers, and by Cosatu general 
secretary Zwelinzima Vavi.  

The NDP would appear to have triumphed over the 
NGP. This was the interpretation of Zuma’s address 
to the ANC’s conference in Mangaung last December. 
He embraced the NDP to “steer our economy boldly”. 
But then came a semantic contortion that “some of the 
instruments we are using, within the NDP framework, 
is our New Growth Path”.  

That was more confusing than clear. Is the wily fox 
still allowing for options, just in case it later becomes 
expedient to offer trade-offs between the NDP and 



Vavi . . . loud protests  
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Vavi and his cohorts 

within a factious 

ANC consider the 

NDP to be the a  

ntithesis of the 

Freedom Charter, 

and are determined 

to fight it. 

the contradictory NGP? For instance, to let the former 
win on a variety of “active labour market policies” and 
the latter on prescribed investments for support of 
floundering state-owned enterprises?  

Vavi and his cohorts within a factious ANC 
consider the NDP to be the antithesis of the Freedom 
Charter, and are determined to fight it. An early battle 
line has been drawn on pensions preservation.  

It’s easy meat for political opportunism. It’s also 
highly toxic. 

Look no further than the Marikana turmoil when 
mineworkers demanded their pension money to pay 
loan sharks. Or the more recent strike of SA Post 
Office workers who engaged in a prolonged strike on 
a flimsy suspicion that their pension entitlements were 
threatened. Or the experience of the 1980s when the 
then government’s attempt to introduce preservation 
was abandoned in the face of violent resistance and 
mass resignations by workers from their jobs to get 
their pension money.  

This is a history not to be replayed. Neither is a 
lesson of e-tolls to be left unlearned. Then, as Vavi 
turned up the heat on the eve of e-toll implementation, 
Zuma left Treasury hanging out to dry. Now, 
specifically on preservation, Zuma can avert a 
similar calamity by proactively expressing his explicit 

endorsement of preservation.  
That’s not too much to expect. For the Treasury 

proposals are hardly the stuff of contest. They’re 
grounded in accommodation of disparate needs, 
researched and debated with ample opportunity for 
public comment (as were e-tolls), nowhere deserving 
the distortions and exaggerations to which they’re 
vulnerable in a partisan hothouse. They’re a modest 
move to alter behavioural patterns from consuming 
to saving and, properly seen, they offer no reason 
to anticipate a panic cashing-in of pensions before 
preservation takes effect.  

However, simple endorsement is insufficient. 
It additionally requires a commitment not 

to impose prescribed-asset requirements on the 
investments of pension funds. Paramount to fund 
members is their net returns that prescribed assets, 
by definition, will reduce. Investments offered at 
market-competitive rates don’t need to be forced by 
prescription.  

As part of the preservation package, government 
will introduce tax-preferred savings and investment 
accounts in 2015. To give on the one hand with tax 
incentives, and take on the other with prescribeds, 
would be illogical and self-defeating.  



Zuma . . . dismiss the objections  
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So the endorsement needed can pit Zuma 
directly against those in the alliance for whom Vavi 
speaks. Using anti-capitalism rhetoric at its most 
inflammatory, late last year Vavi gave notice of his 
intention. He told the Nedlac labour constituency 
that “we cannot look at the problems confronting the 
retirement funds in isolation from the broader issues 
of social security policy”. 

He was “increasingly concerned” by the 
“outrageous length of time that it is taking government 
to produce its long-awaited social security policy 
document”, and “extremely worried” that Treasury was 
proposing “piecemeal reforms” such as preservation 
“which would prevent workers from drawing funds 
before retirement”.  

Treasury must stop making these 
“counterproductive interventions”, he argued, and 
discuss them in the context of comprehensive reforms: 
“There seems to have been extensive consultation 
between Treasury and the financial service sector 
since 2007, both on their piecemeal proposals and 
the pending policy paper, yet organised labour has 
been excluded from this process apart from the recent 
minimal and superficial engagement on the retirement 
reform papers. This is an insult to workers.”  

Exhortations for mass consumption tend to be thin 
on factual content. It’s mischievous to allege that Treasury 
hasn’t been bending over backwards to build a consensus 

on retirement reform, particularly on its preservation 
initiatives, both prior and subsequent to release of last 
year’s discussion documents for public comment.  

Written submissions were requested by end-May. 
Gordhan promised in his Budget that consultation on 
the proposals would precede introduction of legislation 
later this year. If Treasury had not gone to Vavi – and 
it has been going aplenty to unions – Vavi could have 
gone to Treasury. There’s been no insult to workers. 

Equally, it’s wrong to suggest that discussion is 
outside the context of a broader policy on social 
security. The NDP explicitly connects them. The worst 
to be contended is a difference in timing. Preservation 
is imminent because it can be; a National Savings 
& Social Security Fund will take longer because it’s 
much more complex. The former must precede, not 
preclude, the latter for the funding structures of an 
NSSSF to be finessed.  

Moreover, to ignore the detail in Treasury’s 
proposals is disingenuous. There’s no sudden cut-off 
date when the withdrawal of savings is prohibited. If 
anything, what’s contemplated falls well short of the 
ideal to prevent continued pension leakages. 

This is precisely in recognition of lower wage-
earners’ living exigencies, to provide breathing 

space before there’s an NSSSF, and to impress on the 
public at large why preservation is essential in their 
longer-term benefit. Preservation is supplementary to 
social security, not a substitute for it.  

To be countered is a pervasive sense that pensions, 
being the savings of individuals, are there for the 
taking whenever those individuals want to access 
them. That’s not what pensions are about. Yet 
withdrawals will still be allowed, although limited in 
number and disincentivised by loss of tax advantages, 
but nevertheless smacking against the tenet that people 
won’t preserve unless forced.  

They won’t be forced. What’s Vavi not to like?  

Gordhan has explained: “Retirement funds will 
be required to identify appropriate preservation 
funds for exiting members, who will be  encouraged  
to preserve when changing jobs...and guide  their 
members through the process.” The February 2013 
paper, containing “proposals for further consultation”, 
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Manuel and Ramaphosa . . . side by side  

also uses the term “guide” and provides for retiring 
members to move automatically to a default annuity 
product unless they “ request otherwise ”.  

Treasury is treading lightly, so lightly that on the 
table is ‘preservation lite’. Its discussion paper says: 
“Funds will be required to nudge  members to save 
for the long term” and, when that member leaves 
employment, to transfer funds into a default option 
“unless the member has indicated otherwise ” (i.e. not 
to accept the default). Member inertia will be a subtle 
driver of acceptance.  

So accommodative is ‘preservation lite’, with 
all its allowance for withdrawals, that it should be 
an easy sell; unless, that is, the detail is ignored 
or misrepresented for purposes of political point- 
scoring. Eschewing full preservation, it accepts that 
unemployed workers should be permitted “some 
access” to their retirement funds “in case of need” 
and seeks not to harm workers unable to access their 
retirement savings “in times of great need”.  

A few questions arising:  
► Who, and on what criteria, are “need” and “great 

need” to be assessed? Might different 
interpretations not lead to labour disputes?  

► Are there competent trustees in sufficient numbers 
to provide guidance for fund members wanting to 
cash out? How perfunctory or well-informed is their 

guidance supposed to be, and can it be ignored?  

► When a member instructs a fund that he wants 
to withdraw, say to pay off a bond or start his 
own business, can a fund-designated financial 
advisor prevent him (i.e. is the advice restricted to 
acceptance or rejection of financial products only)?  

► How are conflicts of interest to be avoided on 
the part of trustees (e.g. where they’re appointed 
by sponsors of umbrella funds) and of financial 
advisors (e.g. where, outside their mandate from 
the fund, they earn commissions from service 
providers)?  

► As there’s no mandatory membership of a 
retirement fund, might mandatory preservation not 
discourage employers from compelling employees 
to join one (i.e. because employers don’t want 
to fight with employees reluctant to accept the 
cashing-out restrictions)?  

► What is the right cut-off age for retirement? Is age 
55 too late for those who haven’t enjoyed first-
world healthcare, and too early for those who have? 
Does one size fit all?  

As always, the devil is in the details. As always, 
they’ll be refined as they’re identified in the evolution 
of practice. They aren’t stumbling blocks.  

In fact, for the millions of present and future 
members of retirement funds, the need to understand 
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the workings and benefits of preservation is a huge 
opportunity to launch a popular educational campaign 
supported by institutional commitments under the 
Financial Sector Charter.  

