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Get sexy
Savings institutions are inclined to be too modest in competing for 

discretionary incomes. Same old, same old techniques should be rethought.

C
redibility is the casualty in the modern-day 

outpourings of “fake news” and “alternative 

facts”. From US president Donald Trump 

down – and there is a long way down – people believe 

what they choose to believe. They acquiesce in the 

proliferation of unfounded beliefs, then act on them.

That words have consequences is demonstrated 

uncomfortably close to home. “Save” is the currency 

of financial institutions’ marketing. It’s meaning 

has become confused. Equally dangerous is when 

“retirement” and “pension” connote procrastination 

and lethargy. 

Were it otherwise, SA’s record for long-term 

household savings wouldn’t be so dismal and the 

prospects for adequate old-age provision so dismal. 

From the millions of rand annually spent on 

institutional exhortations, much falls on rocky ground 

because of terminology that’s ambiguous or downright 

dull. Advertisers should start to reinvent the words 

they use, perhaps simultaneously also challenge 

through advertising regulators the misuse of words by 

competitors for consumers’ rands.

A prime example is “save”, exceedingly popular in 

the parlance of retailers. Their advertising resonates 

with encouragement to save by buying before 

prices increase, to save by buying two items for the 

price of one, to save by buying at a special discount 

temporarily on offer etcetera etcetera. Never mind 

which purchased items are surplus to requirements, 

and don’t bother about pension plans which aren’t.

Just rush, on an induced impulse, for the perceived 

bargains. They’re fundamentally unlike the grudge 

purchases of actual savings that delay instant 

gratification, that stimulate debt accumulation at the 

expense of capital accrual.

Who cares about the power of compound interest? 

Haven’t heard of it! Might have been told something 

at school, where financial education should begin, but 

what the hell. One can worry about such things later, 

always later, until it’s too late.

Retailers are getting away with the murder of 

language, and savings institutions are allowing them to 

get away with it. They use the same words to describe 

utterly different concepts. In only one context can 

“save” be correct.

Saving is the antithesis of spending. It’s no more 

possible to save by spending than to live by dying, to 

sit by standing or to fight corruption by taking bribes. 

FIRST WORD
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In the dictionary meaning, to save is to “store up for 

future use”. In the retailers’ meaning, and usually in 

the shoppers’ understanding, money saved equates to 

money spent on an item bought more cheaply at one 

time or place than another; not to money stored for 

future use.

Forgive consumers the confusion. It’s not of their 

making. What it does, however, is give retailers an 

overwhelming advantage. Consumers can easily 

understand price comparisons which, to be fair, 

they cannot do as easily on financial products. Also, 

in the nature of choices, the temptation for quick 

satisfaction far outweighs an apprehension over distant 

timeframes.

The marketing competition is metaphorically 

between apples and pears, not helped by words that 

pitch two unlike categories into the same battle. For 

either retailers or institutions, “save” must fall. 

For both to keep it is to ignore a cause of 

peoples’ lack of engagement with savings and debt 

management. The less they’re understood, the more 

menacing the omens for individual households and 

the national economy. 

Obviously, there must be successful initiatives to 

promote consumer financial education. An adaptation 

of marketing messages, consistent with the good-

practice code of the Advertising Standards Authority 

on the use of “save”, would help to advance it.

Another thing about these messages. The savings 

institutions might do themselves and their target 

audience a favour by questioning whether their 

advertising is designed rather to capture market share 

than to extend market size. If they were more effective 

in the latter, then perhaps the savings pool would be 

looking a lot more buoyant.

Some random thoughts:

 The words “retirement” and “pension” are 

technically appropriate but deadly boring. Their 

repetitive use is perhaps self-defeating too. They 

infer decades-long time horizons of irrelevance 

to millennials who focus on there here and now, 

suggesting that they have plenty of time to correct 

the wrong of not starting to save early. Rather tuck 

“retirement” and “pension” into the finer print, 

instead to highlight the benefits of long-term 

saving if the appeal is for the younger generation to 

make money;

 Fear tactics don’t work. By telling people that 

they’ll be impoverished by insufficient saving reeks 

with negativity. People need to be encouraged, not 

frightened;

 Statistics generally bandied about the percentages 

of people likely to retire comfortably are not only 

threatening but meaningless. Nobody knows what 

awaits in terms of longevity, health, inflation and 
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investment returns. Individuals’ circumstances 

differ in terms of expectations, provisions 

made and intentions for the period after formal 

employment;

 Retirement isn’t what it used to be. Lifelong 

employment and defined-benefit funds are 

history. People pensioned off at say age 60, or 

retrenched earlier, are likely to live for much 

longer than previously. Their desire, if not 

their need, to continue working makes the 

retirement age redundant. Their experience, in 

a country desperately short of skills, opens fresh 

opportunities for income generation – whether 

as consultants, entrepreneurs or artisans. Not 

everybody wants to spend their last 10 or 20 years 

sitting on a beach, and for the swelling ranks of the 

self-employed there’s no retirement cut-off;

 Neither are retirement funds what they used to be. 

They’re still about savings and pensions, but no 

longer exclusively. To an increasing and vital extent 

they’re also about empowerment as shareholders 

in companies and stakeholders in the economy. 

Funds’ roles are fused because the societal influence 

they can assert, by the exercise of rights extended to 

them, are inseparable from the benefits they exist 

to provide.

Yet an abundance of messages about savings, 

pensions and retirement remain stuck in an obsolete 

paradigm. A new reality should be reflected. There’s 

sufficient creativity to achieve it from advertising 

agencies amply rewarded.

Allan Greenblo, 

Editorial Director  
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RETIREMENT REFORM

A much easier sell
Simplicity, transparency and flexibility are hallmarks of National 
Treasury’s principles-based approach to pensions preservation.

T
he first draft of amendments to push 

retirement-fund reform was largely drawn and 

driven by Dave McCarthy, then engaged as a 

consultant to National Treasury. It caused widespread 

angst, not only within the industry but also amongst 

labour unions. The second draft, were McCarthy to see 

it from wherever he now resides, might cause him to 

tear his hair.

Between the time of the first draft in 2015 and the 

second released late last year, which invited further 

public comment, consultations have been exhaustive 

and clearly proved constructive. The upshot is that, in 

some key respects, the first and second drafts are poles 

apart.

No longer are there blunt tools for mandatory 

preservation, the mere term having been 

inflammatory, or a banging-on about the dominant 

virtues of passive investment, to the exclusion of 

active’s merits. Neither have performance fees been 

relegated to the scrapheap.

The second draft is a gentler attempt to encourage, 

rather than impose, preservation of pension pots. 

For implementation, there’s greater flexibility and 

a marked switch in emphasis from prescriptions to 

principles.

True, the second draft has much to say about 

default options for members on exiting a fund. Taking 

lump sums in cash is not amongst these options. 

Rather, unsaid but not to be underestimated, the 

provision of defaults stimulates preservation because 

members are generally too lethargic not to accept the 

choices selected for them.

As the explanatory memorandum of National 

Treasury puts it, the draft default regulations:

Broadly and mainly seek to standardise and 

simplify, where appropriate, the default investment 

portfolios into which members are enrolled during 

the accumulation phase, with the aim of promoting 

transparency and reducing costs;

Aim to protect members in the de-accumulation 

phase by providing them with cost-effective and 

suitable annuities;

Encourage preservation when members change 

jobs, which is critical in assisting members to retire 

with decent retirement savings.

To achieve these objectives, heavy reliance is placed 

on the boards of retirement funds. In the front line 

to help “facilitate better and appropriate decision-

making by members” would be trustees, perhaps not 

too grateful for a further addition to their duties and 

perhaps not universally too competent to perform 

them either.

They have to provide “retirement benefits 

counselling” that will give funds a discretion on 
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how information is provided to members. The 

term “retirement benefits counsellor” having been 

dropped, to distinguish between information and 

advice, doesn’t solve the problem of who’ll provide 

and pay for the advice that members might still 

need.

Neither does the memorandum say that members 

can cash-out, on leaving a fund, if they want. Heaven 

forbid that this should be spelled out or the situation 

to be avoided, of members leaving their jobs to take 

their pension savings, could be invited.

What it does say is that a member “should” 

remain paid-up until the member consents for 

his/her share of the fund to be consolidated or 

transferred anywhere else. This, it explains, will 

enable members to make appropriate decisions 

and not take advantage of loopholes or convenient 

trends (such as cashing out) that could be to their 

detriment.

Significantly, however, it adds: “Members should 

also be able to access their default preserved funds 

anytime and (in) whatever amount.” Take that, you 

suckers who created havoc the last time. You’ve been 

accommodated.

Also unlike the first draft, both passive and active 

investment strategies can be equally considered by 

funds when choosing default portfolios. Ally this 

change to the allowance of performance fees and 

there’s a sensible reconciliation with provisions of 

Regulation 28 for investment by retirement funds in 

alternative-asset classes.

These are hedge funds and private equity. The 

former can reduce the volatility of investment 

returns; the latter, in addition to supporting 

entrepreneurship, broadens the tight universe of 

JSE-listed investment choices. Performance fees are 

intrinsic. If anything, sooner than later the ceilings 

prescribed by Reg 28 should be revised upwards.

In all, the second draft is an improvement 

and perhaps a relief after the first. Being widely 

welcomed, the salesmanship is much better too. But, 

predicated on having well-informed fund trustees 

and members, its success in advancing preservation 

will have to go hand-in-hand with advancing levels 

of financial literacy not yet evident. 
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UNCLAIMED BENEFITS: A SUCCESS STORY

Your Fund, Your Savings, Your Future
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UNCLAIMED BENEFITS

Openings for fraud
Administrators fear that FSB attempts to get fund payouts into the hands of 

former mineworkers can backfire.

U
ndoubtedly with the best will in the 

world, the Financial Services Board has 

embarked on an exercise to assist hundreds 

of former mineworkers obtain their unclaimed 

benefits from pension and provident funds. 

Inadvertently, however, the exercise poses a risk that 

the mineworkers and their funds are defrauded of 

monies to which the mineworkers are entitled.

This is because, late last year, the FSB 

distributed to a host of principal officers and fund 

administrators a spreadsheet containing the full 

names and ID numbers of the mineworkers and 

their beneficiaries. Being addressed to groups 

without regard to the administrators’ custody 

chains, the FSB’s emails – which contain the 

essential information for fraudsters – would 

have been seen by anybody to whom they were 

forwarded.

That the FSB places responsibility for the 

prevention of fraud on administrators, in practice 

it’s problematic because of the ease with which 

fake ID documents can be obtained. They look 

genuine either because they’ve been issued through 

bribery at Home Affairs or produced by master 

counterfeiters. 

When presented to administrators, who 

themselves are vulnerable to internal fraud, they 

pay. Administrators report numerous instances of 

fraud only detected by chance, for instance by real 

and sham claimants being in their offices at the 

same time.

Says the FSB: “The funds and/or administrators 

that we liaise with are required to have proper 

controls to detect fraudulent claims. The role of the 

FSB is to direct the member to the relevant fund 

when there is a benefit due and payable. The fund 

is required by legislation to ensure that payment is 

made to the correct person. It collects information 

to verify and validate that the recipient of the 

payment is the member on record.”

Easier said than done when the administrator or 

fund is presented with fraudulent ID. How are they 

to sift the wheat from the chaff? 

