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Making your 
employee bene� ts, 
employer bene� ts
We’ve been working with South African businesses 
to gather data from employers and employees, 
and together with them, turned this data into a 
human form – knowledge. Based on this, our 
advice can lead to your employees working at 
their best, growing businesses and ultimately 
shifting the economy and wealth of our country. 
That’s the beauty of our insights, gathered 
over more than 85 years and put to work in 
our market. That’s knowledge, applied.

Why don’t you let us apply what we’ve learned from 
our integrated service to your business too?

Want to grow more? Go to alexanderforbes.co.za,
or email us on campaigns@aforbes.com 

Retirement | Investment | Health
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Private equity in Africa – unpacking 
the trends: A legal perspective 24

According to Nicole Paige, Michael Denenga and 
Ashford Nyatsumba, Partners at Webber Wentzel 
and specialists in private equity, 2018 was 
a watershed year for private equity in Africa. In 
the wake of the Abraaj collapse and other market 
fluctuations, in 2019 we will likely see significant 
shifts in the industry, with key changes to all 
stakeholders’ strategies expected to emerge.

PERSONAL FINANCIAL 
PLANNING

Maximise your retirement savings 
to soften the tax budget burden 26

Although no tax rate changes were announced in 
this year’s budget speech, the tax brackets weren’t 
changed either – meaning that a salary increase may 
push you into a higher tax bracket. Regard Budler, 
Head of Product Solutions, Momentum Corporate, 
advises that one way to reduce the impact of the 
increased tax burden on your pocket is to take full 
advantage of the tax breaks available when saving 
for your retirement.

What type of medical scheme cover is 
right for you? Match your priorities 
with the right benefit option 28

Bianca Viljoen, spokesperson for Health Squared 
Medical Scheme, looks at the kaleidoscopic range of 
medical aid benefit options available. She cautions 
that consumers need to understand their own needs 
and priorities and have an understanding of the type 
of cover each different benefit option provides in 
order to make an informed choice.

Get to grips with the benefits 
from your employer 30

Elna van Wyk, Head of Underwriting and Disability 
Management at Momentum Corporate, cautions 
that there are some key differences between taking 
out insurance cover for death and disability in your 
personal capacity and when it is provided as part of 
a group arrangement through your company. Van 
Wyk looks specifically into the workings of the free 
cover limit.

LEGAL ROUND-UP

Warning to employers: Check that you 
are paying contributions correctly 32

Nigel Carman and Rosemary Hunter from Fasken 
Attorneys warn employers to ensure that 
contributions to their employees’ retirement funds 
are paid correctly and within the legislated time 
periods. The penalties for not doing this could be 
punitive.

LEGAL UPDATE: Q2 2019 34

Leanne van Wyk, Director at ICTS Legal Services 
(Pty) Ltd, once again updates readers on recent 
pertinent legal developments. Most notably, on 
25 April 2019 the Financial Services Tribunal set 
aside the Adjudicator’s order against Mr Cohen 
in the Amplats matter and has sent it back to the 
Adjudicator for further consideration. Trustees 
are also warned that in terms of FSCA circular 2 of 
2019 it is too late to make application for exemption 
from the default regulations and a late application 
may result in penalties. Finally, Leanne looks at 
the practical workings of the FSCA’s Enforceable 
Undertakings.
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EMPLOYEE BENEFITS

Making the workplace work – 
for people 7
Kurtney Naidoo, a Research Analyst at the Alexander 
Forbes Research Institute advises employers to 
recognise the large role the workplace plays in our 
daily lives. The vast majority of employers are only 
just beginning to realise that how they shape the 
work environment for their employees makes a 
massive impact on their effectiveness and general 
resilience.

How to deal with default regulations 10
Whilst default regulations may seem like a thing of 
the past that your retirement fund has dealt with, 
Andrew Davison, Head of Advice at Old Mutual 
Corporate Consultants, cautions that even if 
trustees have already developed and implemented 
their fund’s default solutions, there is still a lot of 
work to be done.

Achieving Africa’s economic 
potential through collaboration 14
Craig Bentley, Managing Executive of Coverage 
at Alexander Forbes, shares the perspective that 
realising the true economic potential of Africa 
will depend on a sincere collaborative effort 
between business, government, communities and 
the continent’s people. He goes on to elaborate 
that there are actually areas of public–private 
partnerships in place that could be far more 
effective if this collaborative engagement was 
thought through more thoroughly.

INVESTMENTS
Best value remains offshore 16
During these times of investment uncertainty, many 
investment managers continue to believe that the 
best value remains offshore by investing in blue 
chip multinationals that are market leaders in 
their industries. Preston Narainsamy, Investment 
Professional at Marriott, looks into the trends on 
this and the filters to apply when selecting these 
companies.

What equity factors are and 
what they mean for trustees 18
Professor Evan Gilbert, Professor at Stellenbosch 
University, elaborates on why the importance of 
factors in the South African equity market cannot 
be overstated. These factors provide the basis for 
most sources of outperformance of traditional 
benchmarks, which is of great importance to long-
term investors. They also form the logical basis for 
assessing active investment managers’ skill levels 
and the rationale for the existence and use of most 
smart beta portfolios.

Investment managers must take into 
account corporate governance risks 
in investment decision making 22
The dramatic collapse of Steinhoff – the largest 
corporate failure on the JSE – has been followed 
by a handful of very visible lapses in corporate 
governance at other local companies. Shaun le Roux, 
Fund Manager at PSG Asset Management, shares 
that this has left investors questioning whether 
governance standards in South Africa are slipping 
and how investment managers should deal with the 
associated risks in their investment process.
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esilience is defined as the capacity to recover 
quickly from difficulties.  It is the kind of toughness 
that allows us to bounce back from setbacks.  It is 

no surprise to me, that resilience is the latest buzzword.

The world is changing at an unprecedented pace.  It feels 
like time is simply moving faster than ever before.  The 
ability to cope with the pace of change – or resilience – 
is necessary to survive in this type of world.

Kurtney Naidoo, a Research Analyst at the Alexander 
Forbes Research Institute, takes employers through 
a modern perspective on the organisation and design 
of their work spaces and practices, urging employers 
to recognise the role the workplace plays in our lives.  
And whilst dealing with the default regulations that 
came into effect for all retirement funds on 1 March 
2019 may seem like old news, Andrew Davison, Head of 
Advice at Old Mutual Corporate Consultants, cautions 
that trustees may still have a lot of work to do.  And 
finally on employee benefits, Craig Bentley, Managing 
Executive of Coverage at Alexander Forbes, shares his 
view that realising the true economic potential of Africa 
will depend on a sincere collaborative effort between 
business, government, communities and the continent’s 
people.

The investment environment is particularly capricious.  
Worldwide political uncertainty and economic 
sentiment seems flighty and unpredictable.  Preston 
Narainsamy, Investment Professional at Marriott, 
believes that the best value remains offshore. And 
in his article “What equity factors are and what they 
mean for trustees” Professor Evan Gilbert, Professor 
at Stellenbosch University, shares his views on the 
perspective trustees should take when reviewing their 
investment managers.  Change always introduces risk, 

Comment
David Weil

Managing Director
Investment Consulting and Trustee Services

Shaun le Roux, Fund Manager at PSG Asset Manage-
ment, questions the governance standards in South 
Africa and looks at how investment managers should 
deal with the associated risks. And Nicole Paige, Michael 
Denenga and Ashford Nyatsumba, Partners at Webber 
Wentzel, take a legal perspective when unpacking the 
trends in private equity in Africa.

When household budgets are tight and feel like an 
unending balancing act, Regard Budler, Head of 
Product Solutions at Momentum Corporate, guides 
individuals on how to maximise retirement savings 
to soften the tax budget burden. Bianca Viljoen, 
spokesperson for Health Squared Medical Scheme, 
advises consumers on how to match their healthcare 
needs and priorities to the right medical plan. Elna 
van Wyk, Head of Underwriting and Disability 
Management at Momentum Corporate, cautions to 
look at the differences between death and disability 
cover provided by the employer versus insurances that 
can be bought as an individual.

And lastly, in our legal round-up, Nigel Carman and 
Rosemary Hunter from Fasken Attorneys issue a stern 
warning to employers to make sure that contributions 
are paid correctly and on time to employees’ retirement 
funds.  And Leanne van Wyk, Director at ICTS Legal 
Services provides a useful summary on the latest legal 
developments in the retirement industry.

In order to build resilience, one must appreciate that 
change is a part of life.  And whilst at times, this change 
can feel overwhelming, it also presents opportunities.  I 
hope this issue helps you see the opportunities in your 
world.

Until next time!
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Kurtney Naidoo
Research Analyst

Alexander Forbes Research Institute

When we talk of our place of work, it’s invariably in 
the context of how we can earn a living and get ahead 
in life. But perhaps we need to recognise that the 
workplace plays a far greater role in our daily lives: it 
sets the stage for our emotional state and our social 
interactions in life. Ignore this influence at your peril.
 