The better for it to be launched with the head 
of state’s imprimatur. Zuma is surely not oblivious, 
either, to the tactical gain in showing up the Vavi 
arguments as silly. 	 ■ 

SOME MAIN FEATURES  
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OFFSHORE ALLOWANCE  

Africa alert  
SA pension funds are increasingly looking to invest in other parts of the 

continent. There are many opportunities, but they need to be carefully sifted.  

T o an ancient Roman philosopher is 
attributed the observation Semper aliquid 
novi Africam adferre  (“Always something 
new from Africa”). Back then, Pliny was 

referring to the continent as a traditional source of 
hybrid animals. Today, the observation remains but 
in a different context. What’s now new about Africa is 
the suddenness with which it has become a favoured 
investment destination.  

True, it’s stimulated as much by improved 
governance in many countries across the continent as 
by rapid urbanisation, a burgeoning middle class and 
exponential growth prospects (off a pitifully low base) 
that sparks huge infrastructure and consumer demand 
(not least for social services). It’s also fuelled by the 
confluence of two other events.  

One is the super-cycle in the price of commodities, 
which Africa has in abundance: copper in Zambia and 
Democratic Republic of Congo; iron ore in Guinea 
and Sierra Leone; gas in Mozambique and Tanzania; 
oil in Kenya and Uganda. Light prospecting has turned 
to heavy exploitation, with the Chinese often in the 
forefront.  

The other factor is the “search for yield” where 
returns offered by African economies far exceed the 
titbits in developed economies. Such is the enthusiasm 
for Africa, or the search for yield, that a recent $400m 

bond issue in Rwanda attracted orders worth nearly 
half of the country’s gdp. The yield on this 10-year 
paper was Libor plus 5%. No matter that Rwanda’s 
government continues to rely significantly on 
international aid.  

It isn’t as though, in a blink, Africa has become 
low-risk. But for so long as quantitative easing 
continues in the US and Europe, their negligible 
interest rates suggest little risk that the swamp of 
liquidity will restrain the worldwide search for better 
yields. Since nobody can say when it might reverse, 
and it won’t for some time to come, Africa is on a firm 
footing.  

But there is a warning bell. It was sounded in a 
recent report from Kofi Annan’s Africa Progress Panel 
that Africa has been parted from its resource wealth 
for a fraction of its true value. The problem arises from 
asymmetric information between African authorities 
and the companies with which they negotiate, allowing 
opportunities for corruption and plunder. 

The report singled out, as an example, the 
unfairness of contracts for resource extraction in 
the Democratic Republic of Congo. At heart is the 
obscurity of transactions with companies in weakly-
regulated markets.  

The infatuation with African opportunities should 
be tempered by open eyes. This is particularly so for 
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Source: RisCura Fundamentals  

SA pension funds. 
Since the revised Regulation 28 allows them 

to invest 25% of their portfolios offshore and an 
additional 5% in other African countries – meaning 
that they could invest 30% in other African countries 
if they want – they really should be careful in how 
best to increase their African exposure. They can be 
blinded by the performance of African indices that 
in the past year have shot up by more than 50%, far 
exceeding the performance of the JSE.  

The most common way for institutional investors 
to access equity exposure in a region is through local 
listed markets, point out Prasheen Singh and Rory Ord  

of RisCura. They note that these investors would look 
for markets with high liquidity, many listed companies 
and high standards of governance: “In many African 
markets, not all of these criteria can be met. At present 
there are 22 exchanges of which 17 are operational 
and only four (SA, Mauritius, Egypt and Morocco) are 
registered with the World Federation of Exchanges.”  

Looking at the number of listed companies 
and value traded, the JSE is far ahead of the other 
exchanges (see graph). Some investors wanting 
exposure to the continent will continue to seek it 
through the JSE where companies such as Shoprite, 
MTN and Mr Price have rapidly growing African 

footprints.  
However, Singh 

and Ord suggest, when 
the price of the SA 
market is compared to 
the lower p/e ratios of 
most African markets 
and given their growth 
prospects, investment 
of a small proportion 
of a fund’s portfolio 
in Africa ex-SA is 
definitely worth 
considering: “While Source: RisCura Fundamentals  
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this comes with additional risks, it brings more direct 
exposure to the growth potential of these economies.”  

A new report from RisCura Fundamentals, Bright 
Africa,  shows that (apart from SA) the majority of 
African stock exchanges do not closely represent the 
economic sectors contributing to their countries’ gdp. 
For example, Egypt shows an obvious skew towards 
financials which account for 29% of the exchange but 
contribute only 7% to gdp. In Kenya and Nigeria, the 
disconnect is more pronounced.  

Ultimately, argue Singh and Ord, this demonstrates 
that broad exposure to the African growth story 
cannot be fully accessed without considering private 
equity in addition to listed markets: “While private 
equity has its own shortcomings, it has the great 
advantage of being able to access companies outside 
the limited confines of listed markets.”  

Fortunately, Reg 28 now allows SA pension funds 
to invest up to 10% of their portfolios in private 
equity. 	 ■ 
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UMBRELLA FUNDS  

Bring on 
member committees  

They have a critical role, particularly in workplace 

communication, as smaller funds consolidate. 

Sponsors and employers should encourage memcos. 

Actually, there’s no obvious reason that they 

shouldn’t be a legal requirement.  

F
or  all the virtues and advantages of umbrella 
funds, a defect is in participating employers 
taking them as a convenient means to 
duck from responsibility to employees. 

Were they to do so, as many seem to think, there 
can be little oversight of the umbrellas’ management 
boards (to keep them honest) and minimal two-way 
communication (in that trustees at the upper level are 
remote from members at the workplace level).  

The essential intermediary level is member 
committees ( TT  March-May). So strong is the case for 
them that their inclusion as a statutory requirement 
under the Pension Funds Act is worth consideration. 
Those who serve on such memcos wouldn’t need 
the paraphernalia expected of trustees – fiduciary 
obligations, ‘fit and proper’ qualifications, specialist 
skills and experience – that weigh down the ordinary 
employer wanting to do the best for its workforce.  

Clearly defined duties, that bridge the gap which 
supposedly doesn’t exist with standalone funds, 
will suffice. Each participating employer should be 
required to have its own memco with equal employer/  
employee representation, just as the Act requires for 
non-umbrellas and for much the same reasons. They 
have to do with empowerment, or minimising the loss 
of it.  

Typically, unlike standalones, fund members 
have no say in the composition of the umbrella’s 
management board. Instead, the sponsor (itself 
housed within a service provider) will appoint this 
board. The trustees who comprise it are selected for 
their particular skills, and a majority are ostensibly 
independent of the sponsor (i.e. not employees of the 
sponsor).  

Some umbrellas do have an election component. 
For a board of say six trustees, three might be 



appointed by the sponsor and three elected by the 
member representatives from a sponsor-selected panel 
of suitably qualified industry professionals. That’s how 
it works at Sanlam, for one.  

The board then has specialist sub-committees 
– investments, administration, complaints and so 
on – with the principal officer managing day-to-
day operations and governance. Administration 
is undertaken by the sponsor’s employee-benefits 
division. Participating employers comprise a “joint 
forum” to facilitate consultation and decision-making.  

By way of another example, there’s Evergreen 
in the Old Mutual stable. It advises employers and 
employees to use a member-committee structure “to 
ensure adequate interaction” with the fund, offering 
guidelines for setting up a memco and drafting a 
constitution.  

It also suggests the functions of a memco and the 
duties of its members. These would typically be to:  

► Assist the management board (trustees) in 
identifying dependents and beneficiaries for 
allocating death benefits to fund members. (The 
employer or memco does not recommend the 
distribution of benefits payable on the death 
of a member. By law, this remains a trustee 
responsibility. But the memco has insight into 
the circumstances of the deceased and his/her 
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dependents, so the views of the memco are of great 
value to the trustees.)  

► Assist fund members in escalating issues or 
complaints to the management board (for instance, 
on recommendations by the administrator and 
principal officer on the distribution of benefits);  

► Request meetings with representatives of the 
management board, administrator and/or sponsor 
(to include, for instance, presentations on member 
education and investments);  

► Attend the fund’s annual general meeting (to 
receive and provide feedback, to interact with 
the fund’s principal officer and trustees, and to 
network with the memcos of other participating 
employers);  

► Where requested, assist the employer with its 
duties and obligations in terms of the fund rules 
and service level agreement (for example, to make 
recommendations to the employer regarding 
contribution rates and risk benefit structures). 
The memco will need to obtain a mandate from 
the employer on exactly what the committee is 
required to do, and this should be detailed in the 
constitution.  