The FSB and the administrators are up against 

A target sometimes hit, sometimes missed



it. For its part, the FSB is trying to assist particular 

fund members who lack the means to make 

inquiries with the relevant retirement funds. Former 

mineworkers, spread over southern Africa, are a 

case in point. But the FSB has little information 

about them.

For their part, administrators are concerned 

about the email distribution of the FSB’s limited 

information. They fear that it can fall into the 

wrong hands, allowing the wrong people to obtain 

payouts not rightfully theirs.

It’s estimated that over R15bn is lying in 

unclaimed benefit funds. Not only because of 

such magnitude but also because the intended 

beneficiaries are largely poor, the problem of 

this money not being properly paid out must be 

effectively addressed. One administrator proposes 

creative methods that involve the FSB better using 

its position for bringing together the public and 

private-sector parties capable of hammering out a 

solution.

For example, the database compiled under 

the act which regulates communications (RICA) 

contains millions of active cellphone numbers 

linked to an ID number. If administrators could get 

their hands on that database, they could easily and 

cheaply make inroads into finding lost members.

Similarly, many of the 16 million people who 

receive social grants would have unclaimed 

benefits due to them. Administrators say that they 

receive no response from requests to the SA Social 

Security Agency that its biometric information be 

shared (see box).

Another example arises from the potential for 

cooperation with retail groups. They sit on treasure 

troves of information, particularly cellphone 

numbers linked to club cards that are swiped at 

points of sale; in other words, up-to-date data 

enabling direct contact.

Rather than sending member lists into the ether, 

it’s surely preferable that the FSB becomes the 

catalyst to bang the heads of those who can help.  

Fritz . . . great improvements
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ASSET MANAGERS

Battle for consensus
There’s a parliamentary inquiry into transformation of the financial 

sector. Sibongiseni Mbatha, president of the Association of Black Securities 
& Investment Professionals (ABSIP), puts under pressure the bigger 

established asset-management firms. 

Here’s how:

TT: When ABSIP talks of “transformation”, what 

meaning do you ascribe to the term for the asset-

management industry?

Mbatha: Transformation is about inclusion. It’s 

about creating a normal society that’s equal across 

the full asset-management industry value chain. 

This chain includes the full distribution channel 

from asset consulting to asset management to 

compliance, administration and product platforms. 

At present, a normal and equal SA society is not 

reflected.

Instead, the industry is dominated by a handful 

of significant players. They have long-entrenched 

advantages and therefore greater access to capital 

and resources. Such benefits make these businesses 

stronger, thus allowing the playing field to remain 

unlevel. The financial sector needs to transform so that 

there’s full participation by all players, including those 

who haven’t previously enjoyed similar advantages.

By what yardsticks have you selected the lines of 

demarcation between what compromises acceptable 

and unacceptable transformation? How would you 

counter the argument that they’ve been arbitrarily 

contrived by self-interest?

Our members are predominantly black people. 

Their interests, and those of our organisation, 

are about achieving inclusive, transformative and 

sustainable above-average economic growth for the 

benefit of all South Africans.

We do not have a discourse on what is acceptable 

and unacceptable transformation. There is only one 

kind of transformation. Any other form is not aligned 

with our vision. In any economy, there will be people 

who abuse a process of change to promote self-interest. 

If there are such people in ABSIP, they’re on the fringe 

and not representative.

The slow pace of change in the SA industry is not 

as a result of ABSIP members driving self-interest. 

It could rather be argued that the slow pace arises 

from the established organisations pushing their self-

interest. 

Are you unhappy with the recently-revised draft 

of the Financial Sector Charter? If so, what further 

changes do you consider necessary? 

We broadly support the FSC good-practice codes. 

In fact, we helped in the alignment of these codes 

with the generic B-B BEE codes and Act. We’ve also 

been instrumental in devising an innovative Black 

Business Growth Fund to address shortcomings in the 

ownership element of the FSC. This initiative could 
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mobilise R25bn-R100bn to help the funding of black 

businesses. 

There are certainly shortcomings in the recently-

revised FSC and we may have failed to identify gaps in 

its code of good practice. Compliance is voluntary, yet 

it is essential that retirement funds become signatories.

The FSC council has been slow to produce its 2014-

15 annual report on progress of transformation in the 

financial sector. We’ve expressed our displeasure and 

also argued that the 2013 report was a whitewash in 

that it excluded important published industry survey 

data on the lack of transformation. The council has 

been dragging its feet on getting further in-depth 

studies on each element of the FSC scorecard and 

codes. Such studies are needed for the sector to deal 

with blockages and facilitate progress.

Where do the interests of clients feature in your 

scheme of things? Is there a risk that clients’ choice 

of asset manager, to decide with whom they feel 

most comfortable in handling their money, might be 

overridden by the transformation criteria you seek?

Categorically, clients’ interests are paramount. This 

is at the core of the industry. There’s no argument that 

clients – trustees of pension funds, asset consultants 

and multi-managers – have a fiduciary duty in 

deciding what’s best for their retirement funds.

But there is argument that historic relationships 

and narrow perceptions do drive decisions on the 

selection of service providers. Experience over the past 

40 years is that clients have predominantly become 

familiar and most comfortable with the longer-

standing players. This perpetuates the status quo.

It’s unclear why some clients might fear that 

selecting a more inclusive and representative asset 

manager could come at a cost to investment returns. 

The potential to be a skilled or below-average asset 

manager lies not in the race or gender of the asset 

manager but in competence and experience. These 

qualities reflect in performance where measurement is 

objective and publicly available.

However, where the playing fields aren’t level, asset 

managers who’re black have a far lower exposure to 

potential clients. This limits their opportunity to prove 

themselves and demonstrate their outcomes. In the 

public domain there is more than sufficient data to 

show that skin colour is irrelevant to the manager’s 

ability. Black managers can under-perform just as 

white managers can.

The larger and more established asset managers, 

which comply with B-B BEE requirements, have 

spent many years developing reputations that attract 

clients. They also have critical mass that allows 

them a variety of advantages e.g. superior resources 

for investment research, IT infrastructure and 

critically also the capacity to recruit young black 

professionals for upskilling and promotion. What 

are they doing wrong?

They developed these reputations during an era 

when the industry was far less competitive and these 

players were structurally advantaged. This head-start 

in development of capital resources and employee 

skills derives from apartheid. B-B BEE legislation was 

put in place to redress the imbalances of the past to 

achieve an inclusive economy.

Big business and big asset management players 

Mbatha . . . redress required
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have successfully mobilised their machinery to 

achieve high B-BBEE ratings because they have the 

wherewithal to do so. It’s unfair to compare their 

ratings with those of organically-grown post-apartheid 

black firms.

The bigger firms must transform not just by 

applying the soft elements of the B-B BEE code but 

also focus more on the employment of key black 

professionals in senior and junior decision-making 

positions, especially in money management. 

Should these firms also subscribe to the notion that 

a more competitive and transformed financial sector -- 

representing the country’s demographics – is essential 

for all businesses, their objectives would be the same 

as ours.

Is it possible to create a more level playing field by 

advantaging smaller firms without disadvantaging 

larger firms? If so, then how? If not, then to whose 

benefit?

Yes, it is possible. It is about understanding that a 

level playing field does not restrict any specific player 

from competing. Instead, it opens access to more 

players and removes historic advantages that were 

unfairly gained.

The 2015 BEE.conomics survey by 27four shows 

33 firms that meet its criteria as black-owned. 

Cumulatively they have R309bn of assets under 

management. But the high degree of fragmentation 

is illustrated by an average for the 33 firms each 

holding under R10bn and the largest of these 

firms holding over 30% of the total. To enhance 

the competitive position of such small firms, 

shouldn’t they be looking to some pretty wide-

scale consolidation? Mightn’t this strengthen their 

competitive capacity more than attempts to derive 

business from the fact of being black-owned?

Consolidation and fallout are inevitable when one 

has high levels of competition. It’s evolutionary that 

there are now high numbers of black firms, given 

where individual black professionals are in their career 

cycles. Many founders of black firms would have 

started in the industry 20-25 years ago. They’ve been 

reaching a time when they have experience, track 

records, accumulated capital and personal brands to 

start on their own. 

If you look back 15 years, this was the exact case 

with a flurry of white investment professionals who 

started their own firms. Many of those firms don’t 

exist today. The decision of owner-managed firms to 

consolidate rests with the ability for each individual 

firm to persevere and survive until they reach scale. 

Accordingly, it’s likely that we’ll see some consolidation 

for business reasons.

Finally, please say something about asset 

consultants. As gatekeepers for the allocations of 

pension funds’ assets, presumably they have service 

levels and fiduciary duties uppermost in mind. Do 

you feel that black-owned firms are getting fair 

attention? If not, what reasons would you attribute?

The latest research by 27four and other surveys 

indicate that asset consultants and multi-managers 

have not sufficiently been putting forward black-

owned firms on the basis of capability. There would be 

several reasons.

First, asset consultants are typically not 

remunerated by a percentage based on the size of the 

fund. So they appear to have no incentive for assessing 

something new, especially something smaller, because 

it will take more hours of work. The safe option is for 

them to put forward what’s been tested and proven. It’s 

time-efficient for them to concentrate on monitoring 

the managers they’ve previously recommended.

Second, fund trustees need to play a much more 

active role in ensuring that they’re exposed to broader 

lists of potential managers. But they rarely ask 

consultants why new managers aren’t being proposed, 

and they’re inclined not to query the consultants’ 

selections.

Third, there’s a sense that asset consultants 

believe black-owned firms need only be considered 

for “transformation allocations”, not mainstream 

allocations. This would reflect a view that merit is 

compromised when diversity is pursued.

There’s much to be corrected. 
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One of the best known and frequently used 
quotes on the power of compound interest 

is attributed to the world-renowned physicist and 
scientist Albert Einstein.  He is believed to have 
said: “Compound interest is the eighth wonder of 
the world. He who understands it, earns it. He who 
doesn’t, pays it.” 

Regardless of whether Einstein actually uttered 
these exact words, the essence of this statement 
is immensely potent. It cannot be disputed. And 
Warren Buffett, the world’s most successful 
investor and wealth creator, evidently agrees. He’s 
often been quoted as having said: “My wealth 
has come from a combination of living in America, 
some lucky genes, and compound interest.” 

Contrary to simple interest, which is calculated 
on only the initial principal of a deposit or loan (in 
other words, no interest is earned on the interest 
that has been accumulated previously), compound 
interest is calculated not only on the initial principal 
and but also on the accumulated interest of 
previous periods of a deposit or loan.

In basic terms, if you invest a sum of money 
you will receive interest on the amount invested. 
After the initial period, with compound interest you 
will receive interest on the interest that you have 
already earned in the past as well. 

For example, if you invest R1 000 at 10% 

you would have earned 10% x R1 000 = R100 
worth of interest. So your total investment is now 
worth R1 100. 

After the second year, you would have earned 
R1 100 x 10% = R110 worth of interest and your 

investment would be worth R1 210. In the second 
period, you therefore would have earned interest 
of 10% on the interest of R100 which you earned 

The power of compound interest is usually more 

time. For example, assuming you can earn interest 
of 10% per annum on an investment of R5 000, 

053 under the compound-interest scenario. 
By contrast, under the simple-interest scenario, 

your investment would be worth only R7 500. 
Likewise, after 40 years your investment would 
be worth R226 296 under the compound-interest 
scenario as opposed to only R25 000 under the 
simple-interest scenario. Obviously, had you 
decided to put your money under the mattress, 
it would have remained at R5 000 (and been 

The graph shows the growth of a R5 000 
investment over a period of 40 years at 10% per 
annum under the different compound and simple-

Power of compound interest
Earn it or pay it, explains Liberty Corporate head of public 

sector and corporate consulting Mathias Sithole.
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interest scenarios.
There are many practical applications of 

compound interest, such as loan repayments, 
but perhaps none demonstrates the power of 
compound interest more clearly than saving for 
retirement.