Making the 
workplace work – 

for people
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B
ecause the workplace is the most consistent 
meeting place for  South Africans of  al l 
backgrounds, it can play a vital role in promoting 

social cohesion. But if we ignore those tiny little 
elements that introduce stress and friction into a 
worker’s everyday life, we potentially contribute to an 
even greater fragmentation of our society.
 
The vast majority of employers are only just beginning 
to realise that how they shape the work environment 
for their employees makes a massive impact on their 
effectiveness and general resilience. What they 
often miss is often being unable to address the little 
disruptions in life that can push employees over the 
edge – small things like:

•	 Leaving	your	glasses	at	home	and	not	being	allowed	
to retrieve them.

•	 Having	no	one	at	hand	 to	pick	up	a	 sick	child	 from	
school.

•	 Receiving	 a	 distressing	 call	 from	 one’s	 partner	
without privacy to sort out an emotional meltdown.

•	 Not	being	able	to	find	peace	and	quiet	in	the	office	to	
think through a critical work problem. 

For many employers, the answers could be as simple and 
as low-tech as ensuring there are private areas where 
people can attend to personal business that simply 
cannot wait, or ensuring there are flexible policies to 
allow people to rush out and get those glasses, pick up 
their child or even work from home. 
 
But for employers who really want to be cutting edge in 
addressing these issues, technology is now at hand to 
allow managers to be proactive and not just reactive. 
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 FOOTNOTE:

 1 Waters. R. 2018. How your phone can keep you from getting 
depressed, Neo.Life, 8 March 2018 (online).

Professor Rosalind Picard, founder and director of 
the Affective Computing Research Group at the 
Massachusetts Institute of Technology suggests that 
cellphone technology could provide individuals with 
a monitoring capability that forewarns them of their 
emotional state and thereafter sends mood stabilising 
interventions to either administer themselves or alert 
medical professionals, depending on the seriousness 
of the matter1. The technology identifies when 
the individual’s mood has drastically changed and 
subsequently sends suggested interventions such as 
changing break times or even sending them home if 
need be. Experiments with this technology in China’s 
police and military forces have been shown to have a 
substantial impact on productivity – even if the thought 
of your employees wearing emotion-monitoring devices 
seems a bit draconian. 
 
The point is that we are now seeing technology such 
as AI and “wearables” being used in the workplace 
to provide a wide-range of low-cost monitoring and 
counselling solutions. 

What makes their contribution significant is that they 
can now serve multiple functions:

1. Early detection – you no longer have to rely on 
observation and self-monitoring.

2. Easy accessibility – it lowers the barriers to access 
advice, services and personalised treatment.

3. Lowered fear of stigma – chatbots are seen as 
unbiased and non-judgemental and allow for 
anonymous self-expression.

When Siri is not enough

But employers should also recognise that monitoring, 
robo-advice and chatbots are often not enough. 
Sometimes human beings need to talk to other human 
beings. On one hand, we can turn to technology again, 

where communication tools such as Skype make it easy 
to provide workers with one-on-one counselling right 
in the workplace during break times. But perhaps the 
most overlooked “no-cost” support framework at hand 
for all employers – no matter what income group or 
professional grouping – is the miraculous power of the 
self-help group. Self-help groups can be structured to 
address almost any problematic issue: debt, addictions, 
family problems, abuse, work-related issues. Self-help 
groups have been set up to address almost every area of 
stress. Not only are self-help groups free, they have been 
shown to be one of the most effective means of actually 
creating behavioural change. 

Look around you – there are more 
answers at hand

Ergonomics is the study of people’s efficiency in their 
work environment – what we have learnt from this area 
of research is that productivity increases when there are 
nap areas, quiet rooms, games/sport areas, innovation 
areas (where people can illustrate their thinking – 
whiteboards, smart walls etc.) and workspaces where 
teams with large projects can work collaboratively. 
Having these specific areas helps employees keep stress 
under control.
 
Companies tend to opt for more open plan offices 
however this may not be the most effective solution. 
The intent is to encourage exposure to different sets 
of expertise allowing for creativity and innovation. But 
this just masks the fact that companies are reducing 
costs by redesigning and when employees realise this it 
may backfire. Depending on the employee’s job profile, 
research is now highlighting that open spaces may be a 
hindrance to productivity levels. It’s time that companies 
become more circumspect about these decisions.

Bottom line

Understanding the workplace for what it really is pays 
significantly greater dividends than we have perhaps 
properly understood. The workplace is a place where 
human beings – with all their complex emotional 
baggage – meet up to try and productively serve the 
interests of an employer. In South Africa, it’s even more. 
Properly understood, the workplace can be a catalyst for 
change: for nurturing the transformative power of social 
inclusion. We just need to start addressing the “little 
things” that make the workplace work. The things that 
simply	mean	we	are	all	human. 	p
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How to deal with 
default regulations

Andrew Davison
Head of Advice

Old Mutual Corporate Consultants 

The Finance Minister’s 2019 Budget had 
its central focus on the issue of Eskom’s 
dire financial position and how it would 
be funded and restructured. The Budget 
contained few surprises, which was 
probably to be expected in an election 
year. 
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benefits enjoyed by members. Members should be 
provided with suitable communication in relation to 
the default investment strategy, including fees and 
performance on an ongoing basis. They should also 
be given adequate information and guidance about 
their options when they leave a fund, either before 
retirement or at retirement.

A trustees’ default investment strategy is nothing new 
and it is unusual for a retirement fund not to have one. 
However, the new default regulations tighten up on the 
requirements that such a default investment strategy 
should meet. The valuable aspect of this regulation is 
that the default will receive more focused attention, 
and this will hopefully lead to better quality solutions 
being developed to provide better long term returns 
for members, net of fees, which would translate 
into better accumulation of assets for their ultimate 
retirement. This is particularly relevant as the majority 
of members in a typical retirement fund are usually 
invested in the trustees’ default investment strategy, 
with	only	a	few	making	individual	investment	choices.  	

The new regulations intend to bridge the gap between 
pre-retirement and post retirement and aim to deliver 
better retirement outcomes for members. The default 
preservation options will add huge value to members 

From a retirement point of view there was very little 
news in the Budget. The key message that we noted 
was buried deep on page 171 of the 301 pages that 
made up the full Budget Review 2019. It simply read 
“the full implementation of the retirement fund default 
regulations on 1 March 2019”. 

For those trustees of retirement funds who have 
been fervently hoping for a postponement, this was 
probably as clear a sign as any that 1 March was the final 
implementation date. 

What are the default regulations? 

There are three regulations to the Pension Funds Act: 

•	 Regulation	37	requires retirement funds to offer a 
sound default investment strategy. 

•	 Regulation	38	requires that pension and provident 
funds offer a default preservation strategy. 

•	 Regulation	39	 requires funds to have an annuity 
strategy for members upon their retirement. 

All three offerings should be appropriate, simple, 
cost-effective and transparent to improve the overall 
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by giving them cost effective and easy-to-access 
methods of preservation.

The industry has been aware of these changes since 
they were promulgated on 25 August 2017. They 
align with the principle of Treating Customers Fairly 
which governs the way all financial services providers 
treat their clients. The defaults also emphasise a 
management board’s fiduciary duties to act in the best 
interests of the members. 

What are trustees to do?

By now trustees should already have explored all their 
options, reviewed the solutions offered by service 
providers in the context of their members’ needs, 
decided on the appropriate solution and appointed 
providers to deliver the chosen solution to members. 

Even if trustees have already implemented their fund’s 
default solutions, there is still a lot of work to be 
done. It is essential that trustees carefully document 
the process followed and the decisions taken, as 
compliance by boards will need to be evidenced. 
The fund’s Investment Policy Statement must be 
updated to reflect any changes and to specifically 
reference Regulation 37. It should also refer to the 
annuity strategy that the fund has put in place and 
ensure alignment between pre and post retirement 
investment strategies. Trustees should consider 
drafting an Annuity Policy Statement to document the 
fund’s annuity strategy. 

There is also the important issue of communicating the 
default solutions to members and ensuring that they 
understand the options available to them, including 
outlining the process on how to access Retirement 
Benefit Counselling. A further guidance note offering 
interpretational and other guidance in respect of the 
default regulations was issued by the Financial Sector 
Conduct Authority (FSCA) on 12 December 2018. 

There are two further draft conduct standards that 
are still to be released, covering living annuities and 
smoothed bonus portfolios. Those funds that utilise 
smoothed bonus portfolios for their default investment 
strategy and those funds that have selected a living 
annuity as part of their annuity strategy will need 
to review their solutions to ensure that they comply 
once the final documents are released. The FSCA has 
indicated that these will be issued shortly, but with a 
delayed implementation date. 