Evergreen  further proposes: “Unless the (umbrella) 
fund rules state otherwise, the member committee 

will have no power over the management board and 
may not make any decisions that will in any way bind 
the management board.”  

Should the fund rules state otherwise? If so, to 
state what? It’s for participating employers to mull. 
Umbrellas are still a work in progress, and it’s for 
participating employers to be participants. Not 
abdicators. 	 ■ 
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Financial protection, one worker 

It is well known that the majority of South 

African employees do not save as much 

towards retirement as we should. Although 

it is impossible to know exactly how many 

of us are at risk of not being able to retire 

financially independent, research has 

indicated that the proportion of South Africans 

that are able to achieve financial security at 

retirement could be as low as 6%. 

Of course, saving for retirement is just one 

form of financial protection that we all need. 

The need for financial protection may be more 

immediate. 

What happens to an employee and her family 

when she loses her job, or is involved in an 

accident? What happens to an employee’s 

family should she pass away? This need for 

financial protection implies that there is a 

minimum level of financial provision that all of 

us require. 

This minimum level applies to us regardless 

of our individual needs, preferences and 

circumstances.  

Why do so few of us consider this need for 

protection? The reasons include our attitude 

towards savings and insurance benefits (“I 

will worry about it later”); our possible lack 

of understanding of various product options 

(“It seems complicated”), and the inability for 

many of us to access cost-effective options (“I 

think it is for the wealthy only”). 

An occupational retirement solution that 

addresses these needs would therefore go a 

long way to assist more employees to achieve 

financial protection, both before and at 

retirement. Such a solution needs to meet the 

following requirements: 

1. It needs to be as simple as possible to 

enable both employees and employers 

to understand how it works. This makes 

it possible for employers to ensure that 

their employees are able to provide for 

their retirement, and in turn ensures 

that employees know how much they are 

putting away towards their goals. 

2. In striving for simplicity, the solution 

needs to offer an investment vehicle that 

is appropriate for a variety of employees at 

different ages and in different industries.  

3. Simplicity offers the opportunity to ensure 

that the solution is presented as a cost-

effective package, maximising the amount 

that employees are able to put away to 

savings every month.  



at a time  

4. Cost efficiency needs to extend to 

any death and disability benefits 

offered, in order to maximise the 

amount available for savings. This 

needs to be balanced to meet the 

financial need of the majority of 

workers, should any unforeseen 

tragedy occur. 

Liberty Corporate is excited to 

announce that exactly such a retirement 

fund solution is on its way. 

Willem Loots, head of Umbrella 

Fund Solutions at Liberty Corporate, 

explains: “This new product will be an 

ideal solution, specifically for those 

businesses that desire simplicity in 

providing retirement and risk benefits 

to their employees. This bundled 

product will therefore be simple for 

employers to implement and easy 

to maintain, to the benefit of their 

employees.”  
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In doing so, Liberty Corporate aims 

to raise the bar for occupational 

retirement fund provision in South 

Africa, while empowering employees 

to take the first step towards financial 

protection.  

Loots . . . exciting new product on its way  

www.libertycorporate.co.za  
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STAKEHOLDER COMMUNICATION  

The long and 
the short of it  

Survey examines how companies are reporting under a revised JSE rule. 

At this early stage, while they’re properly thinking through the process, 

a mixed bag is found. 

T he JSE is proud of its recognition as one 
of the best-regulated stock exchanges in the 
world. Since regulations can only be as good 
as they’re accepted and applied, one new 

regulation needs special attention. 
It’s the rule on publication of short-form 

announcements in print media ( TT  March-May). 
Not only are there anomalies in it, leading to different 
interpretations, but it appears to operate in a silo 
distinct from the communication principles set out in 
the King III governance code. 

This seems evident from an analysis of company 
results announced in print media from the beginning 
of January, when the new rule took effect, to end-
April, when TT  conducted a straw poll amongst a 
cross-section of reporting companies. The survey 
found little consistency.  

Some companies stuck to short-form while others 
didn’t; some provided the basic information that short-
form requires, while others went for a hybrid of short 
form and long; some offered on their websites merely a 
replication of their full SENS disclosures, while others 
complemented it with narrative explanation. 

Because the short-form is so basic, drawing  

attention to essentials, it’s in the website narrative 
that King should kick in. There’s no other way 
for laymen to grasp what the SENS formalism is 
telling the financial sophisticates. Without user- 
friendly explanation awaiting the annual report, the 
communication principles of King are negated.  

As a JSE listing requirement, King promotes 
communication with stakeholders that uses “clear 
and simple language . . . structured to enable its 
target market to understand the implications of the 
communication”. Further, it adds, companies “should 
use communication channels that are accessible to its 
stakeholders”. 

Why bother? Not only because it’s a compliance 
standard. An overarching reason was recently argued 
by Reserve Bank governor Gill Marcus that ways had 
to be found to resolve labour disputes before they 
undermine the economy. One way, she said, is to 
“enable the workforce to have greater knowledge of the 
financial affairs of the company and sector”.  

The workforce, please note, not merely 
shareholders. Employees are identified by King as a 
key stakeholder grouping. Another key grouping, King 
noted, is the “ultimate beneficiaries of pension funds 
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King . . . pension funds highlighted  

which are currently amongst the largest holders of 
equities in SA”.  

Most companies pointed out that, as per the JSE 
rule, they communicated their financial results in 
accordance with their share registers. But registers 
largely record the shares held in institutions’ nominee 
accounts, not the beneficial owners. “Our experience 
is that most pension-fund members don’t know and 
couldn’t care about the companies where they’re 
invested,” one respondent explicitly stated. 

Unfortunately, he’s right. Moot, however, is whether 
a cause could possibly lie in a failure to excite their 
attention. Where levels of consumer financial literacy 
are low, the technical nature of reports can be more 
intimidating than inviting.  

Several respondents mentioned efforts to keep 
stakeholders informed through means additional to 
newspaper announcements. These companies hold 
workplace fora, for example, and are regularly in touch  

with suppliers. There’s also the integrated annual 
report, for anybody to read, and analyst presentations 
that trustees of pension funds are welcome to attend 
(were they to be notified). 

Short-form announcements, which the JSE 
requires to be in a “widely circulated daily newspaper 
taking into account the specific composition and 
demographics of the issuers stakeholders”, is obviously 
less expensive than long-form. Their introduction 
creates the budgeting leeway for companies to do 
what King wants and Marcus implicitly endorses, 
embracing the technology opportunities now readily 
available; social media are amongst them.  

Instead, many companies are sticking to long-form 
and placing them in media focused on sophisticated 
shareholders as per their registers. Reasons they offer:  

► The JSE rule 3.46 is ambiguous. It variously uses 
the terms “must” and “may”. Uncertain 
whether they must or may adopt short-form 
announcements, issuers read the rule as they want; 

► Cost savings, in that short-form announcements 
require less newspaper space, are limited. Issuers 
must still provide long-form announcements to 
SENS. The creation of short-form announcements, 
for newspaper publication, involves companies in 
additional costs. Some issuers consider it easier 
to supply a newspaper with the same content they 
supply to SENS, and contain the cost by squeezing 
the print version into the smallest space possible;  

100-  For short-form announcements, the minimum 
amount of information but no maximum is 
prescribed. So short-form can become as long as 
the issuer chooses. This could make them more 
informative, but it could also make them less pithy;  

► Issuers have discretion to decide on the “widely-
circulated daily newspaper”. There are three main 
problems. First, the term can mean anything in 
terms of circulation size, regional distribution 
and readership profile; no guidance is provided. 
Second, for so long as issuers look only to their share 
registers – where nominee holdings predominate – 
they'd remain pretty much ignorant of their indirect 
shareholders and hence incapable of selecting the 
newspaper best capable of reaching them. Third, in 
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practice the most probable determinant of issuers’ 
newspaper choice is comparative advertising rates 
and not stakeholder reach.  
It’s an untested assumption that investors still rely 

on announcements in a newspaper, any newspaper, for 
financial results. Perhaps the time has come to test it, 
then to assess whether print media are required at all.  

The time has certainly come for pension funds, as 
the Government Employees Pension Fund already has, 
to register their shares in their own names. Trustees 
who haven’t yet considered it are advised to check 
Regulation 28 (under the Pension Funds Act) and FSB 
circular PF 130 (about to become a directive) for a 
refresher on their responsibilities.  

Still, the short-form exercise is merely a link in 
the communication chain. It’s a work in progress. 
All respondents to the survey have complied with 
the JSE rule in having disclosed the information 
required. But whether the announcement went into  

a daily newspaper reflecting the “composition and 
demographics of the issuer’s stakeholders” might be 
another matter.  