For example, if an individual contributes R5 
000 at the beginning of every year for a period of 
40 years, he/she would have invested R200 000 
over this period. Again assuming 10% per annum 
compound interest, this investment would amount 
to approximately R2,4m after 40 years. 

Interestingly, the contributions made during 
the initial 10 years account for almost 65% of the 
total investment amount at the end. This clearly 
demonstrates the power of compound interest over 
long periods of time and shows why it’s important 
to start saving as early as possible.

When it works against you

At the same time, be warned that compound 
interest can be a double-edged sword in some 
circumstances. It’s particularly pertinent when you 
have to make repayments on some sort of loan 
e.g. monthly mortgage instalments on a house, 

card debt or student loans. 
Say, for example, you have taken out a loan for 

296! The point is that, due to compound interest, 
you spend a lot of your future income for the 

through a loan.
In these cases, you are the one paying 

the interest on the loan as well as interest on 

the interest that has accrued. This situation is 
particularly severe for consumers in times of high 
interest rates. 

So the moral of the story is to use compound 
interest in your favour when investing, but 
minimise your debt as far as possible by 
preventing it from working against you.

www.liberty.co.za. 

Sithole . . . dramatic differences
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CURRENTS

The man 
who knows 
too much?

T
he National Union of Metalworkers has 

fired Sam Tsiane, its long-serving benefits 

coordinator. With his dismissal, he can 

no longer be a trustee of the various pension and 

provident funds in the metals industry where 

Numsa is a sponsor.

Tsiane confirms only that he is challenging 

his dismissal through the Commission for 

Conciliation, Mediation & Arbitration. Mediation 

already having failed, the procedure now moves to 

arbitration. Because rules of the CCMA provide 

for confidentiality of hearings and records, at least 

until there’s been a final determination, the issues 

at stake in the dispute aren’t revealed. In time, they 

doubtless will be.

They’ll be of great public interest. For his part, 

over many years Tsiane has enjoyed a high profile 

in the retirement-fund industry. A regular and 

often outspoken delegate at industry conferences, 

he has been recognised as one of the most 

experienced trade unionists on matters of pension 

and provident funds. 

So far as Numsa is concerned, its behaviour will 

be scrutinised. Probably SA’s largest trade union, 

Numsa gets rid of key retirement-funds official.
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with over 300 000 members, two years ago it was 

expelled from Cosatu for opposing the federation’s 

continued alliance with the ANC. More recently, 

Numsa applied for to the Financial Services Board 

to set up an umbrella retirement fund of its own.

Also, Numsa has three arms in the union 

itself, its investment company and the retirement 

funds that it sponsors. There are supposed to be 

constraints on the interactions between them, 

specifically on the legal requirement that fund 

trustees operate solely in the best interests of the 

fund irrespective of who nominated them. How 

the requirement is applied in practice could be 

contentious because it clearly doesn’t appeal to 

Numsa.

At its national conference last December, 

referring to retirement funds, it was open in its 

campaign “to use money, which comes from 

the workers, in the interests of workers and the 

working class”.

That’s rather broader than the exclusive interests 

of retirement funds and their members. Whereas 

these interests are decided by trustees, unclear is 

who’s to decide the interests of the working class. 

Or how conflicts between them can be avoided.

The dismissal of Tsiane, once he can speak out, 

could poke a few bees.

Adjudicator is agitated

Once again – having previously done it in a 

matter involving the Municipal Employees 

Pension Fund and its administrator, Akani (TT 

March-May ’15) – Pension Funds Adjudicator 

Muvhango Lukhaimane has awarded punitive 

damages against a retirement fund. This time the 

object of her wrath is the RMS umbrella provident 

fund, administered by RFS Administrators, which 

has been ordered to pay complainant A Pillay 

his R543 000 benefit that had been unlawfully 

withheld. 

In addition, she ordered that this amount be 

increased by 5% in punitive damages because the 

benefit had not been paid timeously. Once again, 

when a punitive award is made against a fund, the 

payment can only be made by reducing the benefits 

of other fund members; not the trustees in their 

personal capacities or the fund’s administrator.

Thus, in effect, wholly-innocent fund members 

are punished. It’s inherently unfair that they, rather 

than those responsible, are made to pay. But does 

the Adjudicator have alternatives? There’s an 

inequity that requires redress.

Lukhaimane . . . investigate Akani
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And, in another recent determination this 

time involving the Bokamaso retirement fund, 

administrator Akani again features. Lukhaimane 

found that Bokamaso and Akani had failed to 

comply with the Pension Funds Act and the rules of 

the fund on more than one occasion. Accordingly, 

she wants the Registrar of Pension Funds to 

conduct an inspection into Bokamaso’s compliance 

with its rules and the Act.

“It is further recommended that the Registrar 

initiate a thorough investigation into the conduct 

and licensing conditions of the second respondent 

(Akani)”, said Lukhaimane.

Take note

There are harsh words for tracing agents and 

pension funds in the latest annual report from 

the Office of the Pension Funds Adjudicator.

Finance Minister Pravin Gordhan: Funds must 

do more to increase their communication to 

active members about the OPFA. It is also 

disturbing to note the inordinate increase in the 

number of complaints lodged by tracing agents. 

Members must be better educated so that they 

lodge complaints with the OPFA at no cost, 

rather than fall prey to unscrupulous tracers 

who charge for their services.

FSB board chair Abel Sithole: I am pleased that 

the OPFA will be focusing attention on the 

activities of tracing agents. Too many complaints 

were ruled out of jurisdiction only because they 

were lodged by tracers who craved complaints 

from members of the public, in the mistaken 

belief that they might be entitled to a retirement 

benefit. Often, only the bare minimum of 

information was provided with the request for 

the Tribunal to investigate.

Adjudicator Muvhango Lukhaimane: The 

communication over unclaimed benefits has 

resulted in an inordinate increase in the number 

of complaints lodged by tracers. It is noted as 

an unwelcome development as members of the 

public are required to pay a fee to the tracer, 

whilst the latter has no knowledge of whether a 

benefit exists for that person or not....The OPFA 

had to take a decision to stop taking enquiries 

from tracers and indicating to them that the 

complainants should lodge complaints directly 

with the office and provide the minimum 

information required to investigate. Most of 

the complaints were one-pagers without the 

minimum information required to commence an 

investigation.
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Black progress

In the Q&A with ABSIP president Sibongiseni 

Mbatha elsewhere in this TT edition, reference 

is made to the 2015 survey by 27four of black-

owned asset-management firms. Since then, 

the 2016 survey has been made available and 

shows a significant change in their assets under 

management having increased from R309bn to 

R408bn as at end-June last year.

But the jump can be misleading because it also 

reflects an increase in the number of firms, from 33 

to 41, that participated in the survey. The average 

remains below R10bn per firm. 

A large part of the jump can be attributed to 

new inclusions. Aluwani, spun out of Momentum, 

brought a large asset base. Regiments participated 

for the first time. Both feature in the top 10 which 

command the lion’s share of black firms’ aum (see 

table).

Again the biggest is Taquanta, primarily owned 

by the investments company of Sandile Zungu. The 

website of Taquanta Investment Holdings shows 

that its board comprises a majority of black non-

executive directors but the executive directors 

are all white. These are the TIH chief executive as 

well as the chief executives of its two businesses, 

asset management and securities. The TIH chief 

operating officer is also white.

The point is made for comparison between firms 

that the 27four survey considers “black-owned” 

against firms that have been omitted because, by 

implication, they are considered “white-owned”. 

This might be despite the latters’ compliance 

with B-B BEE requirements, including significant 

black representation at board and executive level, 

and involvement in such other transformation 

initiatives as recruitment and skills transfer 

within their organisations and financial-literacy 
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programmes in the broader community.

The criticism is thus that the criteria used by 

27four, for all the light that its survey does shine 

on the extent of transformation and diversity, is 

overly restrictive and arbitrary. Firms invited to 

participate in the survey had to have at least 50% 

black ownership with accompanying voting rights; 

50% black representation at board level, and 50% 

black individuals in senior fund-management 

positions (“black” defined as per the dti codes of 

good practice).

It could well be that the black-owned firms 

aren’t getting the allocations from private-sector 

retirement funds – as opposed to the Public 

Investment Corporation, Eskom, Transnet and 

others – which they believe they deserve on 

merit. The respective sources of their assets under 

management from the public and private sectors 

aren’t separated.

But there is an intimation from the PIC, 

although it doesn’t identify the firms it favours 

or the sizes of their individual allocations. Its latest 

annual report discloses little more detail than that 

over the past seven years the PIC has allocated 

R57bn across 14 black asset management firms. 

These firms had created employment opportunities 

for 876 individuals with different skills sets. 

In its year to end-March 2016, the number of 14 

firms has apparently shrunk to five. The PIC had 

allocated R11,5bn “to existing external managers, 

all of which were black-owned”. Of the R11,5bn, 

four “established BBBEE managers” got R9,5bn 

while “a developmental BBBEE manager” got R2bn. 

By contrast, in 2015 the Eskom Pension & 

Provident Fund had allocated R22bn to black-

owned managers, representing some 55% (2014: 

47%) of funds managed by all domestic external 

investment managers. To the EPPF, “black owned” 

means firms having a minimum of 50% black 

shareholding and 50% black management. It 

reports that some of the black managers were 

amongst the top performers.

Second thoughts

Having previously proposed broader 

representation by consumers and employees 

on company boards (TT Oct-Dec ’16), UK prime 

minister Theresa May has modified her stance. 

She’s told the Confederation of British Industry 

that government would publish a green paper that 

will set out reforms to shareholder accountability, 

executive pay and employee representation.

“This is not about creating German-style binary 

boards which separate the running of the company 

from the inputs of shareholders, employees, 

customers or suppliers,” she said. “Our unitary 

board system has served us well and will continue 

to do so.”

Her latest view seems to backtrack on her 

earlier pledge that “we’re going to have not just 

consumers on company boards but workers 

as well”. Still, whatever the UK produces will 

resonate in SA with the next incarnation of the 

King governance code. 

May . . . backtrack



Only once you’ve considered the risks, can you plan a more certain future.

 

WHAT’S THE 
WORST  
 THAT COULD HAPPEN?

Investment Solutions Holdings Limited. Registration number 1997/77 022540/06.

Global extinction. Entire hives of honey bees are dying in huge numbers. This is worrying because 
plant-life and honey bees have had a mutualistic relationship for millions of years – each needs the other 
to survive. Without them, things could become catastrophic. The agricultural industry would collapse, 
global markets could crash, and, most significantly, life on Earth would become endangered. 

We’ve built our investment portfolios keeping the worst in mind. In a world where opportunity can’t 
exist without risk, we use our expertise to navigate these uncertain times. Organised like a swarm of 
bees, we meticulously manage risk to deliver sustainable benchmark-beating retuns for our clients.

Only once you’ve considered the risks, can you plan a more certain future.