Those boards of trustees who still: 

•	 need	 assistance	 with	 reviewing	 their	 default	
investment strategy to ensure that it is compliant 
with Regulation 37; or 

•	 require	 assistance	 to	 ensure	 their	 fund,	 its	 rules	
and the fund’s administrator will be able to handle 
members leaving their savings in the fund when 
they resign or are retrenched; or 

•	 struggle	 to	 select	 and	 implement	 an	 annuity	
strategy for members who reach retirement; should 
speak to their employee benefits consultant for 
advice as a matter of urgency. 

What is the responsibility of the 
management committee member of a 
participating employer in an umbrella 
fund?

The Default Regulations apply to the umbrella 
fund as a whole, and hence it is the responsibility 
of the umbrella fund’s board of trustees to ensure 
compliance.  There are no specific or additional 
requirements for participating employers. Where 
the default investment strategy of the participating 
employer is not the same as the trustee default 
investment strategy, it is advisable to liaise with either 
the trustees or your consultant to ensure that the 
default strategy utilised by your members is compliant 
with the Regulations. 

In addition, you should be familiar with the solutions 
adopted by the umbrella fund for all three regulations. 
Ensure that your members are aware of the default 
solutions and that suitable communication has been 
provided to enable them to understand the new 
options available to them, particularly when they leave 
the fund. 

The Default Regulations have the potential to improve 
the retirement outcomes achieved by members. This 
should not be a tick box exercise but should rather 
be seen as an opportunity to make a difference in the 
lives of many future retirees. However, it will require a 
concerted effort on the part of trustees, management 
committee members and members alike, to ensure that 
quality solutions are implemented. p

For those trustees of retirement funds who have been fervently hoping for a 
postponement, this was probably as clear a sign as any that 1 March was the final 

implementation date. 
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Achieving 
Africa’s economic 
potential through 

collaboration 

Craig Bentley
Managing Executive Coverage

Alexander Forbes

Extracting the true economic potential 
of Africa will depend on a sincere and 
focused collaborative effort between 
business, government, communities and 
the people who inhabit this continent.
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socioeconomic challenges their employees face, 
they can craft a more meaningful set of employee 
benefits that can provide a win-win solution for all 
stakeholders. They can create a benefit structure that 
enhances an employee’s financial well-being which will 
have direct relevance to the stability of employees’ 
everyday lives. 
 
With stability comes focus and higher productivity for 
employers. With an increase in financial capability and 
financial literacy, governments can feel more assured 
that their citizens will make the right choices to ensure 
their future financial security. If the end-game for 
Africa is economic growth, then we need to ensure 
that this growth translates into a measure of ongoing 
stability, self-determination and quality of life for the 
people and nations of this continent.
 
According to Bentley for benefits to really benefit 
members, they need to be relevant to their lives 
and needs. A closer look at the demographic and 
socioeconomic reality of sub-Saharan Africa suggests 
that funding for retirement takes a back seat to other 
more urgent issues.
 
“If we assess where the real pressure point will come 
in Africa over the next 30 years, it will be less about 
servicing dramatic increases in the aged segment of 
the population and more about finding solutions for a 
burgeoning working population. In this environment, 
the focus for financial stability will be less about the 
retirement years and more about the whole journey. 
If we start with that mindset and then capitalise on 
the fact that technology can now provide scalable 
solutions to meet highly diverse needs, the chances 
are high that we can create a benefit structure 
that provides a winning value proposition to all 
stakeholders,” comments Bentley.
 
In order to make employee benefits and compulsory 
savings more meaningful to members,  Bentley 
recommends: “Align compulsory saving to a guided 
financial planning tool for employees, focusing on the 
journey of employment and not just the end-game of 
retirement”.
 
He adds: “Workers too often find themselves below the 
poverty line as unemployment in the region is a major 
challenge for sub-Saharan policymakers, but creating 
enough jobs does not mean elimination of poverty. 
Of those employed, over one-third still fall below the 
poverty line of $1.90 a day”.

“An important starting point for employers is to 
identify ways where they can help their employees find 
more effective ways to redeploy their income to create 
greater financial stability and mobility. Here is where 
company-sponsored financial well-being programmes 
can pay significant dividends,” concludes Bentley. p

  “This	 is	 likely	 to	 be	 an	 unfamiliar	 role	 for	 many	
corporates, whether multinational or local. That said, 
there are actually areas of public–private partnerships 
in place that could be far more effective if this 
collaborative engagement was thought through more 
thoroughly. Employee benefits represents just such an 
area,” comments Craig Bentley, Managing Executive of 
Coverage at Alexander Forbes.
 
By providing a measure of income and health 
protection to formally employed workers, the private 
sector could take some of this burden off the national 
fiscus. Bentley believes that with a deeper appreciation 
of the financial challenges that employees and their 
families face, this benefit can have a significant 
multiplier effect.
 
Employers have only just begun to understand 
how powerful a contribution this outcome can 
be in helping developing economies meet their 
sustainable development goals”. BenefitsALL Barometer 
Africa applies a very different lens to the question 
of unlocking future value in Africa. It argues that if 
employers can develop an appreciation of the 
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Best value 
remains offshore

Preston Narainsamy
Investment Professional

Marriott

Despite a backdrop of robust economic growth 
in 2018, market returns across the globe were 
disappointing. The decline was driven by a slowdown 
in economic activity coupled with investor fears 
around the possibility of a recession, given US 
interest rate hikes. Escalating geopolitical tensions, 
ranging from trade wars between the US and China 
to uncertainties around Brexit, further dampened 
investor sentiment. 
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sell stocks in order to lock in gains made in prior years. 
This behaviour depressed markets, particularly in the 
first world, in sectors usually considered to be safe and 
steady. 

In times like these, emotions can get the better of 
investors causing them to doubt their initial investment 
strategies. Sensationalist journalism and market 
“chatter” adds to the panic. Consequently, many 
investors	opt	for	the	safety	of	cash. 	

With volatility likely to continue in 2019 as markets 
adjust to a world of higher interest rates, investors are 
encouraged to stick with their financial plan.

Long term view 

To avoid hasty decision-making, one must think long 
term.  	From	this	perspective	volatility	appears	 far	 less	
daunting. 

Look at 3M as an example, one of the world’s premier 
industrial companies with an enviable track record of 
growing	dividends	and	shareholders	wealth.  	Over	 the	
last three months 3M’s price was down almost 10%. 
When viewed from a short term perspective, this can 
create panic. However, from a long term perspective, 
such declines are nothing out of the ordinary for 3M 
investors. 
 

Income growth leads to capital 
growth

Although share prices can be volatile, over the long 
term price growth is ultimately driven by dividend 
growth. 	Thus,	large	price	declines	of	companies	that	can	
reliably grow dividends typically represent good buying 
opportunities.

Currently, the world’s best dividend payers are trading 
on relatively high dividend yields and offer good 
value.  	 Although	market	 volatility	 is	 disconcerting,	
when viewed from a longer term perspective it likely 
represents a good buying opportunity. p 
 

Despite these uncertainties, many investment managers 
continue to believe that the best value remains offshore 
by investing in blue chip multinationals that are market 
leaders in their industries. They are best positioned to 
capitalise on long term trends such as consumerism, 
automation and ageing demographics. They also 
fare well throughout the interest rate, business and 
economic cycles, given their defensive characteristics 
and resilient business models.

2018 saw share prices of the world’s best dividend payers 
come under pressure. Although the dividend growth 
outlook of these stocks remains intact, prices still 
declined. The table below highlights the current yields of 
a few of these companies versus their historic averages.

Company
Dividend Yield

Current Historic Average

Pfizer 3.3% 2.8%

Unilever 3.2% 2.8%

Medtronic 2.2% 1.3%

Loreal 1.7% 1.5%

3M 2.7% 2.6%
 

Stock selection

Investors should adopt a security-filtering process 
to identify the companies best positioned to deliver 
reliable and growing dividends. This process should 
include multiple filters with the three critical screening 
factors being economic, industry and company-specific. 

Companies that make it through this process have 
strong brands, pricing power, robust balance sheets 
and cash flows, and produce goods and services that are 
integral to their customers. These characteristics are 
often underappreciated in good times, but increasingly 
valued in adverse market conditions.

The price one pays for long term 
returns is short term volatility

Such conditions were seen in 2018, where fears around 
rising interest rates resulted in investors scrabbling to 
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Q2’81 Q1’84 Q3’86 Q4’87 Q1’88 Q3’90 Q4’97 Q3’98 Q2’01 Q3’02

-13,1% -11,8% -11.50% -21,3% -10,7% -10.30% -11,2% -10,3% -13,8% -10,6%

Q3’98 Q3’04 Q2’05 Q2’08 Q3’08 Q4’08 Q1’09 Q3‘11 Q2’18 Q4’18

-10,3% -11,2% -15,6% -12,1% -15,8% -13,6% -13,6% -24,3% -10,4% -9,6%

Below highlights 19 quarters when 3M’s price lost more than 10% in value: 
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A
s fiduciaries responsible for allocating and 
overseeing the management of capital on behalf 
of retirement funds, trustees perform a critical 

role as custodians for the investment industry. It is 
vital that they stay abreast of developments within the 
investment landscape to make appropriate investment 
decisions for their members. Passive investing and its 
evolution to smart-beta portfolios is a very pertinent 
case in point. Robust debates are taking place regarding 
their relative strengths and weaknesses when compared 
to the traditional active investment manager model, so 
understanding what to expect from these portfolios is 
very important for trustees. 