Does such a daily newspaper, capturing the range 
of stakeholders from fund managers to customers and 
trade unions, actually exist? On what could the issuer 
base a “reasonable opinion”.  

That said, certain companies went beyond the 
call of duty. Standard Bank, for instance, advertised 
in two dailies as well as a mass-circulation Sunday 
newspaper with a predominantly black readership. 
For those issuers looking for models of short-form 
announcements to emulate, provided they’re prepared 
to bear the costs of space and creativity for maximum 
impact, look no further than those of Sasol and 
FirstRand.  

They’re amongst the outstanding handful to 
show – by the way in which they’ve presented concise 
information – that less can be more. 	 ■ 
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Opportunity abounds  

African economies continue to grow faster than those in the rest of the world, offering a strong 
environment for earnings growth. Fungai Tarirah, head of Africa investments at Momentum 
Asset Management,  points out that favourable demographic trends underpin significant 
opportunity for companies operating in Africa.  

T
he United Nations has forecast that 22% of the world’s popu-
lation will be living on the African continent by 2050. Being 
nearly as urbanised as China, by 2010 Africa already had 52 
cities with over 1m inhabitants.  

These demographics, coupled with a burgeoning middle class, 
mean that spending power on the continent has been rising rapidly. 
Improved stewardship and governance of African economies, as well 
as more stable political environments, are also creating a positive 
backdrop for wealth creation. 

Increasingly, governments across Africa are exercising more judi-
cious use of the proceeds from their nations’ abundant commodity 
wealth. This is also occurring as citizens are demanding a greater 
voice in the running of their countries. As a result, significant inter-
nal demand and robust growth in gross domestic product are being 
generated.  

With the International Monetary Fund estimating that Africa will re-
quire an annual US$93bn investment to upgrade its infrastructure to 
levels comparable with the developed world, Africa is increasingly be-
ing viewed by powerful countries -- China, India and the US amongst 
them -- as a favourable investment destination for capital seeking 
superior long-term returns.  

The hunt for yield and growth markets, against tepid prospects in 
their home markets, has seen capital from international investors and 
companies become more adventurous. Africa is a new repository. The 
flows of both foreign portfolio investment and foreign direct invest-
ment have risen sharply. 

At the same time, countries across Africa are improving their leg-
islative regimes to encourage investment. In some instances, they’re 
also allowing higher foreign ownership levels of local businesses.  

Legislative changes aimed at promoting international investment 
interest include reduced business start-up times, accommodative div-
idend repatriation policies and increased public-private partnership 
opportunities. A recent example of the latter is the Zambian govern-
ment and TATA Motors collaborating on the Itezhi Tezhi dam construc-
tion project to increase the country’s hydro-electric power capacity.  

African economies benefiting significantly from foreign direct in- 

vestment include Angola (crude oil), Ethiopia 
and Southern Sudan (mineral extraction and 
crop production), Kenya (technology advance-
ments), Nigeria (consumer goods, crude 
oil and crop production), Uganda 
(crude oil) and Zambia (copper). 

SA investors, although rela-
tively slow to recognise the many 
equity-generating opportunities 
available in the rest of Africa, 
are contributing to infrastruc-
ture development particularly 
in counties comprising the 
Southern African Development 
Community. Further, as part of 
its BRICS membership, SA is 	 Tarirah . . . expect 
committed to act as Africa’s invest- 	 strong growth  
ment gateway.  

Likely to generate good returns over the next 10 years are invest-
ments in infrastructure (e.g. road, rail and ports); extractive industries 
(mining) and beneficiation; import substitution (local production stim-
ulus); technology and fast-moving consumables. Investors interested 
in leveraging investment opportunities on the continent should enjoy 
favourable returns by capitalising on them.  

The structure of a portfolio, when considering African markets, will 
depend on the term of the investment. Shorter-term investors would 
want to focus on liquidity-generating investments that can be readily 
sold with minimal risk of capital loss. The real money, however, is 
to be made by longer-term investors who prefer to follow the vari-
ous demographic, economic and infrastructure development themes 
prevalent across Africa with a view to seeing them through to comple-
tion and beyond.  

www.momentum.co.za/investments  
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FUND MANAGERS  

Say their pay  
It’s kept discreetly secretive, but perhaps not for much longer. 

The issue is burning abroad, and National Treasury is 
about to pronounce on pension-fund costs.  

I
n the five years since its formation, the stature 
of the Association of Savings & Investment SA 
(ASISA) has grown hugely. No longer a mere 
bolting together of the lobbyist-orientated 

associations that originally comprised it – the life 
offices, investment managers, linked-investment 
service providers and managers of collective 
investments – it has earned authority for the coherence 
of its policy contributions.  

Some of these contributions might ultimately be 
dismissed, but they can never be ignored. It’s because 
they’re backed by research and argument, from the 
best minds the SA savings and investment industry, 
prepared to slaughter cows the industry once held 
sacred. Impact derives from the extent that national 
interest is seen as complementary to the self-interest of 
the association’s vigorously competitive constituents. 

There’s probably no better way, with lawmakers 
and regulators perpetually present, to promote the 
industry’s interests. Were it otherwise, ASISA would 
not command the respectful attention of National 
Treasury, the Financial Services Board and the major 
trades-union federations. 

It’s a consensus-seeking dialogue cutting both 
ways. That much is evident, once again, from the 
representative attendance and high-level panel 
discussions at the most recent ASISA conference. Yet,  

given the conference theme of “Regaining confidence 
in the financial services industry”, a certain omission 
was glaringly noticeable. 

Nobody raised, even obliquely, the issue of 
remuneration levels. Abroad, following the taxpayer-
funded rescues of institutions held to have caused a 
global financial crash and the egregious pay packages 
that have persisted regardless, there’re few issues more 
burning in the attempts to restore confidence. 

That’s why, for instance, the European Union is 
looking to crack down on fund managers’ fees. It’s 
also why, on both sides of the Atlantic, the broader 
questions of public companies’ executive remuneration 
are subjected to a “shareholder spring” of resistance 
to obscenities. No adherents to the free-market ethic 
would welcome regulatory intervention.  

Crisply, however, there’s a dichotomy. Fund 
managers are in the forefront of shareholders entitled 
to vote, as representatives of such investors as pension 
funds, on the remuneration of investee companies’ 
directors. At the same time, their respective practices 
can be contradictory.  

They can hardly disprove when their own pay 
either isn’t disclosed or when it’s at such extreme 
levels as those of Mohamed El-Erian, chief executive 
of California-based bond trader Pimco, who is said 
by the New York Times  to have last year have picked 



Momoniat . . . scandalous  
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up $100m; or an unnamed executive of Pimco 
Europe said by the Financial Times  to have taken 
£29,9m. In contrast, the £4,5m paid to Investec Asset 
Management chief executive Hendrik Toit (also 
according to the FT) glows with modesty.  

Fees of SA fund managers will need to be debated, 
sooner than later, in ASISA. They’re pertinent to 
imminent publication by National Treasury of the 
final discussion document in its series of papers on 
retirement-fund reform. It will focus on proposals to 
drive down costs for members of pension funds or, put 
differently, to improve their net after-costs returns.  

This implies an analysis of how costs are dissected 
and computed at their various layers. Amongst them 
are the fees for fund management and justifications 
for them, necessarily embracing managers’ pay (a 
component of fees) in relation to value created. 

At the ASISA conference, National Treasury’s 
Ismail Momoniat described costs as “scandalous” and 
David McCarthy smacked “outperformance” as often 
being driven by inappropriate benchmarks to inflate 
fees. There’s a “disconnect” between the financial 
and real economies, noted Old Mutual Emerging 
Markets chief executive Ralph Mupita in searching to 
understand the lack of trust.  

Fees of SA fund 

managers will need to 

be debated, sooner than 

later, in ASISA. 

They set the tone for the forthcoming National 
Treasury paper, inevitably to incite heated controversy. 
It’s impossible to generalise broadly on whether fees 
are too high or too low except within a context that 
facilitates reasonable judgment. Outrage is not a 
context.  

Should a fund manager be paid more than a doctor 
or engineer, or the head of an industrial company 
consistently delivering on strategy and profits? Are his 
incentives aligned to short-term performance or long, 
thus impacting on the time horizons of pension funds? 