COVER STORY

A convenient 
bogey

SA isn’t being spared “alternative facts”. 
Take a look at one, origin unknown, that confuses and polarises.

‘W
hite monopoly capital’ – so commonly 

used in the lexicon these days that it’s 

known by the WMC acronym – is as 

dated as the gramophone. A figment of social-media 

parlance, it’s existence feeds on a conspiracy theory 

hatched to deceive. Because the modern-day owners 

of capital are predominantly collective investment 

schemes, notably pension funds, WMC is fake in 

concept and claim.

Sure, there are white guys at the head of large 

corporations who meet with government ministers 

in attempts to influence policy, as is their right and 

also their responsibility. That they happen to be 

white, where they are, is incidental to the B-B BEE 

compliance and initiatives of their corporations.

Equally sure, there are weighty black guys doing 

exactly the same. Where they aren’t joined by whites 

in common cause, as in the ‘Save SA’ campaign, they 

carry impact for respective lobbies that suit agendas 

within the governing party.

It’s a stretch to conclude that skin colour is the 

differentiator between narrow and national interest. 

Investor confidence and economic growth are 

entwined with systemic black inclusivity both in the 

“commanding heights” and in the fairer distributions 

of wealth that only enhanced prosperity can generate. 

On its own, making the poorer richer by 

making the richer poorer is a populist formula to 

address inequality. It is not a means to promote 

social coherence, on which the philosophy and 

increasingly-elusive targets of the National 

Development Plan rely, because it is simultaneously a 

formula to derail efforts at countering unemployment 

and poverty as the other two equally-critical elements 

of SA’s “triple challenge” frequently highlighted.

In an economy that consistently performs below 

its potential, inequality becomes the most politically 

expedient element to exploit. Enter the ogre of 

WMC, an opportunistic distraction if ever there was.

Those who expound it – President Jacob Zuma 

included – can at least provide evidence of its 

existence. That they don’t is because they can’t. 
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There’s no such thing. Long gone is the era when the 

large corporates were controlled by family dynasties 

that dominated the concentrations of capital. Over 

recent decades, there’s been a tectonic shift that 

makes WMC a product of Trump-style denial.

Even the term hardly bears scrutiny. People 

understand the meanings of “white”, “monopoly” 

and “capital”. Stringing together the three words 

is to create a term both emotive and meaningless, 

serving to sow suspicion and discord. More than 

this, because purported participants in WMC (bad) 

are mysteriously unidentified, they cannot 

be cross-referenced to publicly identified 

participants in the CEO Initiative (good) where 

there must logically be substantial overlap.

Modern-day company ownership is in the 

hands of capital accumulated by the public 

through savings in pension funds, assurance 

policies and the like. Simply check the share 

registers of Anglo American, Remgro and 

Steinhoff for examples. Shareholdings are too 

diffuse, and the Companies Act too stringent, 

for board and management control to be 

asserted except to the extent that myriad 

shareholders allow.

Bad enough as a concocted fantasy, WMC 

is uglier for its blatant racism. Perversely, 

imitation being the sincerest form of flattery, 

it’s a reinvention of the ‘Hoggenheimer’ 

image contrived by the National Party of 

old to garner votes of depression-afflicted 

Afrikaners in its pre-1948 struggle for power. 

‘Hoggenheimer’ was created to portray non-NP 

leaders as puppets whose strings were pulled 

by a secretive cartel comprising rich English-

speakers and overseas colonialists. 

In its present incarnation, the aspirations of 

historically-disadvantaged Africans are made 

to appear blocked by finance minister Pravin 

Gordhan and his supporters. WMC, the new 

bogey, becomes the scapegoat for the ‘state 

capture’ frustrations of Zuma and his cohorts. 

“Monopoly capital and their stooges attacked 

me,” he recently told a meeting of the ANC Youth 

League in reference to Nenegate. “I realised that I 

would not resign on my own because that would be 

surrendering to white monopoly.”

Thus does a term, which should be discarded 

for factual inaccuracy, gain traction for political 

currency. The most fundamental denial is in the 

ownership by black people of JSE-listed companies 

(see box). 

Flashback to May 2012 . . . TT’s long 
campaign kicks off
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By far the largest vehicle 

is the giant Government 

Employees Pension Fund 

whose assets are managed 

by the Public Investment 

Corporation. The fund, which 

comprises predominantly black 

members, has a listed portfolio 

that represents over 12,5% 

of the JSE equities market. 

The agglomerated proportion 

managed by private-sector 

investment institutions, acting as 

fiduciaries for individual savers, 

would eclipse even this.

Don’t stop there. Were 

foreign investors excluded 

from the PIC computation, its 

proportion would almost double. 

And were foreign investors to 

withdraw from the JSE in a 

doomsday scenario, say in the 

event of a ratings downgrade, the 

PIC’s proportion would increase 

even further – albeit of a much-

reduced market capitalisation, 

which is hardly the optimal way 

to increase black ownership.

Taken together, as King III 

pointed out, pension funds 

comprise the biggest single 

category of investors in the 

top companies. Cumulatively, 

fund members and dependants 

outnumber the recipients of 

social grants and probably even 

the population registered to 

vote in parliamentary elections. 

That’s huge clout, were the 

funds to use it. 

They can. They should. And 
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many do, usually through asset managers acting on 

their behalf. Shareholder activism and engagement 

with investee companies take place in accordance 

with the policies of managers or under mandate 

from the funds. Either way, they’re informed by 

the Code for Responsible Investing in SA (now 

supplemented by King IV), Regulation 28 under 

the Pension Funds Act and provisions of the good-

governance circular PF130 issued by the Financial 

Services Board.

Asset managers are accountable to their client 

funds. Some are better than others in public 

reporting via websites on their engagements with 

companies and their proxy votes at shareholder 

meetings. Old Mutual Investment Group stands out 

amongst the better for identifying companies and 

explaining outcomes. It also argues for shareholders 

to have a binding vote on companies’ policy 

proposals on executive remuneration.

The GEPF, whose assets are registered in its 

own name, notes in its latest annual report 

that “ownership rights have an intrinsic economic 

value and active ownership uses various formal and 

informal elements of such voting rights to signal, 

encourage and request change in the corporate 

behaviour of which the GEPF has invested and which 

support the development of long-term investment 

value”.

In the year to end-March 2016, it voted at 225 

shareholder meetings on almost 3 000 resolution 

items. Of the great majority, it voted in favour. Of 

the 206 where it voted against, 39% were to express 

disapproval of remuneration policies.

Where managers or funds have voted against 

the re-election of directors, the instances have 

been minimal. Moreover, there are only exceptional 

instances where they’ve nominated and elected 

directors. Under the Companies Act, all they need 

for successful election is the majority of votes at a 

shareholders’ meeting. 

Voting collusively, as they can, and being in a 

majority, when they are, would solely defeat any 

intimation of WMC at board level. However, without 

relying on their managers and consultants, pension 

funds are notorious for not themselves exercising 

their shareholder rights. 

Similarly conspicuous by their absence is fund 

members, who have much to say about WMC from 

trade-union and party-related platforms, serving 

as trustees; or for that matter, to stand in elections 

for funds’ boards and to undertake the rigours of 

training that will qualify them as fit and proper. How 

difficult it would be to reconcile fiduciary duty with 

blather.

Constrained by their own lethargy, they ignore the 

door open to them. As shareholders, they can more 

effectively influence company behaviour through 

boardrooms than strikes. But few members seem 

even to realise that they’re often shareholders in the 

companies they weaken by industrial action; mining 

companies are a prime example. 

Pension funds have fallen down, too, on advancing 

and protecting members on black empowerment 

schemes. For advancing, as the largest single 

depository of black workers’ savings, black members 

should have been automatic broad-base qualifiers. 

They weren’t. For protecting, they should have been 

in the frontline of protest against the dilution of their 

shareholdings. They’ve been silent. And pension 

funds, unlike selective B-B BEE consortia, would 

not be bedevilled by debt in subscribing for shares 

preferentially offered.

What’s good for pension funds is good for the 

economy and vice versa. Where they stand to be 

hit, as after Nenegate and latterly in the contest over 

the finance ministry, it’s paradoxically been those 

implicitly tarnished as WMC and their “stooges” 

(as Zuma would have it) who’ve joined forces as 

fiduciaries to counter the destruction of peoples’ 

savings.

If that’s WMC at work, bring on more of it.      
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INDUSTRY DISRUPTION

Adapt or die
Asset managers are being forced to look again at their business models. 

John Gilchrist, head of Customised Solutions at Old Mutual Investment Group, 
discusses the reasons.

We have seen incremental changes in the asset-

management industry over the past few years. 

This adjustment process will accelerate. The rise 

in indexation/passive investing and a shift towards 

factor investing/smart beta, combined with increasing 

demands for responsible investing and a greater focus 

on risk management, are forcing traditional asset 

managers to adapt their investment strategies. 

This ‘disruption’ presents an opportunity for more 

progressive investors to capitalise on the changing 

landscape. There are four key areas:

First, the rise of indexation/passive investing. 

Following the global financial crisis, loose monetary 

policy and a volatile macro-economic environment 

made for stark reading in the performance of actively-

managed funds relative to their benchmarks. The S&P 

Dow Jones Indices (SPIVA) scorecard indicates that 

more than 75% of active investment managers in the US 

underperformed their benchmarks after fees over the 

past 10 years. 

Although historically SA active managers performed 

well relative to their benchmarks, their performance 

mirrors the global experience. To illustrate, the average 

unit trust equity fund has lagged the index by 2,4% pa 

over the past 10 years.

As with all industries where the profitable 

incumbents have under-performed or become slow to 

adapt, the door has opened for disruptive technologies 

and more innovative cost-effective approaches. The 

rise of indexation/passive investing is a long-term 

trend recently accelerated by active manangement’s 

underperformance.

Research has shown that indexation continues 

to drive down the cost of investing. Unsurpisingly, 

indexation is a popular choice for many investors. For 

example, index funds have grown from 17% of US 

mutual funds in 2010 to 23% in 2015. 

In SA, the change in regulatory requirements is an 

additional driver. For the institutional market, draft 

default regulations require pension-fund trustees to 

consider indexation for default portfolios. For the retail 

market, the Retail Distribution Review brings improved 

transparency on costs which drives increased interest in 

indexation. 

Second, factor investing/smart beta.

We have also seen significant flows into factor 

investing/smart beta. Research is demystifying ‘alpha’ 
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and revealing that much of it is in fact due to factor 

exposures.

Such factor exposures as value, size, momentum and 

quality can be accessed through cheaper, systematic 

‘smart beta’ offerings. Rather than pay active managers 

high fees to outperform an index, investors can utilise 

combinations of smart-beta funds to deliver similar 

gross returns at lower cost. Globally over the past five 

years, this has led to a 10-fold growth in smart-beta 

investing. 

There is space for passive investing, smart beta and 

fundamental active investing. A blended combination 

of these three approaches should deliver the best net 

risk-adjusted returns. Blending not only offers lower 

costs but also creates greater certainty of outcome by 

reducing the probability of choosing underperforming 

managers or reducing reliance on active managers 

delivering on their alpha objectives, and allowing for 

higher conviction allocations to fundamental managers. 

Blending also forces investors to focus more on 

portfolio construction, particularly on portfolio risks 

and diversification benefits.

Third, responsible investing (RI).

