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L EMPLOYEE BENEFITS

‘ Provident fund annuitisation rules are here - so what now?

Mark Swanepoel, Senior Associate, Axiomatic, explains what
trustees and management committees should be proactively
dealing with in terms of the changes to retirement benefits
from 1 March 2021.

. Split service or integrated solutions?

Belinda Sullivan, Principal Consultant, Alexander Forbes
Financial Services, expands on the continued debate on
whether split-service or integrated solutions with a one-stop
service provider are better in the delivering of employee
benefits.

‘ Retirement savers still free to sabotage themselves

Even after the final reforms are in place, investors will remain
free to be their own worst enemy, writes Mica Townsend
Business Development Manager and Employee Benefits
Consultant at 10X Investments.

‘ Beneficiary funds - some top-of-mind questions

Olefile Moea, Chairperson, Fairheads Umbrella Beneficiary
Fund, deals with some very practical questions asked by
industry stakeholders at a recent industry webinar on
beneficiary funds.

The Trustee Toolkit lays a solid foundation for being fit
and proper

A solid foundation of trustee training ensures confident and
wise decision making by trustees writes Nicola Burger, Head
Trainer, Investment Consulting & Trustee Services.

COVID-19 vaccine included as a prescribed minimum
benefit

Clayton Samsodien, CEO, Phoenix Healthcare Consultants (PHC)
- a subsidiary of Phoenix FSG, provides more detail on the
procurement, payment and distribution of the Covid-19
vaccines in South Africa.

INVESTMENTS

>

A thriving South Africa will take alternative thinking by
pensions funds

In South Africa, we have reached a point that if we don't act
now and make sustainable investments with positive social
and environmental impacts, we are unlikely to generate
stable, long term returns, cautions Adam Bennot, Senior
Associate, Alternative Investment Services at RisCura.

Should cryptocurrencies be treated as an asset class in a
diversified portfolio intended for retirement savings?

Nic du Toit, Regional Head: Investment Consulting, Simeka
Consultants and Actuaries, questions whether crypto-
currencies should find their way into retirement fund
investment portfolios.

’ Investors able to generate positive returns whilst making
a positive difference

Johan Marnewick, Head of STANLIB Credit Alternatives,
asserts that some of the most attractive high-yield
opportunities at the moment can be found in private or
unlisted credit on offer in South Africa.

‘ Avyear to forget that will never be forgotten

To describe 2020 as a roller coaster for investors may just be
the ultimate understatement. Jonathan Wernick, Equity
Analyst, Sasfin Wealth explores the highs and the lows.

‘ Prepare, Diversify, Multi Manage.

Riccardo Fontanella, Head of Technical Marketing, Alexander
Forbes Investments, reflects on the benefits of a multi
managed investment strategy during times of market
volatility and unpredictability.

The COVID-19 pandemic exposes home truths about the
critical need for responsible investment

We can be sure that the COVID-19 pandemic has strengthened
and hastened the pre-existing trend of responsible investment
and green growth, asserts Khaya Gobodo, Managing Director,
Old Mutual Investments

Exactly how do Emerging Asset Managers fit into my
investment strategy?

The concept of investing with emerging asset managers
(EAM) in the South African context has been gaining
momentum over recent years. Tshepo Pule, Research and
Portfolio Solutions, Motswedi Emerging Manager Strategists,
looks at how to incorporate EAMs into your investment
strategy.

‘ Getting to grips with green bonds
At the recent Sustainable Infrastructure Development
Symposium, Government made mention of the issuance of
green infrastructure bonds to finance much needed
infrastructure projects that are key to revitalising the South
African economy. Santhuri Thaver, Head of Credit Risk,
Ashburton Investments, explores this financing instrument.

Six degrees of separation
Mike Adsetts, Deputy Chief Investment Officer at Momentum
Investments, describes how crucial responsible investing is in
our new interconnected world.
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Responding to the real needs of clients during a crisis -
what the pandemic has taught us

Those firms that stay close to their clients and respond to
their needs while fulfilling their fiduciary duty as custodians
of their investments will ultimately emerge the winners once
we can put COVID-19 behind us says Natalie Phillips, Deputy
Managing Director, Africa Client Group, Ninety One.

STOCK-TAKE

A revival in the life insurance sector: Growth potential at
MMH undervalued

Nicholas Stein, portfolio manager at Coronation Fund
Managers, delves into the thought process behind

Coronation's stake in Momentum Metropolitan Holdings.

PERSONAL FINANCIAL PLANNING

. Hybrid annuties: truly the best of both worlds?

Michael de Villiers and Henre Prinsloo, members of the
Retirement Matters Committee of the Actuarial Society of
South Africa, look into hybrid annuities and question
whether they are able to provide a level of benefits at a
competitive cost that cannot be matched by their traditional
cousins.

. Lessons from COVID-19 to boost your budget

A

Reflecting on the year gone by, Brett Mackay, Investment
Consultant at 10X Investments, discusses how we can adapt
and evolve our budgets for 2021 using five key budgeting
lessons forced on us by the Covid-19 pandemic.

INDUSTRY UPDATE

@ In the news

IRFA appoints a new board
Momentum Global Investment Management appoints
new investment director

@ Gearing up for 2021

Continuing the push towards Diversity and Inclusion,
developing standards for FPtech and improving consumer
education. These are all on the wish list of Lelané Bezuidenhout
CFP®, CEO of the Financial Planning Institute.

e Reflections on the 2020 IRFA conference

pg02

Enos Ngutshane, President of the Institute of Retirement
Funds Africa (IRFA) provides feedback on pertinent topics
discussed at their very successful virtual conference held in
November 2020, and introduces the IRFA's new Management
Board.
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Adjudicator rules employer is entitled to pension
deduction after double salary payments

The Deputy Pension Funds Adjudicator, Advocate
Matome Thulare, has ruled that an employer was entitled to
claim a deduction for double salary payments made to the
complainant for over two years.

LEGALROUND-UP

>

@ annuitisation

Legal update: Q1 2021 - Explaining compulsory

Leanne van Wyk, Director, ICTS Legal Services (Pty) Ltd,
explains the detail on compulsory annuitisation that comes
into effect on 1 March 2021.

. TRUSTEETUTOR

-

@ Issue 5— Types of retirement funds

MOVING UP

This edition of Moving Up features:

e Ashley Singh, CIO Sanlam Corporate

¢ Ntombizethu Sibisi, BDM Fairheads

* Miranda Mkhumbuzi-Rasehala, Senior Associate
Soonder Associates Inc

e Carolyn Weil, Senior Investment Consultant,
Mentenova
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EBnet's digital
platforms reach out to
over 287,000
individuals via our
affinity groups on
LinkedIn and Twitter

South Africa’s only predominantly retirement industry (institutional focused) digital media
platform, providing daily information to retirement fund PO's and Trustees to assist them
in the execution of their fiduciary role. An invaluable knowledge portal to advisers and
consultants to retirement funds and members to improve their level of knowledge.




Editor’s Comment

David Weil, CEO ICTS Group of Companies

icrs MOTSWEDI

WEALTH EMERGING MANAGER STRATEGISTS

INVESTMENT CONSULTING TRACING SERVICES

AND TRUSTEE SERVICES

LEGAL SERVICES

2020 was undoubtedly a difficult year for investors, advisers and service providers ... in fact, for the whole industry. But one
outcome of 2020 that deserves celebration is the resilience demonstrated by the retirements industry as a whole. Before we all
knew it, we were absolutely comfortable with managing our various deliverables from home and running client meetings
effortlessly on the various online platforms that we had once found completely daunting. If you had secretly hoped that 2021
would be different, by now you're probably disappointed to realise that online meetings and virtual seminars will be with us for
some time to come —even possibly forever.

Whilst editing this latest issue of Pensions World, | was struck by how we each seem to come at the same topic from very unique
and differentangles. This got me thinking about how, in this new online world of work, it is becoming rather easy to simply fallinto
an “everybody thinks like | do” mindset — supported by algorithms which ensure that social media and Netflix feeds us things that
appeal to us based on our interests and past online behavior. And so, as we embrace this electronically connected world, it is
important to appreciate that lines of communication have become more complex and be mindful of the downsides of online
interaction.

We all know that communication is made up of both verbal and non-verbal cues. In fact, some have said that non-verbal
expressions have up to 93% more influence than only text. Digital body language is becoming a thing! The next time you're
engaging with colleagues on a team Whatsapp group, you might pause to think how your words might be interpreted (or
misinterpreted).

Then there are the unconscious biases, the underlying attitudes and stereotypes, which we all bring with us into our interactions
and affect how we understand and engage with each other. If we are to truly embrace diversity and value the differences in
perspective, we need to give each other space for differences in personality, communication styles and opinions. When you catch
yourself attaching meaning to the photographs on a colleague's wall in the background or the curious children popping into your
meeting, stop yourself and examine why you're interpreting this in the way that you do, and challenge your underlying
assumptions and beliefs.

In

2020 taught us that if we are to succeed in this “new normal” we need to learn new skills and habits. Effective communicationand
embracing diversity are key skills required to understand and collaborate with each other for the benefit of all involved in our
industry. In Pensions World we seek to continuously provide the different perspectives on trends and legislative developments to

foster richer conversations between industry role players.

I'trust you find thisissue interesting (and challenging!) reading, until the next time, keep safe.

Please note that this publication has been approved by the FPI for CPD purposes.
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Looking further to bring
opportunities closer?

Investing locally can feel like the safer option. But by limiting yourself
to 1% of the global equity market, you could be missing out (o]
in other areas of the world.

Schroders has over 200 years of experience investing in global
so you can rest easy knowing that if you decide to diversi

yo
investments, you will be in expert hands. f¥

Please remember that the value of investments and income
may go down as well as up, and you may not get back the a

originally invested.

Find out more.

schroders.co.za

For what matters most. SChI‘OdeI‘S

Marketing material for investment professionals and advisers only. Issued by Schroder Investment Management Ltd, an authorised financial services provider FSP No: 48998,
registration number 01893220. (Incorporated in England and Wales). The value of participatory interests may go up or down and past performance is not necessarily an
indication of future performance.



Provident fund annuitisation
rules are here - so what
NOW?

Mark Swanepoel, Senior Associate, Axiomatic

As a provident fund member, it is now more
important than ever before to be proactive in your
engagement with the growth of your fund benefits.

As members should all know (but most do not!), the fundamental difference between provident funds
and pension funds in the past was how you were able receive your retirement benefit. With a pension
fund, you can only take one third of the capital in cash and the balance must be paid as a monthly
income (provided the gross benefit is more than R247,500), whereas with a provident fund, a retiring
member could get the fullamount as a lump sum irrespective of the value of the benefit.

Prior to March 2016, the tax relief was more favourable to pension funds in respect of monthly contributions; however, the intention
was to treat both pension and provident funds the same after March 2016. The tax treatment was then made consistent and, from
1 March 2021, the retirement benefit for future accruals will also be consistent.