How is he rewarded for compliance with the Code 
for Responsible Investing (CRISA), and penalised for 
non-compliance? Is his bonus, even his job, likely to be 
jeopardised if he votes against a shareholder resolution 
proposed by a client of his firm’s corporate finance 
division or employee-benefits entity?  

Attraction and retention of top talent unavoidably 
demands top remuneration. Upper echelons of the 
financial sector, which embrace the better fund 
managers, cannot complain of penury. At risk 
of comparing apples with pears, and purely for 
illustration, the total 2012 compensation of larger 
institutions’ chief executives commonly topped R20m 
e.g. Sizwe Nxasana of FirstRand at R22,5m, Bruce 
Hemphill of Liberty at R23,7m and Julian Roberts 
of Old Mutual at £2,4m (roughly half, apparently, of 
IAM’s Du Toit). 

To rank SA fund managers in this mix is pure 
guesswork. Comparisons are the more complex when 
variable pay (bonuses and share options) is matched 
with stipulated deliverables. And there can be no 
comparison at all when, contrary to King III, there’s 
institutional silence on the three most highly paid 
non-director employees. 

Remuneration of fund managers – there could be 
instances where they approach or exceed those of their 
chief executives – cannot be gleaned from financial-
sector annual reports. It might have been hoped that 



Mupita . . . disconnect  

Coronation, being a standalone fund manager listed 
on the JSE, would prove the exception. Not so.  

The only glimmer in its report is that, for the year 
to end-September, chief executive Hugo Nelson was 
paid R14,9m inclusive of salary, benefits and bonus. 
Coronation discloses neither its remuneration policy 
nor the remuneration of its three most highly paid 
employees.  

Similarly with listed Peregrine, although its services 
extend beyond fund management. Its most highly paid 
executive directors are Sean Melnick (R12,3m) and 
Mandy Yachad (R13,3m). The report, showing “key 
management remuneration” at R177,4m but offering 
no breakdown, admits to being “partially compliant” 
with King.  

In the pension-fund context, there are at least three 
basic reasons that the remuneration of fund managers 
has relevance:  

► They’re critical to costs and a component of fees 
that are up for negotiation;  

Poo-  They’re the basis for credibility in voting on the 
remuneration policies of investee companies;  

► They can counter, or be part of, what the UK 
government-commissioned Kay Review described 
as a “misalignment of incentives” (warning that the 
asset-management industry has become dominated 
by short-term thinking).  
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Why, for example, should a fund manager support 
a company’s share buyback or asset strip that 

will hike dividends rather than investment in control 
of carbon emissions? Where, as Momoniat asked at 
ASISA, is the “social benefit”?  

In the national context, marked by exacerbating 
income inequalities, pay packages at the most 
senior levels of commerce and industry are closely 
scrutinised. They’re benchmarked from company to 
company, and spiral from the private sector into the 
public. They fuel salary expectations and provoke 
destabilising wage demands. They must also be 
cognisant of peer competition, not least from abroad.  

Sweet reason gets lost. A role of fund managers is 
to restore it, at least to the extent of being heard on the 
fairness of remuneration policies. As representatives 
of shareholders, they can vote at meetings of 
investee companies. As signatories to CRISA, they’ve 
voluntarily committed themselves to shareholder 
engagement.  

So far, the start seems uninspired. The Public 
Investment Corporation, purportedly the trendsetter 
in these matters for the Government Employees 
Pension Fund, has set out its considerations to 
disapprove an investee company’s remuneration policy 
by way of a non-binding advisory vote: “The policy 
appears to be inconsistent with best practice, which 
requires that performance targets must be stretching, 
verifiable and relevant. There are no specific 
performance conditions disclosed, and there is a lack 
of transparency.”  

According to the PIC’s public disclosure of 
its voting record to end-September, in the many 
prior months the PIC did not vote against a single 
remuneration policy. However, earlier this year there 
were significant votes recorded against the pay policies 
of Lonmin and Anglo American. It’s thought that the 
PIC/GEPF were amongst them.  

The process was recently advanced when the 
PIC updated its voting record to end-March. Now it 
elaborates on particular reasons for having voted no 
(see Currents). This will stimulate attention and enable 
the evolution of criteria for other investors’ guidance.  

Why leadership from the PIC/GEPF? Because the 
PIC, with the GEPF as its client, is SA’s largest asset 
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manager. Because the GEPF has been the driving 
force of CRISA, so is expected to lead by example. 
And because, between the pair, there’s an implicit 
endorsement of their boards representing government, 
trade unions and over a million members.  

Equally, the converse applies where they support 
remuneration policies. Incidentally, the PIC might 
have less of a credibility problem than most in 
defending its own fund-manager remuneration. For 
the year to end-March 2012, the inclusive package 
of listed-equities head Maq Dlamini was R3,2m 
(compared with the R2,5m paid to chief executive 
Elias Masilela).  

Remuneration disclosure was introduced by the 
first King report 11 years ago. Then confined to 
directors only, it was intended that transparency would 
curb excess. Instead, it appears subsequently to have 
had the opposite effect. Few remuneration committees 

Nelson . . . quiet  

will conclude that their directors shouldn’t be in the 
first quartile (is there a second?). If they weren’t worth 
it, they wouldn’t be worth keeping in their jobs.  

So the upper benchmarks are ratcheted ever 
upward, from sector to sector and company to 
company. It’s only shareholders – specifically fund 
managers, acting on client mandates or on their own 
appraisals – who’re able contain them. 

But they can’t merely go on gut feel. There’d need 
to be a consistency that comes from engagement 
with companies and the development of criteria for 
assessing adherence to the environmental, social and 
governance factors that comprise “sustainability”  

For they have obligations, in terms of codes and 
regulations (King III, CRISA, Reg 28 and PF130), as 
well as rights under the new Companies Act. The latter 
provides that a 75% majority of voting shareholders 
must pre-approve directors’ remuneration. This vote is 
binding.  

However, it’s only in respect of their “services as 
directors”. It does not preclude an advisory vote on 
their services as executives.  

Fund managers, who demand transparency from 
others, are in the thick of it. Let’s see how these 
governance overseers emerge from the first-year 
review of CRISA implementation, expected within 
the next few months. And roll on the 2014 ASISA 
assembly for inclusion or omission of a key agenda 
item, in response to National Treasury, that goes to the 
heart of confidence and trust. It’s not too late to expect 
pleasant surprises. 	 ■ 
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Say it again, SAM  
Rowan Burger, head of alternative products at Momentum Employee Benefits, 
discuss how the new solvency requirements will affect pension funds.  

S
olvency II and SAM will become buzz words over the next 
few years. Hopefully, there will be some positive spillover 
into how pension funds are managed.  

The financial services industry is adept at creating jar-
gon to scare the common person away from understanding its core 
practices. Solvency II is a proposed set of European Union rules that 
will govern the amount of capital their life insurers must hold and 
the way they manage their underlying risks. The local SA equivalent 
of Solvency II is known as SAM (Solvency Assessment & Manage-
ment), to be fully implemented in 2016.  

In effect, it’s by taking risks that the insurance companies are 
able to make money. As retirement-fund trustees often employ 
insurance policies to provide fund members with death and disability 
benefits, or even use policies to pool their investments, this new and 
more scientific approach is relevant. The idea is to:  

• Reduce the risk that an insurer would be unable to meet claims;  

• Provide an early warning to supervisors so that they can 
intervene promptly if capital falls below the required level;  

• Promote confidence in the financial stability of the insurance 

sector.  

It is not only the amount of capital that needs to be held to ensure 
policyholder promises are honoured, but the way in which insurers 
have to be managed is also important. The SAM regulations have 
three pillars:  

• Pillar 1 comprises the quantitative requirements (the amount of 
capital required to demonstrate solvency);  

• Pillar 2 sets out requirements for the governance and risk 
management of insurers, as well as for the effective supervision 
of insurers;  

• Pillar 3 focuses on disclosure and transparency requirements.  

The intended outcome is for insurers to not only to better placed 
to meet claims but also to be better managed.  

Pension funds, particularly defined-benefit ones, are like mini-
insurance companies. It is for these reasons that many argue that 
the SAM provisions should apply here too. In Europe this is becom-
ing highly politicised. Many funds have not weathered the global 
financial crisis at all well. Their struggling employers are hardly  

comfortably placed to ensure that 
these funds can deliver their 
promised benefits.  