The term ‘equity risk premia’ (or factors) refers 
to the existence of traits common across a group of 
otherwise unrelated shares. These include traits such 
as ‘cheapness’ (value factor), ‘stable, growing and 
profitable businesses’ (quality factor), ‘rapid recent 
growth in share prices’ (momentum factor), or ‘relatively 
low market capitalisation’ (size factor), among others. 
These are important from an investment perspective, 
because, if they are persistent into the future, they offer 
the potential for outperformance of traditional market-
capitalisation-based benchmarks, such as the FTSE/JSE 
Shareholder Weighted Capped Index (Capped SWIX). 

This article reviews the concept of factor-based inves-
ting in the context of South Africa. Recent research1 
shows that factor-based investment strategies (value, 
momentum, quality and size) can provide outperfor-
mance when measured against the traditional (market-
capitalisation-based) equity benchmarks such as the 

ALSI or the (capped) SWIX. It also shows that these 
levels of outperformance are not consistent through 
time. 

This lack of consistency has several very important 
implications for trustees. Firstly, when combining 
equity portfolios, they should in aggregate have 
exposure to more than one factor (or investment style). 
This is required to provide diversification against 
the possibility of relative underperformance of any 
individual factor. In addition, when making member 
choice portfolios available to members, it is useful to 
understand what the key performance drivers of these 
portfolios would be and whether the trustees could 
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inadvertently be exposing members to specific style 
risks. Secondly, the skill of any factor-based investment 
managers (such as value) should not be reviewed based 
on their portfolios’ returns relative to the traditional 
market-capitalisation-based benchmarks, but rather 
against a properly constructed factor proxy portfolio. 
For example, value investment managers can do 
relatively well (or badly) not because they are good (or 
poor) investment managers, but because it is simply a 
time when value-type shares are doing well relative to 
the market (or not). You will not be able to know this, 
however, unless you have a sense of what value-based 
investment strategies are doing independently of the 
investment manager’s portfolio returns. Knowledge 
of factors thus helps significantly when trying to make 
the decision to allocate to (or from) an underlying 
investment manager or portfolio. Finally, it becomes 
clear that smart-beta portfolios are simply a new way to 
get access to these factor returns. Traditionally, it was 
only active investment managers that could provide 
factor-based portfolios, but now smart-beta portfolios 
are doing the same thing (albeit differently in terms 
of process) and usually a lot cheaper as well. They, 
thus, lay an additional challenge at the feet of active 
investment managers, as simply reproducing the pattern 
of factor returns is no longer good enough – they need 
to do better than this to justify their appointment and 
(generally) higher fees.

Equity factors in South Africa

A large local investment manager recently completed 
an independent review of the presence and nature of 
equity factors in South Africa. The company looked 
for the presence and pattern of returns from four 
key factors, namely value, momentum,1 quality and 
size. These factors sufficiently justified by academic 

research, have exhibited significant premiums relative 
to the market benchmark (the Capped SWIX in this 
case), were expected to persist in the future, were 
supported by a return history that includes bad times 
(in other words, when they underperform) and were 
implementable in traded, sufficiently liquid, instruments. 

The investment manager then constructed represen-
tative factor-based portfolios for each of these 
factors and their returns relative to the equity market 
benchmark (Capped SWIX) over three year rolling 
periods are summarised in the graph below.

The pattern of relative returns presented above 
is very instructive in two key ways. Firstly, all factors 
have different payoff profiles, which means there are 
diversification benefits from combining them. Secondly, 
the payoffs from individual factors can vary significantly 
from the benchmark for extended periods of time. This 
means investment managers that are following a factor-
based investment strategy can look poor for a long while, 
even though they might be a ‘good’ investment manager 
in every other respect.

This last point has direct implications for the correct 
way to evaluate investment managers’ portfolio returns 
against their mandates.2 Investment managers are 
selected (or rather should be selected) in terms of their 
ability to design and implement an investment strategy. 
Most investment strategies are, however, based on the 
logic behind the factors and their demonstrated ability 
to provide significant outperformance over time against 
a market benchmark. The value strategy is the obvious 
one in the South African context. Logically then, the 
return evaluation of investment managers should be 
done using the returns of the factor portfolios illustrated 
above rather than the traditional market-capitalisation 
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The final reason why factors should matter to trustees is 
smart-beta portfolios now provide low-cost, systematic 
exposure to factor-based strategies. These portfolios 
present realistic alternatives to the traditional, actively 
managed portfolio. Smart-beta portfolios are portfolios 
where the investment style is captured in a set of rules, 
which are then systematically applied. They are clearly 
active in the sense that the rules reflect (usually) a factor-
based investment strategy, which results in portfolios 
consistently biased towards a particular characteristic, 
for example cheapness for value, or consistently 
profitable for quality. However, they are passively 
implemented, which is reflected in terms of their low(er) 
fees. This combination can give retirement funds all of the 
benefits of the factor exposure for a fraction of the cost. 
Obviously, there is still a strong responsibility on behalf 
of the trustees to choose the best smart-beta portfolio (as 
they are not all the same).

In conclusion, the importance of factors in the South 
African equity market cannot be overstated. It provides 
the basis for most sources of outperformance of 
traditional benchmarks, which is of great importance to 
long-term investors. They also form the logical basis for 
assessing active investment managers’ skill levels. Finally, 
they provide the rationale for the existence and use of 
most smart-beta portfolios, which can be effective, low-
cost alternatives for actively managed portfolios.  p

benchmarks. After all,  to establish whether an 
investment manager has skill, it should be evaluated 
against what might be expected from its investment 
style on average. The factor-based portfolio returns 
provide exactly this. The relative returns of value and 
deep-value investment managers are plotted next to 
the returns of the factor-representative portfolio in the 
figure below. 

This highlights the consistency of deep-value invest-
ment manager grouping with the value factor – but 
it is also an example of potential factor ‘drift’. The 
value manager grouping seems to be doing something 
other than value.3 This is an example of how the factor 
portfolios can also provide an independent basis for 
evaluating the factor strategy exposure a portfolio is 
exposed to. This can be helpful if you are interested in 
knowing whether investment managers are continuing 
to ‘walk the talk’ in terms of staying true to their factor-
based investment strategy, or if they are not following 
a single strategy, what their current exposure is from a 
strategy perspective. This can also be very helpful when 
looking at an equity portfolio with multiple investment 
managers or mandates – they can be used to assess 
the entire portfolio’s exposure to factor strategies and 
so give trustees a sense of what types of risks they 
are effectively exposed to. This may not be what they 
thought they were trying to do.
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 FOOTNOTES:

 1 As the company continued its research, it became clear that the momentum and growth premia were strongly correlated, which 
reduced the need to include both. Furthermore, the fact that no pure growth-focused investment managers or smart-beta portfolios 
existed meant growth was discarded as a factor in this research exercise.

 2 An extended discussion of the use of factor portfolio returns to evaluate investment managers can also be found in the July 2018 
edition of Mindfields. This is available from: https://www.momentuminv.co.za/docs/default-source/mindfields/mindfields_july_2018.
pdf.

 3 One of the key differences between the value and deep-value investment manager groupings is the extent to which they construct 
portfolios on a benchmark-cognisant (value investment managers) or benchmark-agnostic (deep-value investment managers) basis. 
This difference can lead to significantly divergent levels and patterns of returns.
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The dramatic collapse of Steinhoff – the largest 
corporate failure on the JSE – has been followed 
by a handful of very visible lapses in corporate 
governance at other local companies. This has 
left investors questioning whether governance 
standards in South Africa are slipping and how 
investment managers deal with the associated risk.

Governance lapses are concerning, but we believe 
they remain the exception rather than the rule 
 
Several South African companies have been found to have inadequate 
corporate governance, which is very concerning. However, we can’t 
necessarily conclude that there’s been broad based management 
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decay. In fact, we would argue that on average, 
South African management teams and boards are 
competent and take corporate governance seriously. 
 
It should also be noted that tough economic conditions 
tend to shine a light on the strength of a management 
team. While in some cases management have performed 
poorly over the past few years, in most cases the 
severity of the economic cycle has been more influential.

  
Transgressions generally result 
from fraud, excessive risk taking or 
corruption 
 
If we consider recent corporate governance lapses, we 
can identify three main types of transgressions:

1. Corporate fraud. It appears that fraud occurred at 
Steinhoff. However, we should keep in mind that this is 
an isolated case. While many in the press or on social 
media try to draw parallels with other companies 
whose management teams have been called into 
question, we don’t think this is appropriate. 