Members closer to retirement (over age 55 on 1 March 2021) must understand that this change will not affect them whatsoever
as long as they stay in the same provident or provident preservation fund. However, for those younger than 55 at the time the
change is implemented, these members will have to purchase a pension with at least 2/3" of their retirement savings
accumulated after 1 March 2021 and may take 1/3" as cash provided the gross benefit exceeds R247,500.

Below is an illustration of how this will work in practice.

Everything saved up to 28 Febmuary 2021 in Everything saved from 1 March

the provident furd &5 treated as “POT 1" 2021 a providentfund is
trasted as "POTZ" Retir t
This inchudes investment growth eamed in e
the past and Invastmant growth golng This Includes Investmant Dte
forward growth earnad galng foreard.

Before Retiremant: much of Pot 1to take as cash -

If a membar lesvaes the Fund which s taxed

before or after 1 March 2021, be has
everything saved (Pot 1 & Pot 2) Maember must purchase a pansion
Is avallakla and the marmbar can with at least 2/3rds of Pot 2

still choose how much cash to

LInilesE s 15 bags thar R24T, 500 = Ehen the
‘take. Anything taken as cash will | ooy o sk 1t ll a5 cosh or purchase
be tmeedl | = pansion; AND Uriess 2 member ¢ age 55
or older ssat 1 March2021 then they can

Ul chooge to take the Tl Bmount out Bs
cash.

Pensions World SA | March 2021
pg07




These changes have a couple of notable consequences for
provident fund trustees.

Firstly, members of provident funds must be adequately
informed to ensure that they fully grasp the consequences
of the change, particularly that this is a change that (1)
affects them only at retirement and (2) that this is not a
retrospective change. It is important to ensure that there is
no misconception of the impact of the changes and thus no
cause for panic or concern leading to cash outs, which we
saw happenin 2016.

Secondly, it is absolutely vital that the Section 13B
administrators ensure that their systems and processes are
correctly configured for the 2 separate pots of savings to be
managed properly. The correct division will have a significant
effect (especially for members far from retirement, but who
have also accumulated a large savings pot by 1 March 2021)
on the possible options and treatment at retirement.

It is vital that accurate, informative and knowledgeable
information is provided through the Retirement Benefit
Counselling process. Where funds use counsellors to contact
and provide information to members, these counsellors
must be properly trained and be fully conversant with the
implications on retirement for provident fund members to
avoid any misinformation which results in incorrect or
inappropriate decisions being made. Default annuity
strategies may also need to be relooked at and
communicated appropriately with this change in mind.

| believe that it is now more important than ever that
members are engaged through the various channels
available to them to get information about their benefits;
especially for peace of mind to ensure that their 2 separate
pots of savings are being looked after correctly. In addition, it
is also now more important than ever for trustees,
management committees, employers, and independent
consultants to review and scrutinise the processes in place
and communication issued by the administrator to ensure
that no misleading, confusing or incorrect information is
given to members.

This is a change in process which should not be hugely
complicated, but many administrators continue to fall short
when implementing process changes. The hope is that this
will not be the case here and, in the long term, the change
ultimately benefits retirees with improving the longevity of
their income in retirement — which is really the purpose of
the change.

Of course for this to be the case, it is implied that we have
solved the problem of high cash-out withdrawal statistics
which is far more complicated and impossible for the
retirement fund industry to do on its own.




Split-service or
integrated solutions?

Over the years, debates have continued on whether split-
service or integrated solutions with a one-stop service
provider are better in the delivering of employee

benefits.

Belinda Sullivan, Principal Consultant, Alexander Forbes Financial Services

The most appropriate approach relies on the correct focus on

what the objectives should be in managing the retirement fund

and associated group risk benefits. This entails ensuring that

suitable solutions are in place throughout the member or

employee's lifetime to provide for:

e a reasonable income replacement throughout their
retirement

e access to education around money and debt management

» access to financial planning advice and counselling

e protection of their accumulated wealth in the event of
disability or death

To properly address the integrated solution approach, one
needs to review the retirement fund in the context of South
African legislation and the regulatory environment within
which it operates. We have seen significant change in the past
few years on this front with more focus on more robust
regulation to protect the interests of members. We also know
that the Covid-19 pandemic has resulted in significant health
and economic challenges, affecting the provision and design of
benefit offerings.

With this, the integrated approach has made advice, solutions
and support easily accessible to trustees, employers and
members, especially at this time of financial distress. Providing
adaptable solutions through a central point has proven
successful, covering all aspects of the fund and the employer's
benefit programme.

In light of the changes in the environment, trustees and
employers need to constantly re-evaluate the benefit design of
their employee benefit arrangements and review:

» whether member needs are being met, and
 evaluate how any shortfalls can be addressed

We have seen the integrated approach evolve and ultimately
improve long term outcomes for members through holistic
advice and sourcing best solutions for members, considering
TCF and the default regulations.

Here are the advantages of using an integrated approach with
one service provider:

1. Isconvenientand easily accessible

We live in a world where time is really a commodity. The
convenience of the key relationship manager facilitating
interaction across all spheres of the retirement fund and
associated group benefits helps trustees and employers focus
on other important aspects in managing the fund or on their
core business.

2. Delivers packaged solutions

Packaged solutions include consulting, investment,
communication, administration and individual advice and
counselling aspects. The ability to tailor the advice and source
alternative solutions through the integrated approach has truly
been tested during the pandemic, where decisive action was
taken, and solutions implemented to support clients in distress
and manage expectations.

In a split-service environment, every solution is a tailored
solution, resulting in higher costs, inferior solutions or both.

Pensions World SA | March 2021
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Split-service or integrated solu

3. Reducesrisks and is accountable

Integration requires teams to collaborate within the service
provider, encouraging greater oversight through peer reviews.
Understanding each area's level of expertise, and working
together, promotes a beneficial environment for managing the
retirement fund.

An integrated approach also enables the fund information
officer to have more oversight and control of the data and
reporting due to accessibility and management through one
provider.

Splitting the components of the solution between several
different providers increases the number of providers that
clients need to deal with. This introduces a major risk of
accountability for clients. A single provider provides ultimate
accountability for services provided.

4. Isefficient and saves costs

In a retirement fund, the ability of one service provider to
deliver is often dependent on receiving information from
others. An integrated provider can be significantly more
efficient because consultants and administrators are much
more familiar with each other's processes and systems.

The issue of costs is subjective. Ultimately, it is expected that
having a single service provider can introduce economies of
scale and cost savings. Processes, advice and solutions can be
standardised to some extent.

Pensions World SA | March 2021

5. Spendson research and development

Any innovation that takes place in any industry will take place
because the innovators are motivated by the long term payoff
on their investment in research. The pursuit to provide an
offering that will improve member outcomes and the client
experience throughout their journey continues to drive
innovation and service excellence. Separate service providers
may be less inclined to spend on research and development, or
being spread across too many service providers means the
fund or client may miss out on innovation.

6. Reduces gapsinservice delivery

Trustees have increased responsibility to ensure that there are
no gaps in the services provided, and this is exacerbated by
even greater governance requirements. An integrated
approach limits this exposure for trustees and the employer.

The advantages of an integrated single service provider far
outweighs any negatives. That is largely because single service
providers offer many day-to-day administrative advantages.
There are several significant, practical advantages to using
single service providers as highlighted. It is far easier to build
integrated solutions where some overlap of services does exist.

Integrating the delivery of information, counselling, advice and
providing the appropriate solutions at the right time through
the group arrangements has improved financial well-being for
individuals. Ultimately, clients' interests must come first.



Retirement
savers still
free to
sabotage
themselves

Mica Townsend Business Development Manager and Employee Benefits Consultant,
10X Investments

Almost 10 years after National Treasury embarked on its
_ mission to strengthen South African retirement savings,
7 the final reforms are scheduled to come into effect on
1 March 2021" but, unfortunately, fund members will still be free to sabotage
their own retirement.

As pertinent as some of these reforms are, they are unlikely to achieve the overarching objective, to “improve preservation ... and
ensure higher levels of income in retirement”.

The reforms do not adequately incentivise, or enforce, appropriate behaviour. This means that fund members are likely to continue to
make poor investment decisions and cash in their savings early, a very common course of action that tends to have a crippling effect on
aretirement saver's final outcome.

Inits initial discussion paper in 2012, “Strengthening retirement savings”, Treasury argued that the complexity of the existing tax laws —
the arbitrary differences in tax deductions, access rules and annuitisation requirements across fund types — discouraged saving and
added unnecessary costs.

It has, therefore, acted to harmonise these rules. Since 1 March 2015, the maximum annual tax deductible contribution to pension and

provident funds and retirement annuities have been standardised as 27.5% of gross remuneration or taxable income (with a cap of
R350000).

" According to the Taxation Laws Amendment Bill of 2020, the compulsory annuitisation of provident fund benefits will be
implemented with effect from 1 March 2021.

Pensions World SA | March 2021
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Retirement savers still free to sabotage themselves

In the final aspect of these reforms, which come in effect on 1 March 2021, provident fund members must use at least two-thirds of
their savings to buy an annuity that will pay them an income in retirement (as pension fund and RA fund members are already obliged
to do).

In principle, this is a good thing. For the great majority of people, purchasing an annuity is the most sensible and tax effective
way to manage their retirement savings. It is sensible because the legal draw-down limits will enhance the longevity of those
savings, and tax effective because it lowers the average rate at which those savings are taxed.

Those entering the workforce after this reform has been enacted will find a far simpler system. They will see no difference between
pension and provident funds; only Retirement Annuity (RA) funds will stand out, and only because there is no option to cash out
savings in an RA fund when changing jobs; as these funds are not connected to an employer.

Current provident fund members who are younger than 55 when this reform is enacted will have to contend with a complex blend of
the old system and the new one. The new rules will apply only to contributions (and returns made thereon) after the reform is
enacted. So-called vested rights (the provident fund balance on the day before the reform is enacted and subsequent returns
thereon) may be still claimed under the old rules (in other words, as a lump sum) at retirement.

Fund administrators will have to separate these balances, possibly for the next 40 or 50 years still.

If nothing else, this separation will underline the importance of preserving even seemingly small amounts. To illustrate, in the context
of a 40-year savings plan, the vested balance after just 10 years (plus subsequent returns) will make up some 45% of the final savings
balance.

Even those who had been saving for just five years on the scheduled enactment day of 1 March 2021 would have 30% of their fund
balance subject to the old provident fund rules. Add in the one-third lump sum portion available from the non-vested portion, and
these savers would still be able to cash in more than half their savings in 2055. The potential for significant lump sum leakage at
retirement will thus be with us for decades to come.

But even doing away with vested rights would not stop it all. There is just no point locking the stable door after dark when it stands
open all day. Without mandatory preservation before retirement, those who are determined to avoid an annuity will simply exit their
fund before retirement. The lump sum tax penalty will not dissuade them, just as it doesn't dissuade most people today.