Launch of the Code for Responsible Investing in SA 

and revisions to regulations (including Regulation 

28 under the Pensions Fund Act) mean that RI is no 

longer merely a ‘nice-to-have’. Investors increasingly 

realise that, through their investment choices, they can 

materially affect company behaviour. This combination 

of regulations and investor awareness has led to 

increased demand for investment approaches that 

incorporate environmental, social and governance 

(ESG) factors.

Historically, ESG investing was primarily achieved 

through alternative assets such as infrastructure and 

renewable energy. Developments in passive investing/

smart beta have led to the launch of ESG index funds – 

low cost and liquid alternatives that invest only in the 

highest-rated ESG companies. 

Although these funds are designed to be similar 

to the parent index (with minimal sector and country 

over/under weights), we have seen out-performance 

from the ESG-cognisant approach: the MSCI World 

ESG index is marginally ahead of the MSCI World 

index and the MSCI Emerging Markets ESG index is 

significantly ahead of MSCI Emerging Markets index.

Fourth, risk management:

Global and local macroeconomic risks appear to have 

been increasing alarmingly. As a result, there has been 

a significant increase in demand from investors for risk 

management that goes beyond the relatively simple 

diversification offered by a balanced fund. The 2008-

09 financial crisis, during which the average balanced 

fund lost 22%, made it clear that diversification alone is 

insufficient to protect capital during a bear market. 

In this higher-risk environment, the benefits 

of capital protection – and the significant benefits 

associated with compounding off a higher base 

following a period of capital protection – are front of 

mind.

These trends, and client demands, are forcing asset 

managers to modernise their offerings. Simultaneously, 

leading institutional and retail funds are adjusting 

their investment approach to achieve better returns – 

with lower risk, at a lower cost – in a way that should 

positively impact the world in which we live. 

Gilchrist . . . key opportunities
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FUND COSTS 1

Poles
apart

The offer of a 0,4% management fee is enticing. 
Before biting, retirement funds should examine it carefully in 

the context of other fees and rival contentions.

B
y an extensive and expensive advertising 

campaign, which highlights the offer of 

its funds at an all-in fee of 0,4%, Sygnia 

has sought the image of being the “disruptor” in 

asset management. But this 0,4% claim is not to 

go unquestioned, without reference to the various 

Sygnia funds’ fact sheets, and certainly isn’t left 

unchallenged in a vigorously competitive industry.

Rather mischievously, on its website Sygnia 

produces an illustrative ‘Compare us’ table. It shows 

the net replacement ratios of two Sygnia umbrella 

retirement funds (SURFs) against five other umbrella 

funds. None are identified, so they cannot counter 

the claims. Neither can it be known whether like 

is being compared to like in the sense of relative 

sizes (the larger the fund, the greater the potential 

for reduced costs) and strategies (which impact on 

performance).

In a general comment, John Gilchrist of Old 

Mutual Investment Group points to “incremental 

changes” already disrupting the industry and that 

he expects to accelerate: increased use of indexation 

(passive investing); factor investing (smart beta); 

responsible investing (for compliance with codes and 

regulation), and management of risk (going beyond 

the simple diversification of a balanced fund).

For its part, Sanlam Umbrella Solutions maintains 

that the standard of effective annual costs (EAC) – 

introduced by ASISA for retail products (TT April-

June ’16) – should similarly be applied to umbrella 

funds. “An industry-agreed standard method for 

comparing charges on investment-savings products 

would allow employers to make better, more informed 

decisions,” urges chief executive Irion Terblanche.

Specifically on the SURFs, Sygnia’s 0,4% claim 

is confused by its own fact sheets. For example, the 

fact sheet for the Sygnia Skeleton 70 fund as at last 

October shows annual management fees at 0,4% but, 

inclusive of other fees, a total expense ratio of 1,09%. 

When transaction costs of 0,17% are added, the total 

investment charge is 1,26%.

There appears to be less disclosure of fees in 

the same fund’s fact sheet as at last December. It 

shows only management fees at 0,39% and says that 

performance fees are “charged by some appointed 

managers”. Nothing more.
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“Why does Sygnia charge a performance fee in 

this fund when it is marketed as a passive fund?” 

inquires Steven Nathan of 10X Investments. “And 

where does Sygnia disclose the fees it earns on its 

own hedge funds?”

Asked which funds are offered to clients at a 0,4% 

total fee, John Anderson of Sygnia explains:

All of the Sygnia unit trusts (specialist index-

tracking and risk-profiled global balanced funds) 

offered to retail clients charge an annual Sygnia 

management fee of 0,4% including vat. Importantly, 

all our savings wrappers (retirement annuities, 

preservation funds and living annuities), where the 

funds are invested in Sygnia portfolios, are offered at 

nil administration fee. Hence you can invest in an RA 

and a Sygnia Skeleton Balanced 70 unit trust, as an 

example, at a total management fee of 0,4% pa.

Where 0,4% is not the total, what additional fees 

are added and to what extent can these additions 

affect the total fee?

The 0,4% is the management charge levied by 

Sygnia for the products mentioned. The recent 

ASISA disclosure standard, applicable to all retail 

savings products, has mandated the disclosure of 

all the costs (e.g. administration, custody) that may 

apply. They include transaction costs incurred in the 

normal operation of unit trusts. No performance fees 

are paid on any of our index-tracker funds.

Which Skeleton fund is offered on the SURF? Is it 

the Skeleton 70 fund or the Skeleton 70 Balanced fund?

SURF clients have always had the option 

of investing in the institutional versions (with 

institutional fees) of either the Skeleton 70 fund 

(unitised life) or the Skeleton 70 Balanced fund (unit 

trust). With effect from January, the institutional 

versions of Skeleton are only provided in SURF on 

a unitised life basis (via Sygnia Life). SURF clients 

can choose either the Skeleton 70 unitised life fund 

excluding hedge funds, or the Skeleton 70 unitised life 

fund including hedge funds.

The choice should be based on comparing the 

benefits of including hedge funds (which, over time, 

reduce volatility without compromising the returns 

after taking all costs into account), and in doing so 

accepting that overall costs are higher (compared to a 

desire to reduce costs to a minimum but accepting that 

with this option the volatility of the portfolio increases 

by excluding hedge funds from the asset allocation).

The default for SURF clients is the Skeleton 70 

without hedge funds. However, clients can select the 

version including hedge funds after understanding the 

overall cost implications. They can discuss the pros and 

cons with us.

Indeed they should, and not only with Sygnia, 

for the sake of valid comparison where cost needn’t 

be the sole determinant. Trustees of retirement 

funds have a broader range of options available from 

service providers than they could have imagined 

even a year ago.   
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FUND COSTS 2

When government 
steps in

Resonating in the current SA debate is Britain’s experience of a cap on fees. 
Dean Wetton* evaluates the pros and cons.

I
n the UK some years back, the Pensions 

Commission delivered the Turner report which 

recommended automatic enrolment (AE) of 

individuals into pension funds. With cross-party 

parliamentary support the 2008 Pensions Act legislated 

for all employers to automatically enrol qualifying 

workers into a pension scheme. Phased implementation 

began with the largest employers in 2012 and 

completion is expected by 2018.

The Office of Fair Trading conducted a market study 

in 2013 into workplace defined-contribution (DC) 

pensions. It concluded that the buy side of the market 

was weak and required support. Costs and charges 

to savers were particularly examined as the OFT had 

found them ranging from 0,1% to above 2% of funds’ 

assets.

Strong action

It was concluded that, if people were compelled into 

saving for retirement, they should not be charged too 

much for the privilege. In April 2015 a charge cap 

was imposed on default arrangements of AE pension 

schemes whereby the total amount charged to a saver 

could not exceed 75bps (0,75%).

With the continuing decline in availability of DB 

pension schemes, this was a necessary measure to help 

control the burden placed on savers who might risk 

seeing their pension pots eroded by high management 

fees. Further, trustees of all defined-contribution 

(DC) pension funds and the ‘independent governance 

committees’ of insurers are now required to report 

on their evaluation of value for money for all scheme 

members under their control.

Immediately this raises the debate on cost versus 

value. Can a pension scheme remain effective with 

these restrictions? As with many things, those who 

thrive are those that can afford scale. Many of the larger 

master trusts (vehicles for the pooling of funds to obtain 

wholesale prices, similar to SA umbrellas) and insurers 

are offering strong products at below 75bps, so it can be 

done.

What then of those who can’t work at these levels? 

Is a government-imposed barrier to entry a bad thing? 

The Pensions Regulator lists 13 schemes which have 

currently obtained master-trust assurance, and the full 

number in development could be closer to 70. They 

cannot all hope to be effective. The market may already 

be oversaturated. While market forces would usually 

correct this, when dealing with the public’s pension 

savings an extra level of prudence is required.
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Unintended consequences and unforeseen benefits

There is an advantage to savers if competition is limited. 

Fewer master trusts will allow greater development of 

scale, in turn allowing further cost reductions. This 

barrier permits fewer initial competitors and speeds up 

the process of market rationalisation. 

There is, however, an unintended consequence. 

As smaller employers are brought into AE, an 

increasing number will be regarded as “uneconomic” 

and unwanted by many potential providers, leaving 

these schemes with little choice other than NEST (the 

workplace pension, established under Department of 

Works & Pensions sponsorship, which has its initial cost 

base underwritten by government).

There is also a risk that a charge cap limits options 

available to providers. One must expect default funds in 

the AE universe to be essentially passive, as little will be 

affordable in the way of active management. Solutions 

can be found. 

For example, 25-year-old individual just beginning 

to save is unlikely to need a product-charging structure 

anywhere near 75bps for largely passive investments, 

but older savers willing to pay more to protect a larger 

pot may avoid the default-only cap by self-selecting a 

product that better suits them. 

What we see in response to the charge cap is the 

emergence of a class of “semi-passive” funds. Though 

the cap makes full active management unaffordable to 

most, it would not take much to develop an active fund 

which invests in the same funds as a passive benchmark 

– save for a few, minor removals of investments deemed 

unjustifiably risky. Once set up, such funds require little 

management and so are offered at a much lower price 

than a traditionally active fund and yet would likely 

outperform a fully passive fund in the long term.

A more intractable problem area may prove to be 

what costs are to be included within the charge cap. 

Currently fund transaction costs are not included but 

this may change. However, not only is it difficult to pin 

down the amounts of these costs but their inclusion 

could further limit managers’ ability to perform if, 

by acting, they are put at risk of “using up” their 

transaction budget.

Best bangs for bucks

Ultimately the introduction of the charge cap seems 

to be a good thing. It is a distortion of the free market, 

but it is necessary. By imposing a set of rigid guidelines, 

providers have been forced to become more creative. 

That some products are priced well below the charge 

cap proves that the restrictions are sufficiently loose. 

Certainly, members who were paying egregious fees 

have benefited and it is difficult to point to many who 

have lost out. Those providers unable to adapt would 

be unlikely to offer a strong product long term, and so 

perhaps should not be trusted with the pension pots of 

uninterested and financially unsophisticated savers.

Initially it was feared the charge cap might be too 

restrictive. Now it has come to be widely accepted 

and even welcomed. It means a closer focus on the 

fees budget to determine “most bang for buck”. This is 

found in asset allocation and governance, not in stock 

selection. 

* Wetton is a partner in Dean Wetton Advisory, a 

London-based boutique pensions and investment 

advisory firm. Founded in 2009, it now has a global client 

base with some £16bn under advice. 