2. Excessive risk taking (especially excessive 
leverage). There are several examples of companies 
that took on too much debt and then hit problems 
when cash flows fell short of expectations. In a 
few instances, management had leveraged their 
shareholdings (bought company shares with 
borrowed funds) and became forced sellers as stock 
prices fell. 

3. Corrupt activities. Considering the political climate 
of the past decade and ongoing revelations at the 
Commission of Inquiry into Allegations of State 
Capture, it would be naive to assume that only one 
or two companies that did business with the South 
African government over the last ten years sailed 
too close to the wind. 

Corporate governance risk should 
be factored into investment decision 
making
 
Every investment requires a judgement call on 
whether the price of a security compensates for 
the associated investment risks. Strong corporate 
governance significantly lowers investment risk, 
while poor corporate governance does the opposite. 
  
As part of any assessment before investing, investors 
should determine whether evidence on corporate 
governance structures indicates a possibility that a 
company’s intrinsic value may erode materially.  
Weaker management teams and corporate governance 
structures may require a wider “margin of safety” and 

should be included when weighing the odds of value 
destruction. In some cases, investors may (and should) 
deem companies uninvestable.  

This assessment process incorporating corporate 
governance should be ongoing allowing investors 
to build up a track record history of the governance 
within a company.  When investors feel corporate 
governance is no longer adequate, they should 
consider exiting.

 
Heightened fears around corporate 
governance shortfalls have created 
the potential for mispricing
 
While recent governance failures have emphasised 
the need for vigilance, we must also acknowledge the 
heightened panic – and sensational headlines – around 
potential governance shortfalls. An environment in 
which market participants are clamouring to avoid 
the “next Steinhoff” is one in which the prices of many 
assets are likely to be driven down by perception. 
So, just as we need to be disciplined and walk away if 
we think management have a reasonable chance of 
impairing intrinsic value, we must also be prepared to 
capitalise on mispricing. One can view investing in a 
very cheap company of sufficient quality as a low risk 
way to achieve one’s objectives.
 

Engage with company management to 
ensure high governance standards
 
For all companies retirement funds or discretionary 
funds invest in, it is appropriate for investment 
managers to actively engage with the board and 
management to ensure they are held to high levels 
of corporate governance. But simply engaging may 
not be enough, investment managers may proactively 
intervene if they consider action necessary. 

 
Good corporate governance is 
essential to preserving value for 
shareholders
 
As custodians of investors’ capital, an assessment of 
company management should be a critical part of an 
investment manager’s process. And once an invest-
ment is made, holding that company’s management 
to account.  This requires that investors be prepared 
to sit on the sidelines and wait or even disinvest when 
corporate governance standards aren’t met and 
shareholder value is likely to be materially impaired. 
It also requires that investors remain open minded 
and disciplined in applying a robust and continuous 
process of looking through market noise for potential 
mispricing. p
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General observations and trends for 
2018/2019

An ongoing theme with private equity funds in Africa 
(and other emerging markets) is exits. It is clear that 
some funds have found themselves holding more assets 
at the end of the fund life than they had anticipated; 
other funds have not performed as well as expected due 
to currency and political risks, amongst other challenges. 

Investors will be looking closely at the 2007/2008 
vintage funds and their ability to exit assets at 
value before the end of the fund term. In allocating 
commitments to funds, we have seen prospective 
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2018 was a watershed year in many respects for private equity in Africa. In 
the wake of the Abraaj collapse and other market fluctuations, we will in 2019 
likely see significant shifts in the industry, with key changes to all stakeholders’ 
strategies expected to emerge.

investors placing much greater weight on a manager’s 
demonstrable experience in dealing with their end-of-life 
funds. Extensions to fund terms have increasingly come 
under pressure with investors requiring extensions to be 
approved by investor consent (rather than the just the 
limited partner advisory committee) and penalising the 
manager on fees during any such extension.

During 2018, we witnessed more GP-led restructuring 
and stapled deals internationally, with Europe leading 
the way. According to Forbes, GP-led secondary deals – 
restructurings permitting the collective transfer of long-
in-the-tooth fund assets from one group of investors 
to another – rose to a record US$22 billion or a third of 
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secondary volume last year (up from US$12 billion in 
2017), with the fastest growing portion being single-asset 
secondaries, where GPs arrange the full or partial sale of 
just one asset. It will be interesting to see if this will be 
the case in our market, particularly considering the exit 
challenges outlined above. 

There has been an increase in the use of borrowing 
facilities by private equity funds to maximise returns. 
The Institutional Limited Partners Association (ILPA) 
has expressed concern as to this growing use of leverage 
and has recommended capping credit lines at six months, 
with greater disclosure as to the use of borrowed money. 
Investors are also seeking transparency as to how a fund’s 
returns are generated. We have discussed below the 
likely impact that the Abraaj collapse will have on such 
leverage in the African market.

Private equity fund managers are increasingly looking to 
expand their product ranges across different asset classes 
and strategies in order to grow their fee base, consolidate 
costs and minimise risks associated with a single asset 
class or market. New product lines may well encompass 
private debt funds – these funds continue to grow in 
number each year given the lack of available credit for 
small to mid-sized companies. 

Finally, the focus on impact investing should continue 
to gain ground in 2019, particularly given the increased 
realisation that this does not need to be at the expense of 
returns. 

The impact of Abraaj on leveraging

The impact of the Abraaj collapse will almost certainly be 
felt in relation to the leveraging of private equity funds in 
this market. As we found out in the 2008 financial crisis, 
there is no such thing as “too big to fail”. 

A quick summary of how private equity funds are 
leveraged: Funds borrow money in order to bridge capital 
commitments, either to boost returns (given low interest 
rates in comparison to the hurdle rate on drawdowns) or 
as an interim measure while capital is called from their 
investors. The bank takes security for its loan facility over 
the fund’s undrawn commitments, often with the right to 
issue capital calls directly to investors in the event of the 
fund defaulting on its loan repayment obligations.

There are, however, significant risks involved with this 
model. Where the market deteriorates and the fund’s 
investment income is insufficient to cover the repay-
ment of the debt, investors may resist writing cheques 
to creditors on investments that have already failed. 
Another risk for lenders is where investors seek to 
freeze capital calls as a result of the conduct of the 
fund manager. In Abraaj Private Equity Fund VI, investors 
were released from commitments in February 2018 

after the fund suspended operations, leaving the lenders 
exposed. Although we note that certain of the Abraaj 
lenders – such as Commercial Bank of Dubai (CBD) and 
Noor Bank – have been more successful in exercising 
their security following a court action by Noor Bank. 

Drawdown funding has been considered low risk by 
lenders over the year. Lenders who have been burned by 
Abraaj, or have simply watched the Abraaj events unfold, 
will, however, likely be more cautious when negotiating 
their security package with private equity funds going 
forward. We have already seen banks requiring investors 
in private equity funds to acknowledge the bank’s 
security at the time of the loan. Banks are also looking 
to include default provisions in the loan documents that 
catch early allegations of mismanagement.

The impact of Abraaj on fund 
documents

Abraaj was able to negotiate fund documents that 
were significantly GP-friendly given the market 
position of Abraaj at the time of its fundraising, and 
the lack of investor protections in the documents 
has become all too evident as Abraaj has unravelled. 
Investors (and their advisers) will pay more attention 
to the fund documents of African-focused private 
equity funds going forward, particularly with respect 
to those provisions dealing with general governance 
(consistent and transparent reporting, use of drawn 
funds, borrowing powers etc.) and the removal of 
the GP. We are finding that investors are requesting 
powers (usually exercised through the limited partner 
advisory committee) to, inter alia, demand a forensic 
fund audit at any time, interview the internal auditor, 
be granted access to the fund’s bank statements, obtain 
information directly from the fund’s administrators and 
review the administrator’s mandate periodically.

This increased due diligence will lead to a longer lead 
time in negotiating fund documents and reaching first 
close, higher legal fees and increased costs associated 
with internal governance and operational compliance.

Private equity firms may look to blockchain technology 
to increase transparency and audit trail. Blockchain 
allows companies to record their transactions directly 
into a joint register with a number of permitted parties, 
and this in turn creates a highly secure, interlocking 
system of verifiable and enduring accounting records. 
This fosters integrity of accounting records and fully 
traceable audit trails that greatly reduce the problem of 
human error and do not permit variation of the data.

Given the cross-jurisdictional nature of the Abraaj 
structure and the legal and governance complexities, the 
full implications of the Abraaj collapse have not yet been 
dealt with. p
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I
f you’re a South African concerned about how far your 
rands will get you in life – chances are you’ve probably 
got up to speed on this year’s National Budget Speech. 
While it was expected that Minister Tito Mboweni 

would keep personal income tax rates for South African 
income earners unchanged, the announcement regarding 
personal income tax brackets not being adjusted for 
inflation, caught many by surprise. 