So, unfortunately, by protecting vested rights and avoiding compulsory preservation, the mandatory annuitisation of provident funds
may do little to raise income levels in retirement. That outcome will still be largely down to individual behaviour, meaning most fund
members will continue to focus on their short term needs at the cost of their retirement lifestyle.

To book advertising visit:

www.pensionsworldsa.co.za
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[ICTS

TRACING SERVICES

We have been around the block a few times, so all governance
processes are in place. We’ve established a state-of-the-art call
center manned by skilled investigators and a document
collectionteam that understands your funds needs.

You only pay for successful traces.

For more information, please visit our website, www.ictstracing.co.za or contact:
Chris Combrinck or Revlon Selotole on 087 702 3800 or
chrisc@ictstracing.co.za or revlons@ictstracing.co.za
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The COVID-19 pandemic has led to severe economic hardship for
millions of South Africans. During these difficult times, there is no
doubt that beneficiary funds have come to the fore. Stats SA

figures released in early October 2020 showed that more than 2
million jobs were lost in the second quarter of 2020.

Olefile Moea, Chairperson, Fairheads Umbrella Beneficiary Fund

The economically vulnerable have been particularly hard hit. Those who have lost a breadwinner are relying on grants and, if they
are fortunate, on the steady income provided by a well-managed beneficiary fund. This can make all the difference to a family,
helping to boost household income and keeping a roof over the family, thereby benefitting the minor who may be the beneficiary
fund member.

At a recent industry webinar on beneficiary funds, a panel of beneficiary fund trustees answered a range of questions from
retirement fund trustees, consultants and other stakeholders. Following below are a selection of questions asked during the
webinar which give an indication of what is on peoples' mindsin the current climate.

Q: How do you track whether the guardian is in fact taking care of the beneficiaries, particularly where the children are
under 10-is there a way to “police” this?

In addition to an annual Home Affairs check, most beneficiary fund processes stipulate that every guardian or caregiver
must provide a Proof of Existence (POE) each year. This is either completed in interview format with the beneficiary fund,
or by sworn statement. The process involves confirming that the guardian or caregiver is alive, the beneficiary is alive and
that the beneficiary remains in the care of the guardian or caregiver. In addition, the beneficiary fund service provider
should collectinformation to do with the child's progress through school as well as their general well-being.

This information is matched against the information the beneficiary fund has about the beneficiary, and any discrepancies
areinvestigated through a fraud and forensics process.
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Beneficiary funds - some top-of-mind questions

Thereisindeed a risk that some guardians may abuse funds and this is why best practice is for the beneficiary fund to limit
the amount of money paid out asincome to the guardian or caregiver on a monthly basis. The majority of assistance that
the beneficiary fund provides is paid out as capital assistance. Every capital request is assessed by the beneficiary fund.
Safeguardsin place shouldinclude:

. Capitalis restricted to an annual budget.
. Supporting evidence is required for all payments.
. Paymentis made directly to the service provider (school or uniform provider).

Regular communication with the family is the most important point in combatting fraud. Information from every
interaction with guardians and members should be used to test for compliance and inconsistency.

Ultimately, where the beneficiary fund has any indication that money is being abused (and this includes their “gut feel”),
stepsshould be taken to investigate and rectify the situation.

Yes, death benefits stemming from retirement funds are excluded from the estate of the late member. The trustees of the
retirement fund will apply section 37C of the Pension Funds Act to these benefits.

Yes, beneficiary funds are tax exempt pension fund organisations.

Best practice is to communicate extensively with guardians and caregivers prior to suspending income. Usually, following
the income suspension, the guardian or caregiver contacts the service provider immediately, who would then reinstate
theincome (including back paying of any months which have been missed).

The short answer is that once a member reaches the age of majority, they have a legal right to the money held in the
beneficiary fund for them.

The slightly longer answer however is that the trustees of the beneficiary fund must exercise their discretion as to
whether it is in the best interest of the beneficiary to pay out the benefit. They cannot simply adopt a standard position
onthis, but must exercise their discretion with due care.

This discretion sits with both the transferring fund trustees when considering the mode of payment for a major
dependent, as well as the beneficiary fund trustees when considering the termination of a beneficiary upon reaching the
age of majority.
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How do you set up a beneficiary fund for mentally incapacitated individuals, which could include older people, not just
minors?

There are many cases of major members who are suffering under some legal disability. It is firstly important for the
beneficiary fund to understand the extent of the disability so that they can customise the approach.

For example, some disabled members are able to operate a bank account for day to day expenses but are unable to deal
with larger financial decisions.

Service providers will work with social workers, the family, government institutions and NGO's to find a way to meet the
member's needs. The trustees will assess each case and approve claims as and when required.

What s the process in respect of unallocated funds?

Beneficiary funds applying best practice should have a robust procedure when dealing with unallocated funds which is
monitored daily with swift turnaround times for the establishment of amember sub-account.

As soon as a deposit is made to the beneficiary fund's bank account, it is matched against the member application
received. Where a member application has not been received, a process should be followed to identify the source of
deposit and contacting them. If no progress is
made on allocating the deposit (for example,
after three months) the funds are returned to the ’ h
source.

The industry is becoming increasingly concerned
about the length of time it takes for money to

reach dependants following the death of a loved

one. In fact, analysis on the time between the - A
death of the retirement fund member and the d i
e
r\

beneficiary fund has revealed some alarming
statistics — some funds take on average three

A '
establishment of the member sub-account in the ﬁ'"
"‘h

years to complete their investigation and
distribute the benefits, which is well in excess of
the 12 months prescribed period.

How do you deal with a beneficiary that is now
housed at an NGO Care Centre due to
circumstances, but the guardian is still receiving
theincome?

Where the beneficiary fund trustees become
aware the member is no longer in the care of the
guardian, they engage with them to understand
what the child's circumstances are. In some
cases, it remains appropriate to continue to pay
the guardian the monthly income as they may be
looking after the day to day needs of the child. In
other cases, itis more appropriate to suspend the
income payment and deal directly with the NGO
to pay any amounts thatare due.




The Trustee Toolkit lays a
solid foundation for

being fit and proper

By now, all retirement fund trustees in South Africa should
have completed the FSCA's online Trustee Toolkit. | wonder
if you have done it yet?

Nicola Burger, Head Trainer, Investment Consulting & Trustee Services

This legislative requirement came into effect on 10 July 2020 through the FSCA's Conduct Standard 4 of 2020 (RF), which provides for
the “Minimum skills and training requirements for board members of pension funds”. Effectively this Conduct Standard gave all board
members six months in which to have completed the online assessment with the deadline date being 10 January 2021. It then
requires all new board members to have completed the assessment within 6 months from their date of appointment to the board.

So, does this now mean that all trustees are suddenly “fit and proper”, have full knowledge of everything about retirement funds and
are able to appropriately manage their retirement funds? If faced with complicated investment questions around the strike price of a
derivative would they be able to answer? Somehow, | doubt it. In fact, if asked the difference between a retirement fund and a
retirement annuity | can honestly tell you that | doubt many board members, even those who have completed the Trustee Toolkit,
could adequately answer. The question is then: what is the toolkit achieving and where do board members go from there?

| often tell board members that their educational journey as a board member is a bit like building a house - and that even once the
building is complete, maintenance continues - in fact, it never ends. Board members, when elected or appointed, do not somehow
instantly know everything retirement fund related - in fact, most often their term of office expires just as he/she is starting to feel
familiar with the issues at hand. So, how do we build that house as quickly as possible without cutting corners and having it all fall
down, like the foolish man who built his house upon the sand?

As like any house, the key to a solid understanding is the foundation. Build a strong foundation, like the wise man who built his house
upon the rocks, and the rest will follow. | believe that this foundation is through trustee training. Training provides a platform for
engaging, the sharing of knowledge and experience, as well addressing the key areas that concern trustees. It is always amusing to see
just how interesting trustees find learning about divorce and its potential impact on their retirement fund! There is no greater feeling
for atrainer than seeing the “lights go on” and delving into a discussion and/or debate with trustees.

The Trustee Toolkit is a part of your foundation. While it does not examine technical details and fund finances, it does focus on key
governance principles, looking to ensure that board members do things right because it is the right thing to do. The Toolkit goes
further to ensure that trustees are aware of the broad and onerous fiduciary responsibilities they have. Certainly, in a world constantly
rocked by stories of governance failures, it is critical that these values are instilled in trustees at all time.

Once that foundation is set, and the board members understand the why, what and how's about their fund the rest of the house can
be built. This takes time. Advanced training, specialist courses and practical and in-depth insight follows.
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The Trustee Toolkit lays a solid foundation for being fit and proper

The Conduct of Financial Institutions Bill, when promulgated, will make it mandatory that trustees meet fit and proper standards.
Whilst these requirements are yet to be revealed, it is confirmed that trustee training will be a formalised requirement for trustees.
This is to be welcomed by trustees because, after all, trustees make decisions about other peoples' money.

2020 brought significant challenges to the way in which we all operate. Suddenly we were unable to meet face-to-face and have had to
adapt. Board meetings moved online and so did training. Change is difficult, but as | often say to board members about this time, “itis
whatitis, so let's get on with itand learn”.

Change also brings opportunities and many have taken this time of uncertainty to relook at the way things are done - trustee training
included. It may look and feel different to the past, but the end goal remains the same. Build that house trustees - get the foundation
right and go forward - be the wise man who built a house upon the rocks.

......
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Medical Schemes (CMS) that Co

included as a prescribed minimum ben
procurement and distribution of vaccines do not fall

within the ambit of medical schemes.

Clayton Samsodien, CEO, Phoenix Healthcare Consultants (PHC) - a subsidiary of

Phoenix FSG.

Government will be the sole purchaser of vaccines before
allocation to regional authorities and the private sector. The first
doses of the vaccines are expected to arrive at the end of
January 2021 and the government has an ambitious goal of
vaccinating 31 000 citizens a day. This is according to Phoenix
Healthcare Consultants (PHC) - a subsidiary of Phoenix FSG —
managed by CEO Clayton Samsodien.

“It is laudable for the CMS to announce that Covid-19 vaccines
will be included as a PMB. However, we need to remain
cognisant that although the National Treasury will fund the
majority of the cost, government will look to medical insurance
providers to contribute. This means that medical insurers could
contribute to the insured and the uninsured, a solidarity
principle in action,” says Samsodien.

PMB treatment is covered in full by medical schemes meaning
that no member co-payment is necessary. The majority of
medical schemes already have partnerships with pharmaceutical
companies to deliver various forms of wellness initiatives such as
screening, preventative tests and flu vaccinations. It is expected
that schemes will build on these partnerships to deliver vaccines
to members when available.

The CMS has always argued for medical schemes to ensure 25
percent solvency to fund future material healthcare expenses
such as pandemics. Schemes themselves countered this
argument indicating that the high level of solvency was not
required and could rather be used to reduce the rising cost of
healthcare. Currently, schemes are sitting with an estimated
R66 billion in reserves that could help all South Africans with
access to vaccines and not just those that are members of
medical schemes.