Wetton . . . a good thing
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FUND CANCELLATIONS

Open season
After the judgment against her, Hunter’s FSB litigation pales with comparison 

to outstanding matters of unclaimed benefits.

T
he Financial Services Board “feels vindicated” 

by its victory over former FSB deputy executive 

officer Rosemary Hunter in the North Gauteng 

High Court. So it shouldn’t. At best, the victory is 

partial. Also, it stands to be tested should Hunter 

succeed in her application for leave to appeal.

The litigation has a long and tortuous history 

(TT Oct-Dec ’16). True, the court has dismissed 

Hunter’s application. That’s the extent of the victory. 

What stands out, however, is that Acting Judge H F 

Jacobs made findings on neither the lawfulness of the 

cancellations project nor on whether prejudice was 

suffered by members of funds whose registrations had 

been cancelled.

These matters, central to Hunter’s application, are 

left in the air. In her favour is that, by having launched 

the litigation, she did obtain copies of the reports into 

the project by former Concourt judge Kate O’Regan 

and accountancy firm KPMG previously denied her – 

although too late for her to have acted on them in her 

official FSB capacity.

A curious aspect of the judgment (see box) is the 

order for a split in costs. They were awarded partially 

for Hunter and partially for the respondents who 

comprised the FSB itself, FSB board chairman Abel 

Sithole, FSB executives Dube Tshidi and Jurgen Boyd, 

and the Minister of Finance.

In all there were four senior counsel and four 

juniors, Hunter being represented by one senior and 

one junior. The respondents’ must pay her counsels’ 

costs incurred up until 1 August last year, and she 

must pay the respondents’ costs incurred thereafter. 

Unclear is the court’s reasoning behind Hunter 

not having to pay costs over the period that she was 

employed at the FSB. Still, for her it’s a partial victory 

especially in that the court rejected the argument for 

Tshidi and Boyd that she pays all costs on a punitive 

scale.

Critical nitty-gritty in the dispute was prejudice to 

fund members. The FSB had said, and the court had 

accepted, that investigations were ongoing. And yet 

Jonathan Mort, a highly respected pensions lawyer 

Sithole . . . make the call
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appointed by the FSB as an inspector, had already 

found evidence of prejudice.

That much is apparent because his second report, 

handed into court without a supporting affidavit as 

the hearing began, shows it. Moreover, the second 

report emphasises that it must be read in conjunction 

with his third report which deals with the treatment 

of unclaimed benefits in the funds that the KPMG 

summary had listed. But this third report, obviously 

completed, is nowhere to be seen.

For the second report, Mort inspected 29 funds:

Of these, four funds were still active. Their 

aggregate TIFP (total indicative potential 

material financial prejudice, excluding surplus 

apportionment where applicable) was R17,9m;

One fund should not have been deregistered as it 

 still had assets. This fund’s TIFP was R12,4m;

There were two funds of “significant concern” in 

that their assets had not been properly transferred. 

The aggregate possible TIFP was R40,8m.

Mort’s second report has knocked certain holes in 

the KPMG computations. But it records no response 

from KPMG which had investigated a larger sample, 

using bigger resources, over a longer period. Further, 

Mort had relied extensively on cooperation from the 

same administrators who’d been the focus of Hunter’s 

attention.

“I did not see that it was necessary for me to spend 

time which I could not afford, at the expense of the 

FSB, in undertaking the extensive work required to 

investigate her suspicions,” said Mort.

The bottom line is that prejudice, no matter how 

paltry if distributed to wealthier individuals, has been 

established. The extent of it, amongst the myriad funds 

affected by the cancellations project, remains to be 

determined. To address it would require a mammoth 

investigation, creating a series of fresh issues: who will 

perform it; to whose mandate and budget, and to what 

timescale.

The alternative is to let the matter rest, leaving 

the mainly poor beneficiaries not to receive their 

entitlements and allowing the unclaimed benefits to 

remain wherever they might now lie in anticipation 

of successful tracing. There’s a tough call to be made 

on whether the cost is worth the effort. Who is to 

make it?

If not a court, then it must be the FSB while still 

under the chairmanship of Sithole. Otherwise it can be 

buried with the imminent collapse of the FSB into the 

new ‘Twin Peaks’ authority, abandoning the prejudiced 

beneficiaries to their fate. 
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INSIDER TRADING 1

Blind spot
It’s relatively easy to track insiders on share trades 

especially when compared with bond trades.

S
olly Keetse, who heads the Directorate 

of Market Abuse at the Financial Services 

Board, confirms that an investigation into 

possible insider trading prior to ‘Nenegate’ is 

under way (see article below). But he doesn’t sound 

too hopeful that it will be concluded one way or 

the other.

When the securities involved are government 

bonds issued by auction, he explains, it’s much 

more difficult than with share deals to drill down 

the trading records for a match between who 

might have had non-public information and 

benefited from having transacted on it. In SA there 

seems never to have been a prosecution for insider 

trading on government bonds.

This is unlike the situation with shares. Last 

year, for example, the FSB’s enforcement 

committee imposed its biggest penalty on an 

employee of Basil Read. He was shown to have 

sold Basil Read shares, to a value of some R830 

000, at prices between 882cps and 813cps, within 

two weeks prior to the company announcing a loss 

that caused an immediate fall in its share price 

to 700cps. The employee having admitted guilt, a 

settlement of R467 400 was agreed.

The Financial Markets Act takes a hard line on 

insider trading. The envisaged penalties include 

an administrative sanction equating the profit the 

person made or the loss avoided. In addition, a fine 

of up to three times this amount can be imposed. 

However, as if insider trading weren’t fraud, there 

are no provisions for a prison sentence.

In the UK and US, there are. Last year, 

following an investigation by the UK Financial 

Conduct Authority, a BlackRock fund manager was 

jailed for a year. The London judge stated: “Insider 

trading is not a victimless crime. I regard the 

offences as pre-meditated and blatantly dishonest.”

In the US since 2009, the Securities & Exchange 

Commission has extracted guilty pleas or caused 

to be found guilty some 60 Wall Street executives 

and traders. The most high-profile of these was 

concerned with Rajat Gupta (no relation), a former 

head of the McKinsey consultancy and main board 

director of Goldman Sachs.

Passing a sentence of two years’ imprisonment 

on him, the New York judge noted: “Insider 

trading cannot be detected, let alone successfully 

prosecuted, without the aid of wiretaps.”

That’s unnecessary in SA, believes Keetse: 

“We’re way ahead of the US so far as wiretaps are 

concerned. There they must go to the Department 

of Justice for authority. Here, with the settlement 

period on share trades reduced to three days and 

likely soon to be reduced to zero, suspicious trades 

are much easier to track.”

But the identification of suspected insiders on 

bond trades is apparently a different exercise. 
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W
hat’s really neat about getting inside 

information is getting to trade on it without 

fear of sanction. How so? 

The facts, were they to emerge, can add another 

dimension for debate in the Gupta imbroglio. To 

illustrate, take this entirely hypothetical example:

Mr X is an employee of an asset-management firm. 

A few days before presentation of the national Budget, 

an “impeccable source” tells him of a certain proposal 

that will hit the exchange value of the rand. Confident 

in this certainty, Mr X plays the market in fixed-interest 

securities effectively to short the rand. 

Immediately after the Budget announcement, once 

the rand has been smacked, he buys in at the lower price 

and cashes a profit determined only be the size of the 

position he has taken. It can amount to millions of rand, 

and then some.

In any conversational understanding of the term, this 

would be insider trading at is most brazen. But it needn’t 

even be investigated, let alone be worthy of jail time. 

This is because it appears to fall outside the scope of the 

Financial Markets Act.

Legally, it would seem, neither Mr X nor his firm are 

insiders. And neither would seem to have committed 

an offence despite having profited from information 

to which other investors weren’t privy and thus were 

prejudiced.

The preamble to the Act says that it is intended “to 

prohibit insider trading and other market abuses”. But 

it narrowly defines an “insider” as “a director, employee 

or shareholder of an issuer of securities on a regulated 

market to which the inside information relates, or having 

access to such information by virtue of employment, 

office or profession”. It’s argued that Mr X and his firm fall 

into none of these categories.

Further, under the Act, “inside information” means 

“specific or precise information which has not been made 

public and which is obtained or learned as an insider and 

(which), if it were made public, would be likely to have 

an effect on the price or value of any security listed on a 

regulated market”. Again, it’s argued, Mr X and his firm 

don’t qualify. 

They aren’t “insiders”, except that the definition 

also extends to people who know that the information 

source is a person employed by a securities issuer. In 

this sense, where government bonds are affected and the 

information source is a government leak, the prohibition 

surely does apply. On the other hand, it might be easier 

to extract water from a stone than to expect disclosure of 

the information source.

Under JSE rules, short selling is allowed. This is 

where a stock, which the investor doesn’t own, is sold 

in anticipation of it being bought later at a lower price. 

However, the rules disallow “naked” short selling; where 

the investor shorts a stock without first borrowing it or 

determining that it can be borrowed. No problem here 

for an asset manager.

Now take a situation that’s less hypothetical. It 

concerns a Sunday Times report about litigation between 

Eric Wood and his former partners at asset manager 

Regiments Capital. Wood, an executive director of 

Regiments between July 2004 and February 2016, has 

INSIDER TRADING 2

A way to make 
mega millions

With a little help from one’s friends....
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been chief executive of Trillian Capital from March this 

year. 

Wood, Regiments and Trillian are all alleged by the 

newspaper to have some sort of Gupta connection. 

Trillian chairman Tokyo Sexwale has commissioned 

an inquiry by Geoff Budlender SC into state-capture 

allegations affecting his group.

The Sunday Times has also reported, presumably 

on good authority, that Wood had told a (Regiments) 

subordinate in October 2015 that Nhlanhla Nene 

would be fired as finance minister in December 2015. 

This information proved correct, with predictable 

consequences for the rand. In other words, Wood and/or 

Regiments had at least two months to trade on it.

If they did – and there doesn’t seem much point on 

traders using such information except to trade – obvious 

questions for them are:

What trading arose i.e. the extent and dates of 

 trades in fixed-interest securities between 

 October and December 2015;

On whose instructions the trades were executed;

The amount of profit made from the trades;

How these profits were distributed i.e. between 

 individuals, the firm and its clients such as 

 retirement funds.

These are basic questions that the JSE and the 

Financial Services Board, which regulate the SA securities 

markets, should put to Wood and Regiments. The 

regulators have access to records against which responses 

might be tested. Let’s see whether there are indeed worms 

in the can, for a prosecution to be launched, and then 

assess whether the Financial Markets Act needs to be 

reworked for the ambit of insider-trading offences to be 

broadened.

The best outcome for Wood and Regiments is that 

they are seen to have clean hands. The best outcome for 

the public is that the JSE and FSB are seen to be robust at 

their jobs.

• This article, by TT editor Allan Greenblo, was originally 

published by the Financial Mail on Nov 25. 
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LOCAL AUTHORITIES

Small town, big issues
SCA rules in favour of NJMPF on the pension 

choices of municipal employees.

T
here’s been a turf war between the Municipal 

Employees Pension Fund and the Natal Joint 

Municipal Pension Fund. Fought over the issue 

of whether employees of local authorities in KwaZulu-

Natal can join the MEPF, in the Supreme Court of 

Appeal the three funds associated with the NJMPF 

have won.