Regard Budler, Head of Product Solutions at Momentum 
Corporate says that even though the tax rate and 
brackets remain unchanged, regular inflationary 
increase in salaries will bump many South Africans 
into a new tax bracket, impacting their take home 
pay. “The increased tax liability is commonly referred 
to as ‘bracket creep’, this means any salary increase 
you may get will likely be offset by having to pay the 
higher tax rate in the new bracket. This ‘stealth tax’ 
will see employees paying more of their income to the 
government in real terms without people really feeling 
this on their pockets”. 

One way to reduce the impact of this increased tax 
burden on your pocket is to take full advantage of the 
tax breaks created by the State to encourage South 
Africans to save and invest towards their retirement. 
Budler says that maximising your contributions or 
making a lump sum payment towards your pension, 

provident or retirement annuity fund is the most 
efficient way to minimise the impact of rising taxes while 
building long term capital.

“Not only will you soften the blow to your net worth, 
but the additional savings will benefit from the power 
of compound interest. This means even a small savings 
amount will blossom into a much greater sum over time, 
helping you reach financial security in your old age and 
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Maximise your 
retirement 

savings to soften 
the tax budget 

burden

Regard Budler
Head of Product Solutions

Momentum Corporate
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not become an economic burden on your children or the 
state,” adds Budler. 

He explains that employees currently earning a single 
source of income, such as a salary from a sole employer, 
are eligible to deduct any contribution towards their 
formal retirement savings up until the value of 27.5% 
of	 their	 total	 remuneration,	 or	R350 000	before	 tax	
deductions and taxable capital gain – whichever is lesser. 

“This means that the contributions are deducted from 
your income before calculating the tax due, as long as 
the contributions fall within the prescribed limits,” adds 
Budler. 

To illustrate the point, Budler says that for high income 
earners in the highest tax bracket, for every R1 000 
contributed to their retirement fund they could reduce 
their tax bill by as much as 45%, or R450 per month. Most 
people could expect to save around R200 for each R1 000 
contributed to their retirement savings per month.

Alternatively, Budler says that members could consider 
making an additional lump sum contribution towards 
their retirement fund. “If you are a member of an 
umbrella fund, there is a good chance that you will also 
be able to make additional voluntary contributions, as 
most umbrella funds offer this flexibility. These once off 

contributions to the retirement fund offer the same tax 
saving benefit as regular contributions”.

But Budler concedes that tax can be tricky at the best 
of times and suggests that if an employee is unsure, 
they should speak to their employer or financial adviser 
about increasing their retirement contribution to 
reduce the impact of the recent real tax hike. 

What we can also learn from the bracket creep 
principle is that another effective way to increase your 
contributions towards retirement is to make these 
increases at salary review date. For example, if you 
receive an annual inflationary adjustment to your salary 
of 6% and decide to increase your contribution rate 
towards retirement by 1%, your take-home pay would 
roughly increase by 5% but in only 5 years you have 
increased your contributions by 5% making a material 
difference to your retirement position without feeling 
the impact on your pocket directly. 

“No one relishes handing more hard earned money 
to the tax man. However, tax-wise choices such as 
making the most of the deductibility of your retirement 
fund contribution and making additional voluntary 
contributions to your retirement fund will soften the 
blow while improving the savings culture in South 
Africa,” concludes Budler. p
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What type of medical 
scheme cover is right for 

you? Match your priorities 
with the right benefit option

Bianca Viljoen
Spokesperson

Health Squared Medical Scheme

The evolution of the medical scheme 
industry within South Africa has resulted 
in a dizzying array of choice for individual 
healthcare consumers as well as for 
corporates looking to provide for their 
employees’ health needs.
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“New generation options were introduced to offer a 
savings component separate from the collective risk 
pool of a particular medical scheme, while still offering 
structured access to specific categories of benefits, 
alongside traditional benefit options,” says Bianca 
Viljoen, spokesperson for Health Squared Medical 
Scheme, which was recently launched, following the 
merger of Resolution Health and Spectramed medical 
schemes late last year. 

“Add to this the hybrid model benefit options, which 
combine aspects of the traditional and new generation 
plans, now available in the market, providing a wealth 
of choice for members.”

“The three different types of benefit options have 
opened a kaleidoscopic range of choice, however, one 
needs to understand their own needs and priorities, 
and have a grasp of the type of cover each kind of 
benefit option provides in order to make an informed 
decision regarding healthcare cover.”

Traditional options

Traditional benefit options offer members structured 
access to healthcare in the form of a capped rand value 
across various categories of out-of-hospital services 
and unlimited access to in-hospital care at private 
hospitals. 

“Traditional options offer exceptional rand value with 
access to both in- and out-of-hospital health cover. 
This means that if a member requires dental work to 
the upper limit offered on their chosen benefit option, 
it does not impact their entitlement to access cover 
for other categories of services, such as specialist 
consultations or radiology, for example.”

“These options offer great peace of mind and, hypothe-
tically, if a member on a traditional option were to 
require care across all the categories of services 
available, they would be able to claim significantly 
more value than they contributed in a single year. 
However, the remaining benefits do not roll over to 
accumulate for the following year, but rather are 
replenished annually.”

New generation options

A second type of medical scheme cover is offered 
through so-called ‘new generation’ options, which 
provide the security of structured access to in- and 
out-of-hospital benefits complemented with a personal 
medical savings account (PMSA), whereby a portion of 
contributions are isolated from the risk pool and can 
only be accessed by the member. 

These types of plans are proving particularly popular 
among larger and more established families.  Further, 

some of these plans have the added advantage that 
families only pay for two child dependants, with 
free cover provided for the third child, as well as 
subsequent children. 

While the structured benefits in these new generation 
options are granted on an annual basis, as is the case 
with traditional benefit options, any remaining savings 
in the PMSA component of such plans are accrued 
year-on-year. 

Hybrid benefit options

According to Viljoen, hybrid benefit options represent 
the “best of both worlds” as they combine the structure 
of traditional benefit options with the flexibility of new 
generation options to deliver exceptional value for 
members who are looking for greater freedom in terms 
of cover for their day-to-day healthcare needs. 

“Hybrid options are particularly well suited to large 
families who are looking for the security of com-
prehensive structured in-hospital cover but wish to 
keep their out-of-hospital cover fluid so that they 
are not limited in terms of access to the different 
categories of care.”

“If a member needs a considerable amount of advanced 
dentistry work, which may exceed the amount 
of cover available for such services in a mid-range 
traditional option, but has no occasion to make use of 
medical specialist consultations and the various other 
categories of benefits in the year, then a hybrid option 
may well be ideal for them.”

This is due to the freedom of choice these options 
provide for members to allocate their PMSA funds 
to whichever out-of-hospital services they require, 
limited only to the amount available in their savings. 

“For those making use of this type of composite 
solution, any qualifying shortfall that may otherwise 
result in co-payments for members when they submit 
a claim, can be catered for by way of some form of “gap 
cover”.  With gap cover, the member is not required to 
pay out of their pockets for any shortfalls in cover or 
when they run out of savings.”

“With the breadth of healthcare cover available in 
the market, there is a solution to suit every need. 
Understanding the structural elements of each type 
of benefit option is key to deciding which type of 
cover is best suited to your family or business’s health 
requirements,” Viljoen concludes. p
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 With gap cover, the member is not required to pay out of 
their pockets for any shortfalls in cover or when they run 

out of savings
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Elna van Wyk
Head of Underwriting and 

Disability Management
Momentum Corporate

Get to grips with the 
benefits from your 

employer.
Understanding the free 
cover limit of company 

provided death and 
disability cover

Insuring your ability to earn an income and making 
sure your loved ones are taken care of if something 
happens to you, is top priority for many of us. At a 
bare minimum, this usually entails life insurance 
and other ‘insurance’ benefits such as disability or 
critical illness cover. Depending on your company 
package, a lot of these may be covered through your 
employee benefits arrangement. But there are some 
key differences between taking out this cover in your 
personal capacity and when it is provided as part of a 
group arrangement through your company. 
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This is according to Elna van Wyk, Head of Underwriting 
and Disability Management at Momentum Corporate, 
who points to research which shows that, although 
most employees speak English at home and at work, 
the level of understanding of insurance industry terms 
and benefits is concerning. “It’s wise to brush up on 
what the various terms mean to ensure there aren’t any 
unpleasant surprises for you or your loved ones at claim 
time,”	says	van	Wyk.  	

Understanding “underwriting” and 
“free cover limit (FCL)” – two important 
benefit terms

65% of employees recently surveyed indicated that 
although they are familiar with the term ‘underwriting’, 
they cannot explain its definition or purpose. Only 21% 
of respondents were familiar with the term “Free Cover 
Limit (FCL)”, despite it being widely used in the group 
insurance industry, including in the policy documents 
and terms and conditions that are a crucial part of their 
cover,	Van	Wyk	explains. 	

What is the FCL? 