Says Samsodien, “The percentage of reserve funding of a

medical scheme will have an impact with the other
demographics of the risk pool like average age and pensioner
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ratio of members. The higher the average age of members, the
more the likelihood of members with comorbidities who will
need to be vaccinated earlier in the vaccination drive.”

Government has indicated that it will follow international
standards and practice in terms of the vaccine rollout once
secured. Front line health care workers will be vaccinated first,
then essential workers, persons in congregate settings, persons
over 60 years, persons over 18 years with comorbidities
followed by other persons over 18 years and then the general
public. However, there remain numerous factors at play
delaying the procurement and delivery of vaccines locally.

South Africa is a party to the World Health Organisation (WHO)
COVAX facility. Health Minister Zweli Mkhize indicated that
South Africa will be receiving vaccines from the following
manufacturers:

e 5%from Moderna

e 5% from Pfizer

e 70%from AstraZeneca

e 20%from Johnson & Johnson

It is reported that approximately 34,5 million doses of Covid-19
vaccines have been secured. Approximately 40 million people
need to be vaccinated to achieve herd immunity. Important to
note is that vaccination is not compulsory.

Government has also indicated that it is developing an
electronic vaccination data system in partnership with leading
multinational technology firms. This will include a national
register of all vaccinated citizens, each of whom will be provided
with a vaccination card.

“Looking at the proposed National Health Insurance (NHI), what
the pandemic has done is to push the project even further down
the road. It appears that NHI cannot be implemented by 2025
given the current economic climate,” concludes Samsodien.

pg20



INVESTMENT§




The world is

changing.

Why have employee benefits

stayed the same?

Introducing the first ever
needs-matched group risk cover,
designed to meet the needs of a
21st century workforce.

BRIGHTROCK

Copyright © February 2021 BrightRock. All rights reserved. Terms and conditions apply.




Adam Bennot, Senior Associate, Alternative Investment Services at RisCura

There is much focus in the retirement industry on
improving retirement outcomes for South Africans. But
there is little point in retiring with a decent pension if the
society and environment you retire into is undesirable or
unliveable.

Nor will you actually have a decent pension if the retirement industry doesn't make sustainable investments with positive social and
environmental impacts. The two are inextricably linked.

From a public policy perspective, many stakeholders believe that impact investing can deliver a public good, particularly in areas
where the government lacks the resources. For pension fund trustees, the argument may be around why capital should be used to
finance projects that should have been funded by government expenditure. The answer is quite simple. In South Africa, we have
reached a point that if we don't act now and make sustainable investments with positive social and environmental impacts, we are
unlikely to generate stable, long term returns.

The Covid-19 pandemic has harshly reminded us of the acute issues around health and how closely health outcomes are related to
poverty, lack of adequate education, human rights, the environment and racial, gender and income inequality.

For long term investors, of which pension funds are the quintessential example, sustainability should be an important concern. An
unhealthy, unstable and unsustainable economy cannot serve investors who have a multi-decade investment horizon, and who are
concerned about the livelihoods of the next generation and beyond.

Fortunately, there has been a significant shift globally over the last decade in the way many investors are thinking about the utility of
their investments. Conventionally, the focus was on risk and return with less concern for sustainability or the impact on people or the
planet. Increasingly, investors are concerned with the effects their investments have. “Knowing what you own” has become a motto
forimpactinvestors.

According to Schroders Institutional Investor Study 2020, 67% of institutional investors believe the role of sustainable investing will
become more important over the next five years.

Pensions World SA | March 2021

pg21



INVESTMENTS

pg22

sk

A thriving South Africa will take alternative thinking by pension funds’ ¥ -:-I_-l=' T ATt Lt

i . e llf""liii‘i:'

o
=|"""'J .

Impact investing has transformed from a mere concept a decade ago, to a formalised investment strategy and mandate
throughout the investmentindustry and according to the Global Impact Investing Network (GIIN), has a current estimated market
size of USD715 billion.

The Covid-19 pandemic is having a profound and lasting impact on the South African economy and we were already in a recession
before it began. Our unemployment rate hit a new high of 30.1% in the first three months of 2020, even before Covid-19 related job
losses were accounted for, and recent estimates forecast around an 8% contraction in South Africa's growth for the year. Without a
thriving, inclusive economy, investors and asset owners will struggle to reach the required investment returns to successfully reach
the “goldenyears”.

The medium term budget made it clear that the government faces some tough decisions as the country teeters on a fiscal cliff. Debt
servicing is likely to be nearly 16% of government expenditure, the single largest component and far weightier than allocations to
health, education and social assistance.

A paradigm-shift in the way we save and invest is needed if we are going to build a sustainable and inclusive economy. It's time to think
out of the box and consider alternative investment strategies.

South African investors have experienced a persistently low return environment for the past five years. There is unquestionably a
need to invigorate returns to ensure we can leave a legacy for tomorrow.

We believe that investing for developmental impact can drive sustainable returns and help tackle the imbalances that characterise our
country. Andimpactinvesting does not mean forfeiting attractive returns.

Animpact investing strategy offers a potentially powerful lever for retirement funds to diversify, spread their risk and enhance returns
all in a way that positively contributes to our struggling economy. Importantly, we can take advantage of the full mandate of
Regulation 28 of the Pension Funds Act which allows up to 35% of assets under management to be allocated to alternatives, unlisted
debt, unlisted equity and unlisted property.

Not only will moving even a small portion of institutional capital in South Africa have a ground breaking effect on driving the United
Nation's Sustainable Development Goals (SDGs), National Development Plan (NDP) and the recently published Economic Recovery
Plan, but it will also catalyse the impact investment industry. It could be the spark that launches South Africa as a leading global player
in the impact space. Just as in the past when we implemented substantial enabling policies like the Code for Responsible Investing in
South Africa (CRISA) and amendments to Regulation 28 to facilitate greater consideration of ESG factors, South Africa can become a
global impactindustry leader.
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Should eryptocurrencies

be treated as an asset
cIass in a dlverSIﬁed

portfolio ‘intended- for

retirement savings?

Nic du Toit, Regional Head: Investment Consulting, Simeka Consultants and Actuaries

In 2020, the value of Bitcoin increased from just under USD9,000 to around
USD40,000. This occurred amid record low real interest rates and continued

accommodative monetary policies.

Given this rife environment for speculative investments, it is
not surprising that investors are grappling with the question
whether cryptocurrencies should find their way into
retirement fund portfolios.

In 2008, an online posting of a pseudonymous white paper
envisioned a new way to transfer value over the internetinan
instant and a transparent way, without using the banking
system. This peer-to-peer electronic payment system,
explained by a “Satoshi Nakamoto” (who is yet to be
identified), set the scene for Bitcoin to lead the way for
cryptocurrencies to be a worldwide accepted medium of
transacting. The payment system was made possible through
an encryption methodology known as blockchain. Now, 13
years later, at the start of 2021, a single Bitcoin had a market
value of around USD40,000 (roughly R600 000) and according
to theinitial white paper there will be no more than 21 million
Bitcoins in circulation. Of these, an estimated 19 million have
already been made available for trade after being “mined”. At
today's market value, the 21 million coins represent a total
market cap potential of USD0.84 trillion (R12.6 trillion),
which is more than double the South African GDP of roughly
USDO0.35 trillion (R5.2 trillion).

The question remains, though: Does Bitcoin, or any other
cryptocurrency, have a place in a well-diversified portfolio
and canit be considered a sustainable asset class?

In 1997, Robert J. Greer published an article in the Journal of
Portfolio Management where he identified the following
three criteria to be used to specify asset classes for the
purpose of asset allocation:

1. Assets within an asset class should be relatively
homogeneous or similar — the assets that make up an
asset class should exhibit similar characteristics.

2. Asset classes should be mutually exclusive — an asset
should only be able to be categorised into one asset class
(in other words, there should be no overlap between
asset classes).

3. Asset classes should be diversifying — have a low
correlation to other asset classes.

In order to make sense of these asset classes within portfolio
theory, asset classes can then be categorised as either being
local or offshore, public or private, as well as traditional or
alternative in nature. While classifying asset classes into
either local or offshore, public or private markets may be
easier to comprehend, the other asset classifications are
more elaborate. In layman's terms, alternative assets
represent real assets which are more sensitive to inflation
and can represent a store of value, whereas traditional assets
like equities and fixed income securities are more sensitive to
market conditions
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Should cryptocurrencies be treated as an asset class in a diversified portfolio intended for retirement savings?

Let's see how Bitcoin fits into these criteria:

1. Homogenous attributes?

Deemed a cryptocurrency, Bitcoin paved the way for
various other cryptocurrencies to follow in its wake, such as
Ethereum, Ripple and Litecoin. Although these competing
currencies differ somewhat in purpose and construction,
they all use blockchain encryption as a method of
transacting or storing value. Therefore, cryptocurrencies
can be considered a homogenous asset class.

2. Are cryptocurrencies mutually exclusive?

Considering Bitcoin and other crypto assets we can argue
that they are more closely aligned to alternative assets, in
the form of real assets rather than traditional assets. A
cryptocurrency is perhaps the most comparable to
investments in commodities or hard currencies, as it serves
as a means of payment or to preserve purchasing power of
money. However, unlike commodities, cryptocurrencies do
not offer any value derived from an underlying tangible
asset whatsoever, as they don't offer returns in the form of
utility, dividends or interest payments. The only available
return is derived from the fluctuation of the capital value
per unit once realised. Although Bitcoin has been themed a
currency it also has no link to any jurisdiction or authority,
and therefore does not offer any protection from a
legislative perspective. Cryptocurrencies' value drivers are
somewhat unclear and more aligned to sentiment and the
intentions of their accountholders. Whether this asset class
is therefore mutually exclusive remains to be seen,
especially when compared to other commodities like gold.

3. Are Bitcoin and cryptocurrencies diversifying?

In a CFA Research Institute paper issued by Matt Hougan
and David Lawant in January 2021, they point out that
Bitcoin's historical performance characteristics exhibit
three main attributes which prove, at least for now, it
exhibits diversification benefits: high returns, high volatility
and low correlations with traditional assets. The research
indicates the cryptocurrency was the best performing
investment of the past decade, although it had a bumpy
ride. Over this period, Bitcoin underwent six different peak-
to-trough drawdowns of more than 70%. Lastly, although
Bitcoin did indicate low correlations to traditional asset
classes, this might be temporary as Bitcoin remains an early
stage investment opportunity.

It therefore seems one could qualify cryptocurrencies as an
asset class given some leeway in its interpretation of being
mutually exclusive and assuming the current diversifying
benefits will remain, but would it be prudent to invest in such
an option when considering retirement savings?
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Itis imperative to understand that, when investing into such an
asset class, there are other factors to consider, including:

» applicable legislative environment;

e taxconsiderations (applicable to taxable entities);

¢ selecting the appropriate investment vehicle;

¢ valuations and marketability;

e operational liquidity issues; and

¢ expense and fee considerations.