The court held that, as employer, local authorities 

in KZN are obliged to associate with the three NJMPF 

funds. The local authorities may only associate with 

another fund in addition to these three.

The dispute arose over the right of the MEPF 

to admit, as participating employers and to the 

exclusion of the three NJMPF funds, local authorities 

within KZN; also, whether the MEPF could provide 

retirement benefits to KZN municipal employees. 

The MEPF had presented to the Imbabazane Local 

Municipality, in the KZN town of Estcourt, that it 

was entitled to solicit members from within the KZN 

province.

The Imbabazane municipality was associated 

with the NJMPF. However, following the MEPF 

presentation, 25 Imbabazane employees became 

members of the MEPF. 

Now, in terms of the judgment, the MEPF must pay 

to Imbabazane all amounts it had received in pension 

contributions from these individuals. Further, the 

MEPF is precluded from representing to KZN local 

authorities that it’s a pension fund which employees 

may join instead of the NJMPF funds.

The three NJMPF funds asserted that, apart from 

Durban and Pietermaritzburg, local authorities in 

KZN could only associate with them. Under the laws 

by which those funds were established, all employees 

of KZN local authorities had to be members of one of 

these funds. The MEPF, having been established under 

legislation of the former Transvaal, was not entitled to 

solicit membership in KZN.

For its part, the MEPF contended that there 

was nothing to prevent them. It had also raised 

constitutional points on the right to freedom of 

association.

It appeared from the papers, said Appeal Judge 

Theron, that the decision to impose a restricted 

choice of pension funds on KZN municipal employees 

“enhances the pension benefits of such employees and 

is to the advantage of municipalities in terms of cost 

effectiveness”. When interpreting a statute where more 

than one meaning was possible, he added, “a sensible 

meaning is preferred to one that leads to insensible 

or unbusinesslike results or undermines the apparent 

purpose of the legislation”.

In the result, the court emphasised, there was 

nothing in the legislation and the regulations issued 

under them that prevents a KZN local authority from 

being associated with the NJMPF funds “provided that 

such association is in addition to its association with 

(these) funds”.

The MEPF was ordered to pay the costs of two 

counsel incurred by the NJMPF funds. 
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Pension Fund Act comes to the rescue

Strategies of liability-driven investments (LDI) help trustees convert data into 
knowledge, explains Sanlam Investments LDI head Johan Kriek.

Through the info overload
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Kriek . . . consider dynamic hedging

TODAY’S TRUSTEE MARCH/MAY 2017 47



RESPONSIBLE INVESTMENT

‘Sin stocks’ 
are okay

If you like smokes and drinks – for your fund’s investment
 portfolio, that is – go for them. 

Adrian Bertrand, head for Africa & Middle East 
of the PRI, explains why his organisation is comfortable.

S
o you thought that the class action launched 

by two pensioners – against the Transport 

Pension Fund, Transnet Second Defined 

Benefit Fund and Transnet itself – was a noise to 

grow faint in the mists of time? Wrong! Although 

it’s taken ages to get out of the ground (TT Sept-Nov 

’14), out of the ground it is now in an action that 

involves way over R200bn.

A common misconception when considering 

incorporation of environmental, social and 

governance (ESG) criteria into investment decisions 

is that such commitments require a pension fund to 

divest from certain categories of investments. Often 

labelled “sin stocks”, they’d include the shares of 

companies in the tobacco and liquor industries.

Let’s clear the misconception. Responsible 

investment – as per the principles of Regulation 

28 and the Code for Responsible Investing in SA 

(CRISA), as well as the UN-backed Principles 

for Responsible Investment (PRI) – require SA 

institutional investors to consider ESG issues as 

part of their decision-making process before and 

during their investment in any asset. This speaks to 

the investment process followed rather than specific 

individual investments and/or investing in ESG-

labelled products. 

The Preamble to Regulation 28 of the Pension 

Funds Act states: “A fund has a fiduciary duty to 
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A fund has a fiduciary 

duty to act in the best 

interest of its members 

whose benefits depend 

on the responsible 

management of fund 

assets. 



act in the best interest of its members whose 

benefits depend on the responsible management 

of fund assets. This duty supports the adoption of 

a responsible investment approach to deploying 

capital into markets that will earn adequate risk-

adjusted returns suitable for the fund’s specific 

member profile, liquidity needs and liabilities. 

“Prudent investing should give appropriate 

consideration to any factor which may materially 

affect the sustainable long-term performance of a 

fund’s assets, including factors of an ESG character. 

This concept applies across all assets and categories 

of assets and should promote the interests of a fund 

in a stable and transparent environment.”

It’s therefore clear that the expectation on funds 

is to deploy capital into markets (companies and 

other investment vehicles) that will earn adequate 

risk-adjusted returns suitable for the fund’s specific 

member profile, liquidity needs and liabilities. A 

fund is well within its right to screen out investment 

into identified companies or sectors where there 

may be ethical concerns such as tobacco, alcohol, 

gambling, pornography and weapons manufacture. 

Typically, many faith and religion-based funds 

– for example, those that are Shariah-compliant – 

choose to screen out such “sin stocks” from their 

portfolios. Their decision-making is based on the 

funds’ ethical codes and requirements. 

The general RI principle is that investors must be 

aware of any material risks around the companies in 

which they invest. The PRI doesn’t tell its investor 

signatories where they may or may not invest. 

Neither is there a requirement that they screen out 

“sin stocks”. 

However, the PRI does tell them that they should 

address the fact that investments in certain stocks 

such as tobacco, weapons manufacture and carbon-

intensive industries like coal mining might not 

sit well with an increasing number of socially and 

environmentally aware fund members. More and 

more, institutional investors internationally are 

being pressured by their members to divest from 

industries seen to have a negative impact on society 

and the environment.

Retirement funds need to work at the balance 

between earning adequate risk-adjusted returns 

and being responsive to the ESG concerns of their 

beneficiaries. In SA, where the universe of JSE-

listed stocks is relatively small, it is particularly 

difficult for funds to walk away from certain stocks 

even if they wanted.

The likes of BAT and AbInBev spring to mind. 

They’re virtually must-haves because of their 

respective sizes and liquidity, not to mention their 

consistent performance records. International 

funds, on the other hand, have almost limitless 

investment choices.

Given the SA context, active ownership of 

investee companies is a more practical strategy than 

negative screening. Engagement with company 

boards and managements on specific ESG or ethical 

issues is usually preferred to divestment. 

Pension funds’ boards of trustees should 

therefore have in place policies that guide their 

mandates to investment managers on ESG and 

ethical issues. There might well be differences of 

opinion between fund members, but at least there’d 

be a transparent policy that they can debate and 

help to develop. 
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BANKORP LIFEBOAT

Call back 
the past

To act on the “remedial action” proposed by the new public protector will be 
to hurt members of pension funds, and to hurt them hard. It’s absurd.

L
ike a hand arising from the grave is the report 

leaked through the office of new public 

protector Busiswe Mkhwebane into the lifeboat 

assistance extended by the SA Reserve Bank to 

Bankorp, then a Sanlam subsidiary later absorbed into 

Absa, more than two decades ago. Back in the grave is 

where it belongs.

Today it has no practical significance save for 

political outrage. There’s zero cause for Absa to pay 

back anything on a covenant long-ago extinguished. 

There’s only delight, for those who want it, to scream 

that “state capture” wasn’t a concoction of the present 

government. 

Throw in terms such as “apartheid-era looting” 

by “white monopoly capital” and a toxic cocktail is 

exploded into an emotive arena; the more so because 

of the headline treatment as the dispute between the 

Gupta family and the Finance Ministry was coming to 

court.

In such a fraught environment, the fact of the 

report being provisional is relegated to trivial. But 

being provisional means precisely that responses from 

affected parties – SARB, National Treasury and Absa 

critically amongst them – had still to be canvassed or 

considered.

Once they are, there’s scant chance that the 

provisional report by then public protector Thuli 

Madonsela  (if indeed this is the same as the leaked 

report) will remain unchanged. And yet Mkhwebane 

has proclaimed that Absa, which had bought Bankorp 

in 1992, could be forced a refund (in effect to SA 

taxpayers) of some R2,25bn if the remedial actions 

proposed in the report “remain unchanged”.

To illustrate the ridiculousness of this argument, 

assume that Absa is forced to pay. Today its main 

shareholders, aside from Barclays, are the asset 

managers of pension funds in whose names the funds’ 

Absa shares are registered. The managers include the 

Public Investment Corporation, Stanlib, Investec, Old 

Mutual, Prudential and Allan Gray. 

It might be helpful if Mkhwebane were to explain 

why wholly-innocent members of these pension 

funds should take a hit. Or indeed whether she’s given 

an iota of thought to this critical consequence.

How did the whole brouhaha begin? Where does it 

lead?

Firstly, according to the Mail & Guardian, it 

started with a request by advocate Paul Hoffman in 

2012 for Madonsela “to investigate the alleged failure 
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by the democratic government to recover the funds 

borrowed by Bankorp (now Absa) from the apartheid 

regime”. These allegations had been made by CIEX, a 

UK company of intelligence operatives.

Secondly, CIEX had clearly gathered much of 

its information from Julian Askin. This is evident 

from the disclosures in Dangerous Deceipts by Frank 

Welsh that HarperCollins published in 1999. It reads 

as a thriller. Even discounting some of its more 

conspiratorial Broederbond theories, it contains 

substance for assessing a relevant side to the present 

lifeboat controversy.

Thirdly, Askin was exceptionally wealthy from the 

sale of a UK business that he’d dramatically revamped. 

Shareholders who’d participated in his good fortune 

respected his financial acumen and elected to follow 

him into the consortium he led for the acquisition of 

Tollgate, an SA conglomerate, in 1990. Members of the 

consortium comprised a galaxy of British individuals 

and institutions that included Flemings and Warburgs.

Trust Bank, part of Bankorp, was heavily exposed 

to Tollgate. It welcomed the consortium’s acquisition. 

There was anticipation that Askin’s turnaround skills 

would be replicated. Askin, mindful that a post-

isolation SA would open fresh business opportunities, 

was confident of significant value from recapitalising 

and enlivening Tollgate.

However, he has long contended that he would not 

have bought Tollgate had he known of the lifeboat 

being negotiated that allowed Trust’s successor Absa 

to liquidate Tollgate with impunity. Whether there was 

good cause for the Tollgate liquidation became the 

most contentious aspect of the lifeboat fall-out.

After its liquidation, Askin reluctantly settled 

civil claims against him. Despite allegations of fraud, 

prominently ventilated in the media, he has never 

been criminally charged. There’s never been an 

application for his extradition from the UK either.

Fourthly, in 1990 there was no legislation 

governing the surplus apportionment of pension 

funds. If the new Tollgate owners had an eye on the 

fund of Tollgate, a century-old company which once 

had over 20 000 employees, there’s been no suggestion 

of it.

Fifthly, the Absa of 2017 is completely different 

from the Absa of the early 1990s. Its culture, board 

and shareholders bear no similarity. So too with its 

management. Present chief executive Maria Ramos 

has as much in common with first chief executive Piet 

Badenhorst, nicknamed for good reason as ‘Bliksem’, 

as a spaniel with a jackal.

Bankorp was the last group taken into 

Amalgamated Banks of SA (Absa). A holding 

company for Trust Bank, Senbank and Mercabank, 

Absa already comprised United Bank and Allied Bank 

(having been converted from building societies) and 

Volkskas. It’s probably because Rembrandt had a 

persuasive shareholding in Volkskas that CIEX takes 

the long shot of targeting the Ruperts for involvement.