“Unlike with an individual insurance policy that you 
would take out and pay for directly, when your employer 
provides death or disability insurance under what is 
called ‘a group scheme arrangement’, a FCL for each 
group scheme is determined by the insurer. The FCL 
is the amount of cover that each employee belonging 
to the scheme qualifies for without having to provide 
medical	evidence. 	

“For most employees, this is a good thing as you 
don’t have to complete lengthy medical underwriting 
documents or undergo medical tests to enjoy the 
insurance cover, as you would if you took it out in your 
personal capacity,” says van Wyk. That said, she cautions 
that the responsibility is on you to check that you have 
enough cover for your needs.

“If you need additional cover over and above the FCL, 
you will need to submit certain medical evidence, 
based on the policy terms and conditions. The extra 
cover above the FCL may be granted by the insurer at 
standard or increased rates. 

“The extra cover may be declined based on the medical 
evidence provided. If you don’t provide additional 
evidence, the extra cover may not be granted and 
the benefit will be capped at the free cover limit,” she 
explains. 	

Full disclosure 

According to van Wyk, being truthful when submitting 
your medical evidence for extra cover above the free 
cover limit is critical. “If the extra cover was granted and 
you didn’t properly disclose everything in the additional 
evidence, the claim for the extra cover may be declined 
in the event of death or disability and only the cover up 
to the FCL will be paid”.

However, she explains that if you were granted extra 
cover and weren’t aware of a medical condition at the 
time the extra cover was granted, it is not non-disclosure 
and you will be covered up to the amount of extra cover 
granted. “Similarly, if you contract a condition after 
being granted the extra cover, it is not non-disclosure 
and you will still be covered up to the amount of extra 
cover granted”.

Employee benefits can be a complex environment when 
it comes to the technical details around the benefits 
you have through your employer’s group scheme 
arrangement. “Talk to your employer, benefit counsellor 
or financial adviser to ensure that you are fully aware 
of, and understand, the details of your benefits so that if 
and when you or your loved ones have to claim it’s plain 
sailing,” concludes van Wyk. p
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Warning to 
employers: 
Check that you 
have been 
paying 
contributions 
to your 
employees’ 
retirement funds at the correct 
rates and on time.
The penalties for not doing this could 
be punitive

Rosemary Hunter
Fasken Attorneys

Nigel Carman
Fasken Attorneys
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In the Ndlambe case the employer had regularly 
deducted employee contributions from their 
remuneration and paid them to their fund believing 
that the amounts of those contributions had been 
correctly calculated. When, many years later, the fund 
sued the employer for both the shortfalls and late 
payment interest on the amounts of those shortfalls, the 
employer raised two defences.

The first was that the fund’s claim for the shortfalls 
on contributions made more than three years before 
summons had been issued had prescribed. The court 

dismissed this defence saying that, by regularly paying 
contributions to the fund, even if in incorrect amounts, 
the employer had acknowledged its liability for the 
payment of contributions to the fund in terms of the 
rules and prescription had been accordingly interrupted. 

The employer’s  second defence was that its 
underpayment of contributions had been an honest 
mistake on its part and so it should not have to pay late 
payment interest on amounts it had not been aware 
it was liable to pay – particularly as the fund had not 
alerted it to its mistake. 

This defence, too, was rejected by the court. 

“One would imagine that there was a duty on the 
Municipality, as the employer, to ensure that it was 
making the right payments and to keep up to date with 
the relevant schedules”, said Justice Roberson. “The 
payment of interest is as much part of the contributions 
as the contributions themselves, bearing in mind that 
contributions are invested by the Fund in the interests of 
members”.

The judge also pointed out that section 13A(7) of the 
Pension Funds Act requires that late payment interest 
be paid at the prescribed rate and the court has no 
discretion to alter that rate. 

The current prescribed rate for late penalty interest is:

•	 for	transactions	with	values	not	exceeding	R10 000,	
the Repo rate applicable from time to time + 1/3 
thereof + 11 percentage points with a finance charge 
rate cap of 23%; and

•	 for	 transactions	 exceeding	 R10	 000,	 the	 Repo	
rate applicable from time to time + 1/3 thereof + 
8 percentage points with a finance charge rate cap of 
20%.

Although the Act allows a ‘grace period’ of seven days 
for the payment of contributions, if not paid within 
that period, interest is calculated from the first day of 
the month following the month in respect of which the 
contributions are payable.

The prescribed rate may be seen to be punitive. This is 
deliberate. 

Finally, it is important for employers to appreciate 
that a fund to which arrear contributions are owed not 
only has legal standing to sue the delinquent employer 
for the recovery of those arrears, but it is required 
by law to sue them. This was confirmed in June 2018 
by a full bench (that is, three judges) of the Gauteng 
division of the high court in Joint Municipal Pension Fund 
v Ehlanzeni District Municipality [2018] ZAGPPHC 594 at 
paragraphs 35, 39 and 40. p
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The as yet unreported November 
2018 judgment of the high court of 
the Eastern Cape (Grahamstown) in 
Municipal Workers Retirement Fund 
v Ndlambe Local Municipality [2018] 
ZAECGHC 139 provides useful 
warnings to employers that they need to 
check regularly that the contributions 
they pay (and have been paying) to their 
employees’ occupational retirement 
funds are (and have been) in the correct 
amounts in terms of the funds’ rules, and 
are timeously paid.
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1. Tribunal decision – Amplats Group 
Provident Fund

Background – the Adjudicator’s determination

I am sure that readers will remember that last year the Office of the 
Pension Funds Adjudicator ordered the previous actuary (Mr Vivian 
Cohen) to the Amplats Group Provident Fund (“the Fund”) to pay 
R40 501 000 plus interest for loss caused to the Fund because of an error 
related to the calculation of unit prices, which lead to the overpayment of 
fund benefits by the Fund. 

When making that determination, the Adjudicator relied on the advice and 
opinion of an independent actuary (expert), appointed by the Adjudicator, 
which expert stated that the conduct of the actuary as an expert advisor 
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Leanne van Wyk
Director

ICTS Legal Services (Pty) Ltd
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•	 The decisions of the Adjudicator (and other 
administrative entities taking administrative actions, 
such as the Financial Sector Conduct Authority 
(“FSCA”), must comply with the provisions of the 
Promotion of Administrative Justice Act (“PAJA”). 

•	 In	 terms	of	PAJA,	 an	administrative	decision	 (like	
that of the Adjudicator or the FSCA) can only be 
taken to the High Court once all “internal remedies” 
have been exhausted. This means that persons must 
first apply to the Tribunal for a reconsideration of the 
Adjudicator’s decision before applying to court.

•	 The	 Tribunal	 distinguished	 between	Mr	 Cohen’s	
statutory duties as a valuator to the Fund and 
his contractual duties as an actuary appointed to 
provide calculations for the Fund. If the case against 
Mr Cohen is not based on a breach of statutory duty 
(Pension Funds Act) then this raises the question of 
whether the complaint falls within the jurisdiction of 
the Adjudicator to determine. The actuary’s actions 

did not appear to have been reasonable in relation to the 
calculations where the error took place. The Adjudicator 
then found that the Fund’s actuary was negligent and 
should be held liable for the Fund’s loss. 

Some of the important points gleaned from the 
Tribunal’s decision are set out below. The decision is 
well worth reading in full and can be obtained from the 
FSCA’s website. 

A summary of some of the important 
points made by the Tribunal

•	 The	 Financial	 Sector	 Regulation	 Act	 (“FSRA”) 
allows for the determinations of the Office of the 
Adjudicator to be referred to the Financial Services 
Tribunal (“Tribunal”) for “reconsideration”.

•	 The	Tribunal	reconsidered	only	the	decision	made	by	
the Adjudicator against Mr Cohen and not the other 
parties to the original complaint.  
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that the FSCA (and other regulators) have acquired 
under the Financial Sector Regulation Act (“FSRA”). 
As a deterrent, every Enforceable Undertaking is 
published (on the FSCA’s website). 

How does an Enforceable Undertaking work?

Persons (such as retirement funds, administrators or 
natural persons) may give a written undertaking to the 
FSCA about how they are going to conduct themselves 
in the future. If this undertaking is then accepted by 
the FSCA, it becomes an Enforceable Undertaking. The 
FSCA has wide powers to ensure enforcement of these 
Enforceable Undertakings. 

RFEU 1 of 2018: Ian Young and Total 
SA Provident Fund (“Total Fund”) 

Facts:

2012 Ian Young was appointed the Principal 

Officer of the Total Fund

2013 The Total Fund appointed Lifesense as its 

administrator

2014 Lifesense appointed Ian Young as a 

director

Contraventions noted in the 
Enforceable Undertaking

Ian Young failed to avoid a conflict of interest in terms 
of the Pension Funds Act when he was appointed 
director of the Total Fund’s administrator. 

An impermissible gratification in terms of Directive 8 
of 2018 existed.

Enforceable Undertakings provided to 
the FSCA

•	 Ian	Young	would	resign	as	Principal	Officer.	