After considering the factors listed above, it becomes clear that
cryptocurrencies do not yet qualify as sustainable investments
for institutional investors. At this stage, the cryptocurrency
market is not sufficiently developed and regulated for this
asset class to be seriously considered by institutional investors.
To address this concern in South Africa, the Financial Sector
Conduct Authority (FSCA) recently published a draft
declaration of crypto assets as a financial product under the
Financial Advisory and Intermediary Services Act (FAIS) which
is a step in the right direction to protect vulnerable investors in
the interim. The selection of the investment vehicle is also an
issue, as it enabled the rise of unscrupulous market
participants as evidenced by recent cryptocurrency fraud.
There are examples of investors who invested in Bitcoin early,
only to find a hacker managed to get hold of their valuable
information to enrich themselves, which reflects positively on
the asset but not the intended investor. Furthermore, valuing
these assets is one of the most complex, challenging and
disagreed-on aspects of the crypto market. Regarding liquidity,
another big concern is that research showed about 2% of the
anonymous Bitcoin ownership accounts that can be tracked on
the crypto-currency's blockchain control 95% of this digital
asset. This can significantly distort prior statistical findings
since correlations to traditional asset classes could therefore
simply be spurious, or worse, market manipulation. When
liquidity becomes a concern transaction costs can be high,
eroding value.

We canvassed a number of asset managers to get their view on
investing in cryptocurrencies. Many asset managers agree on
the importance of monitoring developments in this space but
agree that the market is not mature enough to consider
allocating assets into a retirement fund portfolio.

In summary, the cryptocurrency environment is still new and
evolving with a somewhat uncertain future. The rise of
cryptocurrencies can pave the way for technological
improvements due to the underlying blockchain encryption it
uses, and its applications in the financial industry. However, as
with any new technology, early-stage adopters could make a
handsome profit but must be aware that substantial losses are
also possible. When saving for retirement such risks are not
prudent to accept.
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Johan Marnewick, Head of STANLIB Credit Alternatives

Attractive yields are available to institutional investors willing to look beyond traditional markets in
developed economies. Some of the most attractive high-yield opportunities at present can be found in
private or unlisted credit on offer in South Africa.

Private assets also present real opportunities for investors to be effective in raising environmental, social and governance (ESG)
standards in developing economies and being the catalyst to making a positive difference in communities.

Investing for good

The idea that returns can be measured, not just by profit, but the upliftment of people, communities, taking care of the environment
and society at large, is a compelling notion for a holistic approach to wealth creation and preservation, and is not new.

In the South African context, where economic reform and structural investments are sorely needed, the opportunities to combine
impact with profit are immeasurable, especially when viewed through the lens of the United Nations Sustainable Development Goals
(UN SDGs). The COVID-19 crisis has further emphasised the need to combine social sustainability and strong governance with key
investment outcomes for investors.

Some key themes

Many stakeholders believe that private debt capital can make an enormous contribution to ESG investment propositions and many
investors are motivated to do just that. There is a need to drive economic inclusion and help South Africa to develop, while giving
investors measurable and predictable outcomes that reward them for the risks taken.

Some key themes stand out in the quest to maximise impact and investment outcomes.

The first theme is infrastructure, which is dissected into social and economic sub-categories. Social infrastructure activities focus on
helping build and develop sustainable communities - by investing into areas of affordable housing, education and healthcare, fulfilling

SDG 3 (Good Health and Well-Being) and SDG 11 (Sustainable Cities and Communities).

Economic infrastructure projects focus on creating jobs, new business growth opportunities and economies of scale in
telecommunications, utilities, transportation, as well as state owned enterprises and municipalities.

In line with the UN SDGs and South Africa's efforts, the pursuit of sustainable and clean energy solutions present opportunities,
especially in line with SDG 7 (Affordable Clean Energy) and SDG 13 (Climate Action).
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Investors abl hilst making a positige difference

The second theme is financial inclusion, where the key objective is to increase the penetration rate of financial services usage. The
aim is to lower the economic barriers to entrepreneurship, increase financial literacy and access to financial services, which will
collectively lead to greater economic activity. To influence positive change, the focus should be on wholesale financing into the
micro loans, SMEs, BEE and Payment and Remittances sectors, covering a wide range of SDGs, from SDG 1 (No Poverty) to SDG 8
(Decent Work) to SDG 10 (Reduced Inequalities).

The final theme is agriculture, which is critical to food security in the country. Agriculture within an African and South African
context is a key impact theme, informing various SDG outcomes including SDG 2 (Zero Hunger), SDG 3 (Responsible Consumption
and Production) and of course climate change as encapsulated by SDG 13.

Impactinvesting efforts that aim to support local agriculture to ensure access to land through informed redress as well as support
sustainable practices, are likely to lead to greater food security and access to wholesome nutrition.

Overcoming the hurdles to ESG investing

It is well known that there are several difficulties in constructing ESG-focused investment portfolios in the short term. These
include the complexities of quantifying ESG risks, which entails a level of expertise, and the current inconsistency of disclosures,
which makes it difficult to compare entities within a peer group. The United Nations Principles for Responsible Investment
(UNPRI) and the Task Force on Climate-related Financial Disclosures (TCFD) framework are helping to set high standards and
consistency inthe way ESG is assessed however more is needed and professional investor bodies can help shape these outcomes.

Two otherimpediments are that ESG risks in general do not appear to be currently priced into loans, so borrowers with higher ESG
risks pay the same risk premium as those with lower risk. There is also a general lack of oversight and regulation of ESG which also
contributes to the inconsistency of disclosure. In time, it is hoped that investors will better differentiate on the basis of ESG
featuresand thatit will be reflected in the access to and price of capital.

Achieving wider objectives by investing in private credit

Private credit offers a solution to achieving the twin objectives of financial returns and impact outcomes. In addition to more
attractive yields and being able to better achieve ESG outcomes, private credit also offers very particular other advantages - it is
uncorrelated to traditional asset classes, can be counter-cyclical, and able to deliver stable, predictable returns. Private credit is
appropriate for investors with long term investment horizons or those with liability-driven objectives, as it is less volatile than
traditional fixed income assets and is therefore ideal as a liability matching tool.

Private credit can be issued by corporates or the public sector, and is well suited to infrastructure rollout, impact and ESG
investing. We expect the global private credit market will top USS1 trillion during 2020/21 as more investors allocate funds to
private credit offerings.

Asinvestment managers, we see big possibilities for South Africa when combining private credit with impact investing, with many
opportunities that are yet to be realised. Although the South African market for impact investing is lagging many other parts of
the world, we have the benefit of learning from global best practice, especially when it comes to assessing whether the funds
deployed are achieving real, sustainable impacts.

Change may start small, but it leads to big things. All it takes to get it all going, is a spark.
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To find our more contact Kere'shea Govender on
083 636 0572 or Kereshea.Govender@sasfin.com

Wealth & Portfolio Institutional
Management Consulting
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AAWARD WINNER
2020
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As we consider the final quarter of 2020 investors will probably be left with mixed
feelings oscillating between a sense of relief and uncertainty (more so than usual).

Positive news surrounding COVID-19 vaccines, the eventual
approval of the US stimulus package and low interest rates
continue to drive global markets higher as the MSCI All Country
World Index ended the quarter up 14%. All the while, equity
valuations are now higher than a year ago, there has been a
significant contraction in economies across the globe,
unemployment has increased, there has been a general decline
in corporate profits and many nations are experiencing a new
wave of the virus.

The general increase in equity prices reflects a more optimistic
outlook for economic growth and corporate profits in 2021
supported by approvals and rollouts of various vaccines. During
December 2020 multiple vaccines received regulatory
approvals and became available to the public. As we close out
the year, 29 countries had administered over 10 million doses
of the various vaccines, the vast majority of which attributable
to China and the US with other European and North American
nations making up the remainder of the recipients. The US
Food and Drug Administration (FDA) has approved the use of
both the Pfzier-BioNTech and Moderna vaccines and as we
start the new year over 3 million US citizens had received doses
of the vaccines, approximately 1% of the population. With the
exception of Israel, who has managed to vaccinate
approximately one tenth of its population, the remaining
nations that received a vaccine have only managed to
administer vaccines to slightly less than 1% of their population.
Unlike the gains we saw earlier in the year which were
predominantly supported by the pandemic beneficiaries,

specifically “big tech” stocks (Alphabet, Amazon, Apple,
Facebook and Microsoft), this time market gains were
predominantly driven by stocks that fall into the “return to
normality” bucket as well as those that were left behind during
the pandemic. Stocks that fall into this category include
cyclicals (stocks whose items or services are strongly correlated
to the economy namely industrials and banks as well as stocks
that were at the epicentre of the COVID storm such as hotels,
restaurants, airlines and cruise ships), energy stocks (oil and
natural gas), small cap stocks (specifically those situated in the
US) and emerging markets.

In the US, the S&P 500 Index, a broad market index for US
stocks ended the quarter 12% higher supported by progress on
stimulus talks as well as the approval of and administering of
vaccines. Just in time for Christmas, an agreement was reached
between Democrats and Republicans for a $900 billion
stimulus package. Under the new package households earning
less than $75,000 will receive $600 for each adult and $600 for
each dependant, somewhat lower than the respective $1,200
and $500 that were disbursed in the first round. In addition,
unemployment insurance will be topped up by an additional
$300 per week which will persist through to mid-March 2021.
In what will be one of his last acts as President, Mr Trump had
initially labelled the heavily negotiated package as a “disgrace”
and threatened not to support it. There was however not to be
a repeat of the Grinch stealing Christmas as his threats were
short lived and he eventually signed the package into law.
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A year to forget that will never be forgotten

This package is somewhat smaller than the $3 trillion stimulus
that was provided earlier in the year but the trillions of dollar
spent by the US government as well as the anticipation of more
stimulus to come in 2021 has led many to question the longer
term strength of the US dollar. The greenback has
underperformed other currencies since introducing such
extreme stimulus measures and this led many wary investors to
turn to gold as a safe haven. This saw the yellow metal breach
the $2,000/0zt level earlier in the year but it has since fallen
back below this key point and during the quarter the price
remained relatively flat ending December at $1,893/0ozt.

As an alternative to gold some have turned to Bitcoin. The
cryptocurrency experienced a meteoric rise during the final
quarter of 2020 climbing 167% to end the year just shy of the
$30,000 level (which it subsequently breached in the new year).
For some, the rapid rise in the digital currency has created a
bubble which is bound to pop as it did previously in late 2017.
Those on the sceptical side of the coin believe that the rise in
bitcoin is based on pure speculation without any fundamental
support. Flip the coin over and you will find a growing number
who have warmed up to bitcoin and interestingly, support has
broadened to now include backing from institutional investors
such as Paul Tudor Jones and Stanley Druckenmiller. Even
corporations such as PayPal, Square and Robinhood have made
it easier for users to buy and sell such digital assets.