In a recent Financial Times 
report, it was estimated that 
standardizing some of the 
optimistic assumptions in 
UK pension funds would 
widen the collective deficit 	Burger . . . better all round  
by €613bn (R7,3 trillion). If the 
equivalent solvency margins 
applied, this buffer adds a further €234bn (R2,8 trillion). With the 
cumulative effect being five times the estimated size of the SA pen-
sions market, one can understand the reluctance to apply rules simi-
lar to those in the UK. The good news is that it is unlikely to have as 
significant an impact as most SA valuation assumptions are broadly 
standardised following the Financial Services Board’s circular 117.  

Many SA pension valuators follow a similar line of thinking, hop-
ing to provide seemingly cheaper pensions from within funds. The 
reserves set aside to provide a pension promise cannot be radically 
different if calculated by a pension actuary and another by a life 
insurance actuary. This would lead life insurers to provide pensions 
from within funds with little protection to retirees should things go 
wrong. 

It is hoped that the disciplines learnt in managing risk for insurers 
will be applied to individual members saving for their retirement 
(Pillar 2), and that the effective communication of these risks (Pillar 
3) will improve the retirement outcomes for all South Africans in 
pension funds.  

Actuarial Society of SA chief executive Mike McDougall has 
pointed out that the new regime is unlikely to prevent all insurers 
from going insolvent, but it should prevent sudden nasty surprises. 

www.momentum.co.za/investments  
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FEES & COMMISSIONS  

Don’t prevaricate. 
Negotiate.  

Trustees must play their part in helping to reduce costs that 
significantly impact on the net returns of retirement-fund members. 

Here’s a checklist* of what’s negotiable.  

N
o matter how authoritative and well-
meaning the intentions of a service 
provider, trustees are entitled press for 
the best deals. They must do so, to be 

satisfied that they really are helping their members, 
looking particularly at:  

► Risk benefits  such as death and disability cover. 
These have a commission component built into 
the premiums. These commissions must always be 
disclosed when the quotes are delivered to trustees 
who should then discuss the commission amount; 
the larger, the greater the scope for negotiation. 
While there’s a widely-used group commission 
table that’s standard, commission payable can vary 
from 7,5% of premiums for a small scheme down 
to 1% for a large scheme. Trustees should get the 
service provider to explain the value added by 
higher commission. They should also insist that 
the annual rand amount is quoted in terms of 
legislative requirements;  

► The alternative to being charged commission is 
that the trustees negotiate a fee for the  broking 
service  carried out, or that this service be included 
in the  retainer fee  with no commission payable;  

► An area of concern expressed by National Treasury 
is when a member retires and has to  purchase an 
annuity.  While trustees usually don’t get involved 
in the affairs of a member after a claim arises, 
commissions might still be paid with no benefit 
to the member. It’s worse when the commission is 
payable annually without intervention usually from 
the broker being paid the commission. Trustees 
could ensure that the member is provided with 
professional financial advice at retirement so that, 
by using the marketing power of the fund, the 
member can negotiate these commissions to more 
reasonable levels.  

► Then there are commissions charged on  umbrella 
funds contributions.  These funds generally pay 
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commissions, where brokers are involved, on 
the group life table. Depending on the size of 
contributions by an employer, around 5% of the 
member’s contributions are paid every year to a 
broker who may not be adding value and may not 
even be involved at all.  

► Members don’t see the  asset-management fees  
when they’re taken off the returns before being 
accredited to members’ accounts. These fees should 
be separately disclosed and annually reviewed. 
In umbrella and in larger standalone retirement 
funds, as the size of their assets increases the 
discounts on managing these assets should increase 
commensurately. Ask whether these discounts are 
being passed on to members.  

► Some asset managers charge  performance fees . 

Find out whether these fees are reasonable by 
competitive standards, and what happens when 
there’s underperformance.  

► Administration fees  can be charged in a number 
of ways. There’s a need to understand the different 
charging structures by interrogating these fees and 
asking important questions e.g. what’s included 

in the basic fee and what services are additional 
to it; whether there are charges for any service 
not expressly specified in the basic fee under the 
service-level agreement (SLA); if the fund has 
requirements that are not spelled out in the SLA, 
what will be the fees for them? 

► It sometimes happens that there are  errors by the 
administrator,  causing costs to be incurred. The 
SLA must be checked to cover the question of 
who’ll pay the costs for rectification. 

► The SLA should not have  penalty fees  for 
circumstances where the fund, due to poor service, 
terminates the agreement. All aspects of the 
SLA are negotiable. Trustees should not, without 
checking and questioning, simply sign the drafts 
submitted by service providers.  

► Every service should be backed by an SLA. These 
agreements must be  reviewed annually .  Many 
funds neglect to do this at their peril.  

► If a service provider offers  advice or intermediary 
services ,  it must comply with the Financial 
Advisory & Intermediary Services (FAIS) Act. If 
the service provider isn’t compliant, it cannot offer 
these services and cannot charge the fund for them. 
This extends from organizations being licensed 
to consultants being registered under FAIS, easily 
verifiable by trustees from the website of the 
Financial Services Board.  

► Trustees should annually review all their fund’s 
fees and, to ensure that  competitive rates  are being 
charged, they should be benchmarked against 
others in the industry.  

In essence, trustees are trying to extract optimal 
returns for their members. Unnecessary, or 
unnecessarily high, fees and commissions eat into 
these returns. 	 ■ 

* Information kindly supplied by Ian Haigh, formerly 
of Old Mutual and now with Mvunonala Holdings.  
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So we’ve engineered a solution that takes the hassle of managing 
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Move to improve sustainability 
practices in SA property sector  

As

SA’s largest pension fund and leader in responsible invest- 
ment practices, it’s significant that the Government Employees 

Pension Fund has become a member of the Global Real Estate 
Sustainability Benchmark. 

GRESB membership will enable the GEPF to monitor and evaluate 
its entire property portfolio on sustainability criteria. It will also provide the 
necessary property-specific data for the GEPF to engage local property 
companies on ESG (economic, social and governance) issues.  

An industry-driven organization committed to assessing the sustain-
ability performance of real estate portfolios around the globe, the GRESB 

was founded by two Dutch pension funds (Algemene Pensioen Groep 
and PGGM) and one British (Universities Superannuation Scheme). 
They had cooperated with Maastricht University to measure the energy 
efficiency and sustainability of their respective real estate investments. 

Today the GRESB conducts a global survey of property portfolios. 
It measures the environmental performance of real estate investment 

vehicles, both listed and unlisted. Membership of GRESB means the 
GEPF will have access to a transparent and comparable measure on the 

environmental performance of its real estate investments, so promoting 
informed decision-making.  

GRESB’s dynamic benchmarking practice, used by institutional inves-
tors to improve the sustainability performance of their property invest-
ment portfolios, fits perfectly with GEPF’s Responsible Investment Policy. 
This policy commits GEPF to integrate ESG issues within all GEPF’s 
investment decisions and ownership practices.  

Adrian Bertrand, GEPF manager for ESG, explains: “Our strategic 

objective is to be a leader in responsible investing. Over the longer term, 
integrating ESG issues within our property investments will deliver better 
risk-adjusted returns through improving energy efficiency and reducing 

energy usage costs. Increasing demand by blue-chip corporate tenants 
for green and efficient buildings positions the owners of these buildings 
to attract higher quality tenants at higher rentals.”  

GEPF’s property portfolio includes directly-held properties (managed 
by Public Investment Corporation Properties) as well as investments in 
listed and unlisted property companies and property funds. It covers 

the range of office buildings, retail centres and other real estate assets. 
“GRESB provides the much-needed measure of the ESG performance in 
our property investments,” Bertrand adds.  

GEPF’s mandate provides for a 5%-7% asset allocation in property. 
As at August last year, 4,9% of GEPF’s assets under management were 
allocated to the GEPF’s property portfolio. Of this, 2,10% (R23,6bn) was 
in listed property and 2,8% (R31,7bn) was in unlisted property.  

The benchmark offers several tools to further GEPF’s sustainability 

Bertrand . . . local alignment  

initiatives in the real estate sector, points out GRESB executive direc-
tor Nils Kok: “In addition, it makes GEPF part of a worldwide initiative 

to improve the sustainability performance of the global property sector.”  

This sector, which at present accounts for more than a third of global 
greenhouse gas emissions, has great potential for carbon reduction as 
the world moves increasingly towards a carbon-constrained economy. 
Improving the energy efficiency of buildings, and of the appliances 

installed in them, could offset approximately 85% of the projected incre-
mental demand for energy by 2030.  

GEPF believes that benchmarking through GRESB will serve as 

a catalyst for increased environmental engagement with the SA prop-

erty sector. Currently, no SA property companies are included within the 
GRESB global database. 