•	 He	 could	 remain	 a	director	of	 Lifesense,	 but	may	
not accept any appointment to the Total Fund 
or any fund to which Lifesense (or its associated 
companies) provide services. 

•	 The	Total	Fund	must	recruit	a	new	Principal	Officer.

•	 The	 Total	 Fund	must	 ensure	 that	 no	 officer	 has 
an interest in any service provider to the Total 
Fund. p

did not relate to the administration of the Fund, the 
investment of its assets, statutory duties under the 
Pension Funds Act or the Fund’s Rules.

•	 In	order	 for	 the	Adjudicator	 to	have	 jurisdiction,	
the Pension Funds Act requires that a complainant 
must lodge his complaint in writing with the Fund, 
the Fund must reply within 30 days and then 
the complainant can lodge a complaint with the 
Adjudicator. This had not happened in this case. 
The Tribunal concluded that the Adjudicator did not 
have jurisdiction to make a determination. This is the 
end of the matter against Mr Cohen.

•	 The	Adjudicator’s	Office	has	a	wide	discretion	as	
to what procedure to follow but it must be fair. 
The process had to be procedurally fair  which 
includes audi alteram partem (hear the other side) 
requirements. The parties to the complaint should 
have been made aware of the expert’s conclusions, 
reasoning and the facts he relied upon. The parties 
should have been given the opportunity, by the 
Adjudicator, to refute or correct the facts, provide 
new facts and adduce evidence of a contrary expert. 
These were fatal flaws in the process.

•	 On	 25	 April	 2019,	 the	 Tribunal	 set	 aside	 the	
Adjudicator’s order against Mr Cohen and sent it 
back to the Adjudicator for further consideration. 

2. FSCA – Information 
Circular 2 of 2019

The FSCA stated that it has continued, after 1 March 
2019, to receive applications for exemption from, and 
extensions to comply with, the Default Regulations.

The FSCA stated further that all exemption and 
extension requests must be received by the FSCA by 
16h30 on Monday, 25 March 2019.

Appropriate penalties will be considered by the FSCA 
for applications made after that date.

3. FSCA – Enforceable 
Undertaking

The FSCA has issued three Enforceable Undertakings 
in 2018 and 2019 to date and we set out the facts 
related to one of these below. 

What is an Enforceable Undertaking? 

Enforceable Undertakings are one of the new powers 
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ACTUARIES & CONSULTANTS ACTUARIES & CONSULTANTS

INDEPENDENT ACTUARIES AND 
CONSULTANTS

Do you need independent actuarial & investment advisory
services that is understandable and provided by a skilled, 
professional & experienced team?

To find out more about the impartial, customised actuarial & 
investment advice that we can offer you, please contact us:

Cape Town
Tel: +27 21 422 4373

Gauteng
Tel: +27 11 656 4170

Asim Gani (MD)
Email: asim@iac.co.za

National number 0861 333 820
Website: www.iac.co.za

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

Tel: (011) 643 4520
Fax: (011) 643 4535

2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041

Email: home@robsav.com
Website: www.robsav.com

Cadiant Partners 
Consultants & Actuaries

A firm of independent professionals, advising on Retirement 
Benefits, Healthcare, Investments and the provision of 
Actuarial Services.

Telephone: 011 783 1620
Fax:  011 783 1694

Postal Address: Private Bag X24, Sandton 2146

Contact: Virgilio da Silva
Email: virgiliod@cadiant.co.za

NBC HOLDINGS PROPRIETARY LIMITED
ACTUARIES, CONSULTANTS, ADMINISTRAORS & RISK MANAGERS

FSP NO 991

office 011 206 0000  
info@ nbc.co.za

Max Maisela Park, 22 Ridge Road 
Parktown, Johannesburg

www.nbc.co.za

But you can always count on our trusted tax 
annuals for completely up-to-date insights 
into the intricacies of South African tax law.

LexisNexis.co.za/tax-pw

It’s been a 
year of change
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COMMUNICATIONS & TRAINING

Market leaders in:

Ÿ Trustee and member educaon

Ÿ Independent trustee services

Ÿ Death benefit consulng

Ÿ Specialist communicaon

Ÿ Tracing services

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.icts.co.za

INVESTMENT CONSULTING
AND TRUSTEE SERVICES

EMPLOYEE BENEFIT ADMINISTRATION

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

Tel: (011) 643 4520
Fax: (011) 643 4535

2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041

Email: home@robsav.com
Website: www.robsav.com

When you’re planning ahead, you need 
the complete picture to make sound 
financial decisions.

LexisNexis.co.za/fs-pw

Look beyond 
the here & now

Death Benefits

Ÿ Outsourced death benefit consulng

Ÿ Unique technology soluon

Ÿ Full resoluon of the death benefit process in terms of 

Secon 37C of the Pension Funds Act

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.icts.co.za

INVESTMENT CONSULTING
AND TRUSTEE SERVICES

EMPLOYEE BENEFIT CONSULTING EMPLOYEE BENEFIT CONSULTING

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

Tel: (011) 643 4520
Fax: (011) 643 4535

2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041

Email: home@robsav.com
Website: www.robsav.com
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FINANCIAL PLANNINGESTATE PLANNING & FIDUCIARY

Sanlam Trust 
Beneficiary Fund

At Sanlam our reputation is built on a devoted, vigilant and 
caring approach. We look at the world of beneficiary support 
differently. We assess each beneficiary’s unique needs and 
ensure that we build and preserve their income to maintain 
an appropriate lifestyle.

Our Beneficiary Fund offers:   
    Unique life stage investment strategy

 Personalised support team for each beneficiary
 Low fees
 Free Dial-A-Teacher homework and project support in 

language of choice

 Food and clothing discounts at leading retailers

With high PO and guardian satisfaction levels, our credential 
as market-leading wealth protectors are well-founded.

Contact 

Thembi Xongo on T +27 11 778 6478 or C +27 82 082 7144  
E thembi.xongo@sanlam.co.za

Madi Carstens on T +27 21 947 4238 or C +27 71 689 1860 
E madi.carstens@sanlam.co.za

Sanlam Trust is a Licensed Financial Services Provider (FSP 21489)
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“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

Tel: (011) 643 4520
Fax: (011) 643 4535

2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041

Email: home@robsav.com
Website: www.robsav.com

Look beyond the 
here & now
LexisNexis.co.za/fs-pw

When you’re planning ahead, you need 
the complete picture to make sound 
financial decisions.

LexisNexis.co.za/fs-pw

Look beyond 
the here & now

This space could 
be yours.

To advertise in 
Pensions World 
SA please contact:

Michelle Baker 
Advertising & Custom Branding Sales
Tel: (031) 764 6725
Cell: (073) 137 1231
Fax: (086) 620 6768
michelle.baker@mediamarx.co.za 
www.mediamarx.co.za



S
E
R
V
I
C
E
S
 
D
I
R
E
C
T
O
R
Y

But you can always count on our trusted tax 
annuals for completely up-to-date insights 
into the intricacies of South African tax law.

LexisNexis.co.za/tax-pw

It’s been a 
year of change

INVESTMENT CONSULTING

INDEPENDENT ACTUARIES AND 
CONSULTANTS

Do you need independent actuarial & investment advisory
services that is understandable and provided by a skilled, 
professional & experienced team?

To find out more about the impartial, customised actuarial & 
investment advice that we can offer you, please contact us:

Cape Town
Tel: +27 21 422 4373

Gauteng
Tel: +27 11 656 4170

Asim Gani (MD)
Email: asim@iac.co.za

National number 0861 333 820
Website: www.iac.co.za

It’s been a 
year of change
LexisNexis.co.za/tax-pw

SOFTWARE & SYSTEMS

Ÿ Informaon portal for the rerement industry

Ÿ Electronic boardpack technology

Ÿ News, surveys, research and calculators

Ÿ Company and professionals directory

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  britsc@ebnet.co.za

WEBSITE:  www.ebnet.co.za

TRACING SERVICE PROVIDERS

TRACING SERVICES

Seng us apart in the industry:

Ÿ Various levels of tracing

Ÿ Document collecon services

Ÿ Invesgave tracing services

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.ictstracing.co.za
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A concise, yet comprehensive, exposition of the 
principles underlying South African trust law. 
Concepts are explained in a straightforward 
manner, making it an ideal student text or 
introduction to trust law for the practitioner who 
does not possess a legal qualification. It also attends 
to many issues pertinent to the trust in legal and 
commercial practice, so is a useful resource for the 
experienced legal practitioner in search of answers 
to contemporary trust law questions.
 

The Manual is a comprehensive online reference 
containing extensive commentary on the most 
pertinent Acts and is fully cross-referenced to the 
relevant sections of the legislation. It deals with the 
occupational social security arrangements in SA, the 
law on the administration of retirement funds and 
other employee benefits and their taxation.

To celebrate its 25th year in 
the industry, we’re offering you 

NEW RELEASE: 
Fundamentals of 
South African 
Trust Law

25% OFF Manual 
on South African 
Retirement Funds.
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