Though not quite as pronounced as the rise in digital currencies,
physical commodity prices rose sharply during the quarter
following positive news on the vaccine front. The S&P GSCI
Industrial Metals Index rose 14% and the combination of
logistical bottlenecks and stockpiling led to a 21% increase in
the S&P GSCI Agriculture index. Over the quarter the price of
Brent crude climbed above $50 a barrel but remains
precariously positioned. The global rollout of vaccines has
supported the rise in oil prices but ongoing tensions between
OPEC nations Saudi Arabia and Russia over oil production as
well as the renewal of lockdowns, which will dampen economic
activity, continue to create fragility in the market.

While the US was greeted with a stimulus package for
Christmas, Europe was served its own turkey of sorts as Britain
and the European Union (“EU”) finally struck a trade deal after
nine months of arduous negotiations. The deal however is far
from all encompassing. Britons have now lost the right to live
and work in 27 countries. This may be especially painful for
professional service providers such as doctors, vets and
engineers who will need to ensure that their qualifications are
recognised in each EU member state where they want to work.
The current deal does not cover financial services, roughly 80%
of Britain's economy and by far its biggest export. Other
negatives that Britons will now face include the prospect of
cheap mobile roaming across the continent no longer being
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guaranteed, increased waiting times can be expected at
airports as Britons will be required to queue with other non-EU
citizens and there will be no more pet passports. On the
positive front, at this stage both sides have agreed there will be
no tariffs or quotas on trade but companies can expect delays at
the borders. The deal leaves both parties with a rather unsteady
foundation and we can expect years of tweaks and adjustments
to the relationship, much like what has occurred between
Switzerland and the EU. UK equities appeared to react
positively to the agreement and despite a renewal of
lockdowns compounded by the discovery of a new potentially
even more threatening strain of the COVID virus, over the
quarter the FTSE 100, a broad market index for UK equities,
gained 10%.

The stellar performance of big tech stocks during 2020, both in
the US and China, has led to unwanted attention from
governments looking to regulate sprawling operations of these
behemoths. Alphabet, the parent company of Google, faces an
antitrust lawsuit in the US where it stands accused of holding a
monopoly over internet search which it has achieved through
anticompetitive contracts and conduct. Facebook has been
sued in an antitrust case that accuses the social media giant of
choking out competition through the acquisition of and
freezing out of smaller competitors. In Europe, the EU intends
to launch a digital services act which will provide a framework
to regulate big tech companies. The EU has also slapped
Amazon with antitrust charges over the treatment of European
merchants that sell their goods over the e-commerce giant's
platform. Amazon is accused of gathering non-public data of
merchants' sales to boost its own-label products. In addition,
Amazon is accused of giving preferential treatment on its site to
its own products at the expense of competing merchant
products.

China has taken a much firmer stance against the power
garnered by its tech giants with Alibaba and its CEO Jack Ma
feeling the full force of the ruling party's power. The 5" of
November was expected to be a landmark date for the e-
commerce tycoon with the listing of Alibaba's associate, the Ant
Group, holding company of Alipay. However, on the eve of the
listing, Chinese regulators stated there had been a “significant
change” in the regulatory environment which saw the IPO
suspended. This was merely a sign of things to come for Mr Ma.

Instead of dining on turkey like Boris Johnson and Ursula von
der Leyen, Jack Ma was left with a lump of coal in his stocking as
Chinese regulators began to take action against the billionaire's
empire. Beijing's market regulator, the State Administration for
Market Regulation, announced that it had launched an
antitrust investigation into Alibaba. The antimonopoly
regulator said that it would investigate reports which had
suggested that Alibaba pressures merchants who sell goods on
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its platform not to sell on competitor's platforms such as JD.com
and Pinduoduo, both backed by another Chinese tech giant,
Tencent. In addition, China's central bank and regulatory
agencies responsible for securities, banking and insurance
announced that they would urge the Ant Group to implement
financial regulations and rules. Regulators are concerned with
the Ant Group's unsecured online-lending model which could
potentially represent a “systematic risk” for the Chinese
financial system. The Chinese central bank has stated that it
would prefer to see the Ant Group “return to its origins” as a
payment services provider as well as “rectify” its credit lending
and wealth operations.

The listing of the Ant Group would have been the largest IPO in
history at $34 billion. Even without this mega listing, 2020 has
seen the most money raised through equity listings in over a
decade. Globally, companies raised close to $300 billion with
more than half raised on US stock exchanges. The recent listings
of DoorDash, a US-based meal delivery company (think Mr.
Delivery or Uber Eats) and Airbnb, a vacation rental online
marketplace, caused many investors to experience flashbacks of
the dotcom maniain the late 1990's. Both DoorDash and Airbnb
experienced massive “pops” on the days that their shares
started trading with the pair closing 86% and 113% higher
respectively. DoorDash now has a market cap that exceeds Yum
Brands, the company that owns KFC, Pizza Hut and Taco Bell.
Airbnb is now worth more than the combined value of Marriot
International, Hilton Worldwide Holdings and Hyatt Hotels.

The South African rand has experienced a roller coaster year.
After nearly reaching R20 to the dollar earlier in the year the
rand closed out 2020 at R14.65 to the dollar. With South Africa
currently experiencing its second wave of the virus and a
recommencement of a stricter lockdown many may be
wondering what is spurring the appreciation in the local
currency. One factor would be the dollar weakness as discussed
previously. Investors are also attracted to the higher interest
rates offered by South Africa. Interest rates are at close to zero
or even negative in developed markets and after subtracting
inflation South Africa offers an attractive real interest rate
compared to other emerging markets. As mentioned, one of
the categories of stocks that has been powering the gains seen
in global equities has been emerging markets. The local South
African market has been a beneficiary of this trend with the JSE
All Share Index closing 9% higher over the quarter. Keeping with
this change in trend, South African cyclicals had strong gains
over the quarter with the JSE Banks Index, General Retailers
Index and Industrials Index up 26%, 22% and 19% respectively.
Weighing down on the performance of the local market were
gold miners that declined due to the stronger rand and flat gold
price leading to the JSE Gold Mining Index declining 25% over
the quarter. The Chinese antitrust probe into its tech sector has
also weighed on Tencent which in turn has flowed through to
both Prosus and Naspers. The SA-listed tech counters ended the
final quarter in positive territory though events surrounding the

antitrust investigation led to a sharp pull back in their respective
share prices resulting in both underperforming the overall JSE.

As we begin 2021, the 20" of January will mark the first major
event of the calendar year, that being the inauguration of
president-elect Joe Biden as the 46" president of the United
States of America. In the lead up to his inauguration there was a
small matter of two run-off elections that took place in Georgia.
Neither Democrat nor Republican senate candidates were able
to obtain 50% of the votes during the election held in November
and now Georgian voters must return to the polls to once again
decide. At stake were two seats for the US senate. Both
Democratic candidates were victorious in a close fought
election. The chamber now has a 50-50 split with the incoming
vice-president, Kamala Harris, having the tiebreaking vote
meaning that the Democrats will now control the US senate.
Democrats now control both houses, those being the Senate
and the House of Representatives, as well as the Presidency
which will provide Mr. Biden with a better chance of
implementing his agenda regarding climate change and
infrastructure spend.

I think most will agree that 2020 was an awful year and sadly it
will forever be etched into our minds, never to be forgotten.
Though equity markets have recovered (for the most part)
ending the year on a positive note and the rollout of the vaccine
will instil a sense of hope into investors, unfortunately, as we
close out the final chapter of the year we find ourselves once
again hunkered down at home under harsher lockdown
conditions. In what would normally be a festive period | believe
the words from Taylor Swift's new chart-topping album say it
best: 'tis the damn season.

Pensions World SA | March 2021
pg33

INVESTMENTS



.

7
e

pg34

&

LY

Riccardo Fontanella, Head of Technical Marketing, Alexander Forbes Investments

There are two words that were overused last year with, unfortunately, good
reason - 'unprecedented' and 'uncertainty'.

We were all forced to come to grips with a way of life never faced before; something that made us stop in our tracks and put
everything on hold. The global pandemic brought on by COVID-19 has most of us still feeling confused and unsettled.

While the events that unfolded last year were certainly nothing anyone could ever have expected, the seismic impact experienced in
capital markets was not unnatural. All generations of investors have been through a severe market downturn at some point along
their investment journey. For some investors, 2020 presented them with their first financial market squeeze. It is important to
remember that last year's market shock was not the first rodeo for investors. We have been here before. It was just a different bull we
were faced with.

At the point of impact, it was hard for investors to rationalise what would happen to their hard earned savings. However, it is in the
aftermath that a moment of reflection ensues. The calm after the storm provides some breathing space to formulate a defined and
thoughtful response to future uncertainties. To paraphrase Howard Marks, we cannot predict what will happen, but we can prepare.

Last year's downturn was no different to any other downturn investors have experienced in the past. In fact, we have seen numerous
financial crises unfold over the last 40 years and, before that, a longer list still. Those who took the time to reflect and heed the lessons
from past experiences know that peace of mind in a world of uncertainty comes from preparation.

The standstill — to which the world was (and continues to be in other countries) subjected to — had forcefully ring-fenced breathing
space for so many people. The lockdowns have decelerated so many aspects of our lives. All noise and clutter seemed to dissolve away

and, in the calmness, many of us noticed and appreciated the things taken for granted during times of normalcy.

While the impact of COVID-19 and its foreseeable knock-on effects are not lost on us, it did surface a stark reminder of the merits of
multi-management.
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Prepare. Diversify. Multi Manage.

Purposeful diversification

Investing has no guarantees. Diversification — investing in different types of investments such as equities, property and cash,
across different sectors, currencies and regions —can help reduce the overall investment risk of a portfolio and help smooth short
term market volatility. As the adage goes, diversificationis an investor's only free lunch.

Multi-management is an investment approach premised around diversification. Purposefully combining several complementary
asset managers, across different markets, investment types, investment philosophies and styles of money management to
enhance meaningful diversification and optimise investment returns. Other than the unattainable shield of perfect hindsight, the
value of diversification embedded in a multi-management investment approach becomes particularly obvious in markets such as
these. Itisaninsistent lesson from most market downturns in our history.

Adaptationis the rule of existence, not the exception

We had to dig deep into ourselves to endure last year, finding the resiliency to overcome the challenges sprung upon us and the
adaptability to pivot around the unanticipated shiftsin our lives and environments.

In much the same way, investment portfolios have had to navigate turbulent and shifting markets. The resiliency and adaptability
of a multi-management investment approach would have been good levers to have on the side of your savings and investments.
This should not come as a surprise as diversified portfolios are better positioned to respond strongly enough to participate in
market opportunities or protect during extreme conditions.

Whilst many other market-linked portfolios may find themselves anchored in the eye of a storm, multi-management provides a
portfolio management crew who can access the levers required to deploy different asset classes, investment strategies and asset
managers at different times and depending on their views. This ability is fundamental in striking the right balance between
protecting against inherent risks and quickly modifying investments to take advantage of growth opportunities, where
appropriate, on behalf of investors.