“We trust that GEPF’s endorsement of GRESB will encourage the SA 
property sector to align itself against global best practice for addressing 
sustainability issues and in turn make SA property stocks increasingly 
attractive to international institutional investors,” Bertrand says.  

www.gepf.gov.za  
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NOMINEE ACCOUNTS  

Stratened  
out  

With share dematerialisation, pension funds can and should have 

JSE investments registered in their own names. 

STRATE chief executive Monica Singer tells trustees how to go about it.  

T he article by Mehluli Mncube, “STRATE  
skewed” ( TT  March-May), highlights 
certain shortcomings in the indirect holding 
system used in the SA market. 

In short, Mr Mncube rightly points out that the 
use of multiple tiers of nominees hampers the ability 
of shareholders to exercise their rights against the 
company in which they’re invested. This is due to 
the nominee’s name appearing on the company’s 
shareholder register and not the name of the actual 
investor. 

But indirect or nominee holding on the system is 
not the only account structure available to investors. 
Since its inception, Strate has been committed to 
upholding the rights of investors, in addition to its 
stated objectives of bringing efficiencies and reducing 
risks in the financial markets. 

Recognising the difficulties that investors may face, 
the Strate rules governing market conduct have always 
made provision for an investor to open a so-called 
Own Name Client (ONC) account with one of the 
participants in the Strate system. Such an ONC would  

have its name recorded in the securities register of the 
investee company, and would not be acting through 
a nominee but in its own right as a shareholder. As 
a result, the investor would be able to exercise all 
of its rights against the company without any of the 
“plumbing blockages” that Mr Mncube describes.  

In addition, Strate has recently introduced a 
new account type called the Segregated Depository 
Account (SDA). While the ONC account is opened at 
the participant, the SDA is opened by the participant 
at Strate itself in the name of the investor. In order 
to preserve the integrity and reliability of the system, 
participants continue to administer the account on 
behalf of the investor. 

The SDA was introduced in the wake of the 2008 
financial crisis, during which it became clear that 

risk-averse central securities depositories (such as 
Strate) were far more resilient in the face of economic 
turmoil than other financial institutions (such as 
banks). An institutional investor that wishes to 
mitigate the risk of a participant becoming insolvent 
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Singer . . . better options than default  

should open an SDA with Strate. 
Assets in the SDA are properly segregated. They 

remain the property of the investor and are not 
regarded as the assets of Strate. In the event of a 
participant’s insolvency, the assets of the investor 
are not trapped among the assets of the participant 
until the insolvency administrator is able to unravel 
the complex web that makes up a modern business. 
Instead, the investor can pre-appoint a secondary 
participant, immediately transfer its account from the 

primary participant that is facing insolvency to the 
secondary participant, and continue trading with a 
minimal disruption. 

As with the ONC account, an investor with an SDA 
has its own name recorded in the securities register of 
the company and is therefore able to exercise its rights 
as a shareholder directly and not through a nominee. 
Both the ONC account and the SDA are classified as 
direct holding systems. They enable a pension fund 
to actively manage its shareholder rights without the 
shortcomings inherent in the indirect holding system.  

Recognising the advantages of a direct holding 
system, Strate has been advocating the 

introduction of a Securities Ownership Register 
(SOR) for equities. Such a scheme would involve 
opening accounts at Strate for every investor in shares, 
including all retail investors. All investors will be 
recorded in the securities register of the company and 
will be able to exercise their rights directly. 

Aside from a few specific instances, the indirect 
holding system and nominees will be abolished. Under 
an SOR, the benefits of an SDA in terms of protection 
of assets and preserving the rights of shareholders 
will be made available to all investors as a matter of 
course. Strate is driving this initiative. It will bring the 
SA financial markets to the forefront of international 
trends.  

It is incumbent on investors, including pension-
fund trustees, to research their options on account 
structures and not merely accept the default selection 
of their chosen participant. As pointed out by 
Mr Mncube, the nominee structure used in the 
indirect holding system brings great efficiencies in 
administration to the participants that use it. However, 
what is most convenient for a participant may not be 
the most appropriate structure for a pension fund. 

We would recommend that pension funds 
investigate the opening of SDAs as a means of 
complying with their governance requirements in 
terms of Regulation 28 and FSB Circular PF 130. 	■ 
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PERSONAL FINANCE  

Treasury comes to 
the party  

Pension-fund members will be incentivised to take home less so that they can 

retire on more. Niel Fourie, public policy actuary at the Actuarial Society of SA, 

explains how government plans to do it.  

The article by Mehluli Mncube, “STRATE  

skewed” (TT  March-May), highlights certain 
shortcomings in the indirect holding system 
used in the SA market. 

To get South Africans to invest more for their 
retirement, National Treasury is proposing to increase 
the portion of retirement-fund contributions that 
fund members can use to reduce their annual tax. The 
proposal is that they be allowed to deduct up to 27,5% 
of their total remuneration irrespective of whether they 
contribute to a pension, provident or retirement annuity 
(RA) fund. 

At present their tax-deductible contribution to a 
retirement fund is calculated on pensionable salary. It 
excludes the employer’s contribution to the employee’s 
fund. Now, it’s proposed, the tax-deductible portion 
will be calculated on the total remuneration package 
(also known as “cost to company”) and not only on 
pensionable salary. 

This will lead to a higher tax deduction. It’s an 
incentive, planned for introduction in 2015, to invest 
more for retirement.  

Most taxpayers investing at the maximum tax-
deductible percentage will then save on taxes, enabling 
them eventually to buy a significantly bigger pension. 
But until then they’ll have to sacrifice a portion of their  

monthly take-home pay if they’re to benefit fully from 
the incentive. The challenge is to get people to save at the 
maximum tax-deductible levels. 

How it will impact  
The proposals also aim to treat all retirement funds in 
the same way. This will greatly simplify the retirement-
saving system because at present different rules apply to 
pension, provident and RA funds. Here’s an overview of 
how the proposed changes will impact on members of 
pension and provident fund members as well as RA fund 
members.  

100-  Pension Funds  
An employee currently contributing to a pension 
fund will annually be allowed to deduct up to 7,5% of 
pensionable salary from taxable earnings to reduce the 
final tax amount. In addition, the employer can boost the 
employee’s contributions by another 20% of pensionable 
salary. Therefore the total contribution deductible from 
annual salary to reduce tax is 27,5%. 

In terms of the these proposed changes, the 27,5% 
would be based on the employee’s total “cost to 
company” salary and not only the pensionable salary. 
This means the employee will be able to deduct more 
from taxable salary, resulting in lower taxes. But it will 
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Table A  

Tax 

system 

Total 

annual 

cost to 

comp pay 

Total 

annual 

pensionable 

pay 

% max tax 

deductible 

contribution for 

individuals 

Taxable 

salary 

Tax Tax 

deductable 

contribution 

Take 

home 

salary 

Retirement  

savings  

plus  

salary  

Current R500 000 R400 000 27.5% (7.5% + 20%) R390 000 R82 000 R110 000 R308 000 R418 000  

Proposed R500 000 27.5% (7.5% + 20%) R362 500 R72 000 R137 500 R290 500 R428 000  

also mean less money at the end of every month for day-
to-day expenses. 

Say the employee earns an annual “cost to company” 
salary of R500 000 and the pensionable salary is 80% of 
this package (i.e. R400 000).  

As it currently stands, the employee is allowed to 
contribute 7,5% of R400 000 (R30 000) to the pension 
fund. The employer can contribute up to 20% of R400 
000 (R80 000). Therefore, the employee can deduct R110 
000 (R30 000 plus R80 000) from R500 000, leaving the 
employee with R390 000 and a tax bill of R82 000. Take-
home pay is then reduced to R308 000 in that year. 

On the same example, but under the new proposal, 
the employee’s 7,5% contribution and the employer’s 
20% contribution may be based on the employee’s total 
“cost to company” salary of R500 000 and no longer the 
pensionable salary of R400 000. This would amount to 
contributions of R37 500 (7,5% of R500 000) and R100 000 
(20% of R500 000). The employee could therefore deduct 
R137 500 from the salary of R500 000, leaving R362 500 
that is taxable. The employee would have to pay tax of R72 
000, leaving a take-home salary of R290 500. 

If the new proposals had been implemented in the 
2013-14 tax year, the employee would be incentivised 
to contribute R137 500 instead of R110 000 to his/her 
pension fund for that year. He/she would also pay tax of 
only R72 000 instead of R82 000, but the take-home pay 
would be R17 500 less (R308 000 minus R290 500). 

Table A summarises the current scenario and 
compares it to the proposed tax treatment of pension 
fund contributions for 2015.  