In the present imbroglio, it’s apparent that 

Madonsela had been spurred by volunteered 

information from CIEX. A contract between CIEX 

managing director Michael Oatley and SA intelligence 

chief Billy Masetlha, representing government, had 

been signed in October 1997. They agreed that CIEX 

would be paid £100 000 monthly for consultancy 

services, these payments later to be offset from 

commissions on monies or assets successfully 

Mkhwebane . . . finely tuned, finely timed
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PERSONAL DISCLOSURES, RECOLLECTIONS AND 

UNINTENDED CONSEQUENCES

Askin as he was . . . sweet revenge



recovered from “misappropriated public monies and 

assets”.

First in the CIEX firing line was the “illegal gift 

to Bankorp/Absa of R3,2bn, dressed up as a lifeboat” 

on which CIEX had presented “a full account” to 

government in January 1998. Government couldn’t 

have been much surprised. It was receiving the 

accounts of inquiries, with varying briefs and 

conclusions, by the Heath, Hoberman and Browde 

investigations.

So, wanting to effect closure, in 2000 SARB 

governor Tito Mboweni appointed a panel of experts 

under Judge Dennis Davis. The panel found that 

the manner whereby assistance had been extended 

to Bankorp was “seriously flawed”, was a disguised 

grant or donation (which presumably carries tax 

implications), and that the assistance was in the form 

of an “unlawful agreement” which rendered it void.

Further, the essence of a lifeboat is to protect 

depositors. In the Bankorp instance, it protected 

shareholders. They’d suffer no loss because the 

interest-rate differential, between the soft rate on the 

SARB loan and the yield on government bonds where 

the loan proceeds had to be invested, was sufficient to 

eliminate the costs in writing off Bankorp’s doubtful 

debts. In effect, these costs were borne by SARB.

Back then, the ultimate Bankorp controlling 

shareholder was Sanlam. A mutual society, having 

already ploughed millions in policyholder funds to 

keep Trust Bank afloat, it was attempting to extricate 

itself from the brinkmanship legacy of executive 

chairman Fred du Plessis. This constrained its ability 

fully to support another Bankorp rights issue. 

Were there neither a rights issue nor assistance 

from SARB, a failure in such a weak Bankorp entity as 

Trust Bank might well have sparked risks to depositors 

and the banking system. One of SA’s largest retail 

banks, under Du Plessis the strategy at Trust Bank (as 
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Davis . . . authoritative examination

previously under Jan Marais before it was salvaged by 

Bankorp) was to push for market share at the expense 

of loan quality. 

Where does this leave anybody on the core issue of 

recovery? In all likelihood, nowhere.

Forget, for the moment, whether prescription 

applies after all these years. Forget, also for the 

moment, the different computations on the extent of 

assistance that had begun in 1985 (when Bankorp first 

salvaged Trust) and continued for a decade. Focus, for 

the sake of simplicity, on the R1,1bn package applied 

to Bankorp in 1992.

The R1,1bn equates to the price that Absa paid the 

Bankorp shareholders for it. The implication is 

that, without such assistance, Bankorp was worth zero. 

This speaks for itself on the financial vulnerability of 

Bankorp’s components.

Fundamentally then, the SARB assistance was to 

Bankorp and not to Absa. Logically, if there is to be 

recourse, it should be sought not from Absa but from 

the shareholders of Bankorp.

However, Bankorp no longer exists. Moreover, this 

whole saga took place prior to the demutualisation of 

Sanlam. In other words, it had no shareholders. It was 

owned by people who’d taken life-assurance policies 

and the pension funds under its administration.

A quarter-century on, it’s a practical absurdity that 

they be penalised not only because the individual 

beneficiaries would be impossible to identify but also 

because they couldn’t be held liable under a contract 

void for illegality.

Davis was explicit in that, to effect recovery of 

the lifeboat loan, there had to be proof that a 

beneficiary existed: “Absa paid for the continued 

assistance of Bankorp by the Reserve Bank and could 

not be regarded as beneficiaries of the Reserve Bank 

assistance package. Absa paid fair value for Bankorp....

Sanlam, the major Bankorp shareholder, was aware 

that it would have received no value, or less value for 

its shareholding absent Bankorp assistance.”

Back to the CIEX documentation that reads like 

a tender proposal to revamp all manner intelligence 

structures and operations for the good of post-

apartheid SA. Yet its self-interest in extracting reward 

was implicit in its remuneration arrangement. 

Additionally, it makes broad claims on the present-

day value of Sanlam’s holding in Absa which “could be 

claimed by government on behalf of the taxpayer”. 

Really? In 1998, coinciding with Sanlam’s 

demutualisation and JSE listing, CIEX put the value 

of Sanlam’s shareholding in Absa at R3,8bn. Whether 

accurate or otherwise, when it comes to recovery today 

the number is academic.

Aside from the Davis arguments, any investment 

by Sanlam in Absa cannot be particularly significant. 

Absa doesn’t feature in the latest Sanlam annual 

report. In the 2016 Absa annual report, neither Sanlam 

nor any of its operations (such as asset management, 

whose shares don’t belong to Sanlam anyway) are 

amongst Absa’s 10 major shareholders. The smallest of 

Absa’s Top 10 was shown as Allan Gray with 1,48%.

Further, CIEX claims that it discovered the 

purported lifeboat during 1995 when working 

on behalf of UK investors in Tollgate. This is a 

curious claim because, in February 1992, Finance 

Week broke the lifeboat story. As explained in the 

accompanying box, it had damaging ramifications 

not then foreseen.  



The ASISA Academy, in partnership with the ASISA Foundation, is making available the following 

three Trustee Education workshops at no cost to South African retirement funds and their trustees.

“The workshop was an eye-opener for understanding the market. I will be able to make informed 
contribution as well as informed decision making in the BOT meeting ”

“Brilliant, thank you. I learned so much and would definitely be reading up a bit more to try and 
further my understanding on investments” 

FOR MORE INFORMATION

Please email dmorris@asisaacademy.org.za

or call the ASISA Academy on 021 673 1626

INVESTMENT FUNDAMENTALS

AND ACTIVE OWNERSHIP

(1½ days)

ETHICS FOR RETIREMENT 

FUND TRUSTEES

(½ day)

RETIREMENT FUND GOVERNANCE 

AND THE ROLE OF TRUSTEES

(1 day)



Were it not for the extent 

of “fruitless and wasteful” 

government expenditure over the past 

fiscal year, I have it on good authority 

that this year the vat rate could have 

been reduced by four full percentage 

points i.e. from 14% to 10%.

If only the broad mass of South 

Africans realisedthe direct impact 

on their wellbeing, they wouldn’t be 

quiet so acquiescent in the pervasive 

maladministration.

Far be it for me to suggest that 

SA might be a “kakistocracy”. 

Pronounced kak-i-STOK-ruh-see, 

according to Dictionary.com, it’s a 

noun meaning “government by the 

least-qualified or most unprincipled 

persons”.

In case you thought that the word 

derives from Afrikaans, it doesn’t. Its 

origin is in the ancient Greek word 

“kakistos” meaning “worst”.

 

Speculation continues that Jacob 

Zuma will prematurely step down 

from the presidency in a negotiated 

settlement with the ANC, on the 

basis that he’ll be granted immunity 

from prosecution on criminal 

charges. Scream about the pros and 

cons, but there’s one principle that’s 

immutable.

He cannot be granted immunity 

from his obligation to pay fringe-

benefits tax, of over R50m, on the 

employer-funded improvements 

to his private Nkandla homestead. 

Unfortunately, however, we’ll never 

know whether SA Revenue Services 

has even claimed it.

The only way to find out would 

be by Zuma telling us. Don’t hold 

your breath.

Members of the National 

Assembly can eat during 

sessions but risk being caught.

Caught, that is, by TV cameras. 

They’d picked up (so to speak) 

deputy justice minister John Jeffrey 

savouring the contents of his nose.

Congratulations to Jurgen Boyd, 

FSB deputy executive officer 

for collective investment schemes, 

having investment institutions added 

to his portfolio. This follows the 

retirement of Bert Chanetsa as FSB 

deputy executive officer in charge of 

investment institutions.

The curious thing is that the 

Minister of Finance, under s13(1)

(a) of the FSB Act, is supposed 

to appoint FSB deputy executive 

officers. In this instance, however, 

Boyd’s appointment to investment 

institutions hasn’t been made in 

terms of the FSB Act.

It’s been made by FSB executive 

officer Dube Tshidi; sorry, Advocate 

Dube Tshidi. In his capacity as 

Registrar in terms of the Financial 

Markets and Credit Ratings Services 

Acts, Tshidi has delegated his powers 

and functions to Boyd.

Okay, so the FSB is about to be 

collapsed into a new ‘Twin Peaks’ 

authority. Expedience presumably 

justifies the short circuit.

Whitey Basson has worked 

wonders at Shoprite. Thus 

are critics of his huge remuneration 

advised to shut up.

One wonders how difficult it 

would have been for him to work his 

wonders were it not for the wonder 

of social grants that wonderfully feed 

the group’s stores.

Not in his wildest dreams could 

Walt Disney have imagined 

that the US president and vice 

president would one day be Donald 

and Mickey.

GRAVY
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The Advantage of Knowing

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

10 000 employers 
trust us with their 
employee benefits. 

We don’t know what keeps your employees up at night. We don’t know whether it’s worrying about 
the future, or their finances. But we do know that lost productivity due to sleepless nights can cost 
your company up to R46 000 per employee.

That’s why we give your employees real support, and peace of mind, with comprehensive benefits like 
Trauma Counselling, Retirement, and Life Cover. It’s why more employers trust us with their employee 
benefits than any other. 

To give your bottom line the Liberty Corporate Advantage, speak to your Financial Adviser, 
visit liberty.co.za, or call us on 011 408 2999.
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Sanlam Investments consists of the following authorised Financial Services Providers: Sanlam Investment Management (Pty) Ltd (“SIM”), Sanlam Multi Manager International (Pty) Ltd (“SMMI”), Satrix Managers (RF) (Pty) Ltd, 
Graviton Wealth Management (Pty) Ltd (“GWM”), Graviton Financial Partners (Pty) Ltd (“GFP”), Radius Administrative Services (Pty) Ltd (“Radius”), Blue Ink Investments (Pty) Ltd (“Blue Ink”), Sanlam Capital Markets (Pty) Ltd 
(“SCM”), Sanlam Private Wealth (Pty) Ltd (“SPW”) and Sanlam Employee Benefits (Pty) Ltd (“SEB”), a division of Sanlam Life Insurance Limited; and has the following approved Management Companies under the Collective 
Investment Schemes Control Act: Sanlam Collective Investments(RF) (Pty) Ltd(“SCI”) and Satrix Managers (RF) (Pty) Ltd (“Satrix”).

Our expertise includes:

Active  |  Passive  |  Alternative  |  Multi-Management

Investments
www.sanlaminvestments.com

When your signature impacts many, caution becomes critical.

There’s a time to be bold and a time to be cautious. But when your decisions impact on the wellbeing

of your employees, members, stakeholders and clients, caution is the more prudent strategy. That’s why we 

take our time to scrutinise every risk and requirement, consider every eventuality, before making decisions.

Which means that, when the time comes to sign on behalf of others, you can do so boldly.