Once again, in the calm following a storm, | am reminded of the value of a multi-management investment approach. It is an
insistent lesson | have certainly come to appreciate and remember when it comes to tackling market turbulence and preserving
long term promises to investors, now and into the future.
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Asset managers are in the unique position to make decisions that
influence the economy, the environment and society as a whole. As

Khaya Gobodo, Managing Director, Old Mutual Investments

an industry, we direct a material portion of capital flows in the economy and so have a
genuine interest in ensuring that the economy sustains itself. Critical in this work is an
appreciation of the interconnected nature of the economy, society and the environment.

The continuing COVID-19 pandemic has heightened this
awareness and laid bare the vulnerability of the economy to
outside biophysical system shocks. A measure of this
vulnerability is the scale of fiscal stimulus presently being
rolled out around the globe. It's an amount that far outstrips
the stimulus packages post the 2008 Global Financial Crisis.
There are questions to be asked around how this capital will
be deployed. Will it be directed to enable more of the same
kind of economic growth and its attendant social and
environmental system risk? Or will it be used to build back
better and be directed in a manner that drives socially
inclusive, low carbon and resource efficient growth?

Another distinct capability of the industry is the capacity to
enable a growth path that best sustains the long term health
of the economy, society and the environment. Asset
managers will have to choose which side of the fence they sit
on in respect of this issue. The side they choose could well
define their future prospects. This is all while focusing on the
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fiduciary responsibility to act in the best interest of clients and
deliver investment outcomes that meet or exceed their
expectations.

Partnership across the value chain will be
key

Capturing the green growth and build-back-better
opportunity will require collective action by asset managers,
asset owners and asset consults. As industry partners, we
have the responsibility to understand the impact of our
investment and stewardship decisions on society and the
environment. A critical element of this will be formulating
long term partnerships based on measurable sustainability
outcomes. Asset managers will not only need to engage
proactively with investee companies on sustainability issues,
but will similarly need to engage asset owners on their views.




The COVID-19 pandemic exposes home truths about the critical need for responsible investment

Seeking alignment on these issues, through solutions that
deliver appropriate risk adjusted returns and impact, will
remain at the forefront of innovation in the asset
management industry for the foreseeable future. Long term
partnerships will be a key to success here, as will be the ability
of managers to collect and report on ESG impact metrics. For
asset managers, it is clear that it's no longer enough to only
focus on providing appropriate risk adjusted returns,
excellent client servicing and competitive fees. The type and
scale of impact will rightfully also become an important
consideration when selecting a long term partner.

Aligning impact outcomes across asset

classes

The SA government has made a commitment that our
recovery plan will be infrastructure-led, with a focus on
energy; water and sanitation; public transport, roads and
bridges; human settlements, health and education; digital
infrastructure and public transport. All these areas present
great opportunities for long term investors to align capital
with green economy outcomes.

Itis expected that the bulk of these opportunities will be best
accessed via long-dated debt and private equity investments.
Presently unlisted investments provide the most direct
opportunities to contribute to green growth through themes
like renewables energy, schools and housing. The economic

structure of the SA listed markets means that opportunities
to play the green growth theme are somewhat limited.
However, investors shouldn't forget the opportunity to drive
impact through the listed market. This can be done by
investing in ESG indices in addition to the growing ranges of
active investment solutions that leverage and integrate ESG
data and insights.

Another important opportunity to drive impact in the listed
markets is through active stewardship. We expect large scale
asset owners, with long term time horizons, to start
exercising their fiduciary right in a more coordinated fashion.
We see this as a material opportunity to drive market
transformation while, at the same time, reducing long term
systemic risk.

There are a diverse set of return, risk and ESG impact
outcomes that can be achieved across the various asset
classes in SA and globally. Having products and service that
deliver measurable impact outcomes across asset classes will
be a key competency for asset manager competitiveness
going forward.

While we cannot possibly anticipate all the factors impacting
the asset management industry going forward, we can be
sure that the COVID-19 pandemic has strengthened and
hastened the pre-existing trend of responsible investment
and green growth.
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With investment experience and expertise over the years in both local and
global markets to help people achieve their investment goals, Old Mutual
Investment Group understands the significance of responsible investment.

It means we incorporate Environmental, Social and Governance (ESQ)
factors into all our investment and ownership decisions. Our focus is always
on the responsible stewardship of the assets we manage for our clients,
whilst ensuring we deliver sustainable long-term returns that make a
positive impact for a future that matters.
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DO GREAT THINGS EVERYDAY

Old Mutual Investment Group (Pty) Ltd (Reg No 1993/003023/07) is a licensed financial services provider, FSP 604, approved by the Financial Sector
Conduct Authority (wwwi.fsca.co.za) to provide intermediary services and advice in terms of the Financial Advisory and Intermediary Services
Act 37 of 2002. Old Mutual Investment Group (Pty) Ltd is wholly owned by the Old Mutual Investment Group Holdings (Pty) Ltd.
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Exactly how do Emerging
Asset Managers fit into my

economy.

These EAMs play a critical role in building and growing relevant
investment experience and skills, and promote inclusion of
young professionals into the financial services industry. The
most important contribution of these EAMs is to the diversity of
thinking in the industry. We have seen many new ideas and
innovations seeded in these small and medium sized
businesses, which have the potential to take on the traditional
established investment houses.

Let's look at some of the typical conversations trustees are
having around the table on EAMs.

Will the manager be around next year?

Let's be clear, risk exists in every organisation. The difference
between the EAM and the traditional manager is where these
risks exist and how these risks are managed. Organisational risk
in large firms tends to be ignored due to the assumption that
there is no risk attached to established businesses - something
which has been exposed as not true numerous times over the
past few years (think Steinhoff, McKinsey, Tongaat-Hulett,
KPMG etc). EAMs are generally small to medium sized
investment firms which tend to have entrepreneurial founders
and leaders, who have a deep knowledge of the industry and
well established networks, and have chosen to challenge the
status quo. In these firms there is usually a clear alignment of
personal, professional and economic interest with the interests
of the investor.

iInvestment strategy?

Tshepo Pule, Research and Portfolio Solutions, Motswedi Emerging Manager Strategists

The concept of investing with emerging asset managers (EAM) in the South African
context has been gaining momentum over recent years. Lending support to this is
the fact that many of the EAMs happen to be >51% Black owned small and medium
sized businesses - which we all know to be the growth engine of employment in our

Performance advantage

EAMs provide an opportunity to early stage investors to access
differentiated return profiles. Global research has shown that
younger smaller funds outperform older larger funds. In South
Africa which has a smaller number of stocks for asset managers
to choose from, EAMs have a trading and liquidity advantage,
which allows for meaningful positions, particularly in the small
and mid-cap stock space while at the same time having less
market impact. The trick most investors find difficult is to
identify EAMs which are truly differentiated in order to realise
this advantage. Hence investors tend to stick with the
established names they are used to.

So how many managers are we talking
about here?

There are more than 40 EAMs which have Black ownership
greater than 51%. Other aspects taken into account when
identifying managers who have taken transformation seriously,
is the representation of Black individuals with decision making
power at Board of Director and senior management level. This
measure gives an indication of the asset manager's
commitment to transformation and the direction the firm may
be expected to take into the future.

In the asset management industry, we also look at the
representation of Black individuals at portfolio management
level, in other words the investment decision makes, or “trigger-
pullers”. This gives investors a truer picture of the willingness of
asset managers to truly transform in a South African context.

Pensions World SA | March 2021

pg39




Exactly how do Emerging Asset Managers fit into my investment strategy?

Are there too many managers to choose
from?

A clear theme we have identified from the investors we talk to
is that there are too many asset managers to choose from.
Research has shown that too many options lead to low action
by participants, which in our observation translates into the
exclusion of transformed and EAMs. One solution is the use of
a specialist in the area of EAM research to assist with the
understanding of transformation initiatives within asset
managers.

A specialist multi-manager is able to carefully choose suitable
asset managers for the different solutions investors seek. The
multi-manager approach uses a process of manager research,
selection, blending and monitoring to reach favourable
outcomes. The multi-manager will need to demonstrate their
value-add showing that this process is not only about
deploying assets to emerging managers but also providing
necessary tools to reach desirable levels of sustainability.

How do we put EAMs into our strategy?

Several approaches exist as to how an investor can efficiently
introduce EAMs into their long term investment strategy. One
strategy we have observed is the “part of total allocation”
strategy. In this approach, investors simply include good
EAMs into their strategy in a like for like swap or in a reduction
of assets allocated to incumbent traditional managers.

“Part of Total Allocation” strategy

We have observed that most investors have taken a “dip-your-
toes-in-the-water” approach - very few have jumped in the
deep end with significant allocations. In circumstances where
investors have been guided by a transformation policy or
score card, they have made major strides in increasing
allocations to good EAMs.

Fixed Income EAM C

Fixed Income Manager B Equity Manager A

Fixed Income Manager A

Equity Manager B

Equity EAM D

Equity Manager C

Source: Motswedi Research
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“Separate Allocation” strategy

The second approach to including EAMs into a portfolio is the
“separate allocation strategy” where EAMs are introduced as
a discrete portfolio designed to mimic the asset allocation of
the overall strategy. The aim is that, over time, the EAM will
graduate into the mainstream strategy and the fund would
eventually have a single strategy with all managers delivering
according to mandate. Our research shows that this approach
is not popularin South Africa.

80% of Non-Emerging portfolio 20% Emerging Manager
with an Equity (70%)/Fixed-Income (30%) portfolio that mimics an
allocation Equity (70%)/Fixed-Income (30%)
allocation

-8

M 30% Fixed-Income Allocation
B 70% Equity Allocation

M 20% Emerging Managers
M 80% Non-Emerging Managers

Source: Motswedi Research

Performance first then transformation

But can we not do both at the same time? Yes, we can! There
are a multitude of publicly available surveys and data sources
showing the universe of majority Black owned and managed
asset managers which have delivered consistent competitive
performance. Thereby debunking the myth that performance
is sacrificed for transformation. However, we know that
performance alone cannot change investors' buying
behaviour to move from the “safe as houses” traditional
managers towards the many new-kids-on-the-block majority
Black owned and managed asset managers. Attitudes about
skill and ability have to be modified, together with a dose of
gut instinct on up-and-coming EAMs. Encouragingly we are
already seeing more investors looking outside of their
comfort zones and implementing new innovative thinking.
Transformation in asset management means different things
to different people. A question | often ask is: “What is the
spirit of transformation which permeates within an
organisation which has achieved a good employment equity
certification?” Are we entertaining the proverbial tick-box
exercise to show that we are on board with transformation or
are we truly embracing transformation as a valuable tool of
growth and expansion of the South African asset
management industry?
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EMERGING MANAGER STRATEGISTS

Catalysts
of the new
wave of

emerging

asset
managers

Now is the time to partner with
Motswedi to identify and invest
with the new wave of emerging
and transformed asset
managers. We provide
independent asset manager
research, strategic consulting
services and empowered multi-
manager solutions.