►  Provident funds  
Unlike members of pension funds, members of 
provident funds cannot claim the 7,5% tax deduction. As 
it stands, the employer can contribute up to 20% of R400 
000 (or R80 000) to a provident fund on the member’s 

Fourie . . . long-term benefits  

behalf. On this example, the member can deduct R80 000 
from R500 000, leaving him/her with R420 000 and a tax 
bill of R92 500. The member will therefore take home 
R327 500 in that year. 

Using the same example, in terms of the new 
proposal an additional 7,5% contribution and the 20% 
contribution from the employer may be based on the 
employee’s total “cost to company” salary of R500 000 
and no longer the pensionable salary of R400 000. This 
would amount to contributions of R37 500 (7,5% of R500 
000) and R100 000 (20% of R500 000). 

The member could therefore deduct R137 500 from 
his/her salary of R500 000, leaving R362 500 that is 
taxable. After a tax payment of R72 000, a salary of R290 
500 is left to take home. 
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Table B  

Tax 

system 

Total 

annual 

cost to 

comp pay 

Total 

annual 

pensionable 

pay 

% max tax 

deductible 

contribution for 

individuals 

Taxable 

salary 

Tax Tax 

deductable 

contribution 

Take 

home 

salary 

Retirement  

savings  

plus  

salary  

Current R500 000 R400 000 20% R420 000 R92 500 R 80 000 R327 500 R407 500  

Proposed R500 000 27.5% (7.5% + 20%) R362 500 R72 000 R137 500 R290 500 R428 000  

On this example, if the new proposals had been 
implemented in the 2013-14 tax year, the member would 
be incentivised to contribute R137 500 instead of R80 
000 to the pension fund for the year. The member would 
also pay tax of only R72 000 instead of R92 500, but take 
home R37 000 less (R327 500 minus R290 500 for 2013). 

Table B summarises the current scenario and 
compares it to the proposed tax treatment of provident 
fund contributions for 2015. 

100-  Retirement Annuities  
The proposed changes will have the biggest impact on 
RAs. At present, contributions to an RA fund that can be 
used to reduce the member’s income (and therefore tax) 
are the greater of: 

• 15% of taxable non-retirement funding income, or  

• R3 500 less any contributions made to a pension  
fund, or 

• R1 750. 
Take a member who is self-employed and earning 

R500 000 a year. This amount is considered non-
retirement funding income. So while the member can 
currently invest only 15% of this income in an RA 
and deduct the contribution from salary to reduce 
tax, it is now proposed that from 2015 the member 
can contribute up to 27,5% of income and deduct this 
amount from salary. 

Under current rules, if the member contributes 15%  

of income it would amount to an RA investment of 
R75 000 the year. If the member deducts this from the 
R500 000 income, a taxable amount of R425 000 is left. 
Assuming no other deductions apply, the tax amount 
would be R94 000. It would leave R331 000. 

Once the proposals have been implemented, the 
employee will be able to contribute 27,5% of R500 000 
(i.e. R137 500). When this is deducted this from salary, 
the employee is left with R362 500 that’s taxable i.e. to 
pay tax of R72 000, leaving R290 500 to take home.  

Again, while bolstering retirement savings by R62 500 
and benefiting from reduced tax of R22 000, take-home 
pay would be R40 500 less under the proposed new 
system. 

It’s estimated in Table C that a self-employed person, 
saving at the maximum tax-deductible percentages, 
will be able to buy roughly an 80% bigger pension at 
retirement as a result of the proposed increased tax-
deductions than by continued saving at the current 
percentage.  

Who won’t benefit?  
Everyone earning up to R1,3m a year will benefit from 
the change. National Treasury is proposing to cap tax-
deductible contributions at R350 000 a year from 2015. 
This will reduce tax-deductible contributions for those 
earning more than R1,3m a year. At present, there’s no 
cap.  ■ 

Table C  

Tax 

system 

Total 

annual 

cost to 

comp pay 

Total 

annual 

pensionable 

pay 

% max tax 

deductible 

contribution for 

individuals 

Taxable 

salary 

Tax Tax 

deductable 

contribution 

Take 

home 

salary 

Retirement  

savings  

plus  

salary  

Current R500 000 15% R425 000 R94 000 R75 000 R331 000 R406 000  

Proposed R500 000 27.5% R362 500 R72 000 R137 500 R290 500 R428 000  
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N ational Treasury’s 
forthcoming discussion 
paper on retirement-fund 

costs will set off a series of heated 
debates, few more heated than the 
relative advantages of active against 
passive investment management. 
To my mind, active has the edge 
because there’s one advantage that 
passive can never enjoy.  

Insider trading.  

uuuuu 

Arelated debate will be on 
fees paid to asset managers. 

It’s not only that they form part 
of costs, but also that managers’ 
remuneration structures impact on 
whether they strategise for the short 
term (on which their performance 
is too frequently assessed) or for 
the long term (consistent with 
retirement funds’ time horizons 
and the CRISA code for responsible 
investing).  

Draw inspiration from Charlie 
Munger, partner of Warren Buffett, 
who told the recent Berkshire 
Hathaway shareholders’ meeting: 
“Show me the incentives and I’ll 
show you the outcomes.”  

Ditto for the other debate, 
sparked by the PIC/GEPF, on 
directors’ remuneration too.  

uuuuu 

As reported elsewhere in this 
edition, new trustees of the 

Trilinear Empowerment Trust 
have indicated that they expect to 
be consulted by state prosecutors 
before they entertain plea bargains 
for individuals charged with theft. 
If the trustees don’t approve, can 
the prosecutors proceed regardless?  

Which raises the interesting 
point of whether the Fidentia 
curators and the FSB were 
consulted before the prosecutors 
accepted the plea bargain of J 
Arthur Brown. If they didn’t at least 
ensure that they were involved in 
the process, it’s mindless.  

The same might be said of all 
the plea bargains accepted over the 
stripping of pension-fund surpluses; 
in particular, why Peter Ghavalas 
was allowed to return to Australia 
when his evidence was critically 
needed to support charges in SA.  

Without Ghavalas, these 
curators and the FSB might again 
find themselves lambasting the 
state.  

uuuuu 

For self-regulation of/by the 
media, the Press Council is the 

forum to hear complaints from  

third parties against the media. The 
flip side, to hear complaints from 
the media against third parties, is 
absent.  

One of the biggest impediments 
to balanced reporting is from well-
heeled bullies who, when faced with 
questions they find embarrassing, 
threaten lesser-heeled media with 
defamation actions.  

Would be easy to provide 
examples, but there’d be 
consequences.  

uuuuu 

Am not sure that this is terribly 
funny, but it was repeated by 

Coro fund manager Peter Leger at a 
recent presentation:  

Give a man a gun and he can rob 
a bank. 

Give a man a bank and he can rob 
the world.  

uuuuu 

I n SR's present Guptagate milieu, 
I keep thinking of a quote from 

Hubert Humphrey when he stood 
in the 1968 US presidential election 
against Richard Nixon.  

“All intelligent Americans will 
vote for you,” an aide advised him. 
“Yes,” said Humphrey, “but I need a 
majority.” 	 n 
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A unique combination to unlock investment performance. 

Introducing the new Stable Growth  Fund  from  Liberty  Corporate. Designed to offer a more 

secure investment opportunity,  the  Fund combines passive balanced  fund investing,  active  risk 

management and transparent smoothing to deliver  sustainable, inflation-beating  growth. 

Put  the perfect combination to work for you today. 

Please contact: Maredi Mampuru 
maredi.mampuru@liberty.co.za  
www.intelligentinvestments.co.za  LIBERTY CORPORATE 
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TRUST IS EARNED.  

Top Performing Equity Fund  

Top Performing Balanced Fund  

Top Performing Retirement Income Fund  

Top Performing Immediate Income Fund  

Over 5 years and 10 years.*  

*Coronation Top 20, Balanced Plus, Capital Plus and Strategic Income Funds 1st Quartile over 5 years and 10 years in their respective ASISA fund categories to 30 April 2013. 
Source: Morningstar.  Coronation Asset Management (Pty) Ltd is an authorised fi nancial services provider. Unit trusts are generally medium to long-term investments. The value of units may go up as well as down. Past performance 
is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing and scrip lending. Fund valuations take place at approximately 15H00 each business day and forward pricing is used. 
Performance is measured on NAV prices with income distribution reinvested & quoted after deduction of all costs incurred within the fund. Coronation is a full member of the Association for Savings & Investment SA. Trust is Earned TM . 