For more information contact:

Mark Davids

Investment Strategist & Distribution

+27 10 110 8768

+27 83 222 9913

L s davidsm@motswedi.co.za
) ¥ g www.motswedi.co.za
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As we continue to grapple with the impacts of the current pan-demic,
we shouldn't steer attention away from another critical and
immediate challenge: climate change. Response to climate
challenges is no longer the right thing to do but rather an imperative
in order to create a sustainable future.

Enhanced investor focus on environmental, social and
governance (ESG) factors, increased stakeholder activism and
the need to remain competitive with peers who are leading
the pack continues to create momentum for investments that
can achieve both the necessary returns and a positive tangible
impact. One such financing mechanism dedicated to funding
climate positive/friendly investments and gaining traction in
the South African landscape is the issuance of green bonds. At
the recent Sustainable Infrastructure Development
Symposium, Government made mention of the issuance of
green infrastructure bonds to finance much needed
infrastructure projects that are key to revitalising the South
African economy. Below we explore this financing instrument
and some investor questions around aspects of green bonds.

What are green bonds?

A green bond is a fixed income instrument issued on either a
listed or unlisted basis, the proceeds of which are specifically
earmarked to address climate related challenges. It is
important to stress that green bond proceeds are not
available for general corporate purposes. Green bonds can be
used to fund both new or existing operations with issuance
not only limited to greenfield project finance transactions. A
green bond issuance by an existing corporate could seek to
improve their environmental impact by utilising proceeds to
reduce greenhouse gas emissions, water pollution or improve

energy efficiencies.
April 2019 Quantum
(R'm)

Spread at
issuance

Isinvesting in a green bond riskier?

Our view is that participation in listed green bonds does not
bring about additional credit risk. Where the bonds are
unlisted, investors should be compensated for illiquidity
through an upward adjustment in the margin. There is,
however, added operational complexity and costs borne by
the issuer in respect of reporting requirements but
assessment of the risks and returns remain the same as with
traditional bonds. In fact, one could argue that there is a slight
decrease in the credit risk due to the improved sustainability
of the issuer's operations as a result of the use of bond
proceeds.

Do green bonds price differently to

traditional bonds?

The City of Johannesburg was the first to pioneer the issuance
of green bonds in 2014. More recently, we have seen
issuances from South African financial institutions.

In 2019, Nedbank led the South African banks with two
issuances. A R1.7 billion first issuance in April and a second R1
billion issuance in October were both oversubscribed by 3x
and 4x respectively. The proceeds from both issuances were
used to fund solar and wind energy projects. The below table
compares Nedbank's green bond issuance spreads to other
big four South African bank issuances in the same month.

Other Senior Unsecured Green Bond
Bank issuances Margin
Improvement

Bank | Quantum | Spread
at
issuance

3 year 616 114bps 115bps 1bps

5 year 715 130bps No comparable issuance, cleared at lower end of
guidance

7 Year 331 141bps No comparable issuance, cleared at lower end of
guidance

Source: Nedbank CIB Fixed Income DCM Trends Publication April — 09 May 2019
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Getting to grips with green bonds

October 2019 Quantum Spread at Other Senior Unsecured Bank | Green Bond
(R’m) issuance Issuances Margin
Improvement
Quantum | Spread
at
issuance
3 year 495 110bps FirstRand 1316 111bps 1bps
5 year 505 123bps FirstRand 1009 125bps 2bps

Source: Nedbank CIB Fixed Income DCM Weekly Issuances -29 October 2019

From the above, it can be seen that Nedbank's green bond saw a
marginal improvement in spreads. This could be driven by
various investor bid considerations, however, it is unlikely that a
lower return will be accepted for the same counterparty's green
vs traditional bond unless there is a specific mandate target for
sustainable investments.

Why should an investor consider green
bonds if a traditional bond provides similar

returns?

Investor mandates and the increased appetite for socially
responsible investing will drive demand for green bonds over
conventional fixed income bonds as they place a specific
requirement on the issuer in terms of the use of the proceeds,
reporting principles and audit requirements. Earlier this year,
Standard Bank issued its maiden USD200 million listed ten-year
green bond. The entire issuance was taken up on a private
placement basis by the International Finance Corporation (IFC).
The proceeds of the bond would be applied towards financing of
eligible green assets including renewable energy, green
buildings, water and energy efficient projects’.

In July 2020, African Development Bank invested R2bn in
Nedbank's ten-year non call five Tier 2 Sustainable Development
Goals linked bond. The investment is expected to create more
than 6 000 new jobs in South Africa and promote financial
inclusion through the provision of 20 000 Small Medium
Enterprise loans, as well as catalyse further investment in
renewable energy. The facility is aligned with the African
Development Bank's ten year strategy emphasising green and
inclusive growth?,

September 2020 saw FirstRand secure USD225m from the IFC to
facilitate financing of green projects and assist with the country's
de-carbonisation journey. The quantum of these issuances
evidences both lenders and investors commitment towards
sustainable financing.

Through a green bond, investors will be able to access projects or
investments that will unlock specific environmental and
economic benefits.

Given limitations on use of proceeds and
increased reporting requirements, how does

anissuer benefit from issuing a green bond?
Green bonds enable an issuer to broaden its funding base by
attracting capital from a diverse and/or new funding base
seeking to address climate challenges. It also enables the issuer
to meet their sustainability objectives and provides brand or
marketing equity, enhancing its reputation as a responsible
corporate citizen not generally arising with raising of
conventional debt.

Investors should, however, ensure that they are comfortable
with the reporting principles or framework and the third-party
verification so that the intended consequences of the financing
are achieved.

Transparency with regards to selection of projects, use of
proceeds and reporting will set further appetite for future green
bond issuances.

What are typical green bond tenors?

Tenors vary, with green bonds being largely medium term in
nature and can match those of traditional bonds but are
dependent on the underlying project or activity being funded.
Longer dated tenors provide a risk adjusted return for investors
looking to match long term liabilities with an added impact
benefit.

Are green bonds suitable for retail investors?
This is really dependent on the green bond reporting
framework. While retail appetite may be present, a retail
investors' ability to assess the credibility of the reporting and
impact assessment may require a further measure of oversight.

Outlook

The pandemic has seen companies in survival mode with a focus
on raising debt to manage operations and/or create liquidity
buffers. In the medium to long term, we expect increased appetite
for green funding driven by ESG factors, the need for more
sustainable operations and particularly Government's
infrastructure rollout. To assure investors that the proceeds are
being used as intended, transparency and requisite reporting is key.

T https://www.bloomberg.com/news/articles/2020-03-02/standard-bank-sells-200-million-10-year-green-bond
2 https://www.afdb.org/en/news-and-events/press-releases/african-development-bank-concludes-r2billion-investment-nedbank-sdg-linked-bonds-37612
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Ashburton Fund Managers (Proprietary) Limited (Reg. No 2002/013187/07) is an authorised financial services provider (FSP number 40169) in terms of the FAIS Act, 2002
Ashburton Management Company RF (Pty) Ltd is an approved CIS manager in terms of the Collective Investment Schemes Control Act, 45 of 2002.

BEING FULLY INVESTED IS THE DIFFERENCE
BETWEEN HAVING A GOAL, AND ACHIEVING IT.

Ashburton Investments is fully invested in the outcomes of our clients. Through providing access to fixed income and private
markets for diversified sources of returns, like private debt, impact, infrastructure and private equity, we have committed to
helping our clients achieve better results for themselves, and all those who depend on them.

Speak to our specialist institutional distribution team on (011) 282-8800 or email institutional@ashburtoninvestments.co.za
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Mike Adsetts, Deputy Chief Investment Officer, Momentum Investments

“Six degrees of separation is the idea that all people on average are six, or fewer,
social connections away from each other.... As a result, a chain of "a friend of a
friend" statements can be made to connect any two people in a maximum of six
steps.... It is sometimes generalized to the average social distance being

logarithmic in the size of the population

If we ever needed a real life demonstration of the
interconnectedness of all of us, the events unfolding in 2020
showed us that we are part of a highly unified global family.
The other feature of 2020 was how timelines shortened, be it
the speed with which information is carried around the
world, the speed of the market crash in March followed by an
equally rapid market recovery and the record breaking speed
in development of numerous vaccines.

In the context of 2020, it is no surprise that investors
increasingly start to question the effect of their investments
beyond just return. 'Capital with purpose'is a good descriptor
of this shift in mindset. Responsible investing and
environmental, social and governance (ESG) risk factors
received unprecedented attention and the importance of
each of the three ESG factors in sound and sustainable
investment decision making became more evident.

" Wikipedia

(Frigyes Karinthy)

The high temperature in the aptly named 'Death Valley' in
California of 54,4°C on 16 August 2020, with the public outcry
on the effect of global warming that followed, was a good
example of how environmental issues are going to become
increasingly important when considering energy (and
renewable energy) investments in the future. As with all
investments, there are threats as well as opportunities, and
renewable energy is a perfect example of an investment
opportunity that arose in response for more considered
approachesto energy security.

A robust approach to try and remedy climate change is the
obvious driver of interest in renewable energy, with the added
dimension locally of the failure of Eskom to provide an
adequate energy supply. In one of those cruel twists of fate, the
constraints on the local economy, as a result of the COVID-19
lockdowns, limited load shedding in the last year. As the

Pensions World SA | March 2021
pg45

[72)
=
Z
(S8
=
=
(7]
(]
>
£




Six degrees of separation

economy opens up, there is going to be increasing pressure
on energy availability, and addressing this constraint is a
non-negotiable for any efforts to get South Africa back ontoa
sustainable growth path. While the principle of
collaboration between government and the private sector is
clear, the devil is most definitely in the detail. As we seem to
work together in formulating a new social compact, the goal
posts keep shifting and we need policy certainty and to re-
establish a level of trust between labour, government and
business. Unfortunately, the apparent tone deafness of
government in rolling out restrictions has resulted in
significant stressin the system and needs to be addressed.

The societal effect of COVID-19 and the need for re-
invigorating the economy after South Africa endured one of
the hardest lockdowns globally is evident. Investments in
infrastructure have been flagged as one mechanism for
reigniting economic growth. There are good and bad
infrastructure investments but undoubtedly this will warrant a
lot of focus in South Africa in the next few years. Here again we
will not be able to forge forward without a consensus between
role players.

There are many different perspectives on infrastructure
investments. Taking into account the noise around
prescription or compulsory investment by retirement funds,
you can easily conclude that these investments are a bad idea.
The reality, as always, is far more nuanced. In May 2020,
government announced that it is in the process of fast tracking
R350 billion of infrastructure projects.

This is part of government's overall COVID-19 response to
restart the economy and crucially requires private sector
investment. The project pipeline yields a mixed bag that has
vastly different levels of attractiveness, from a return

Pensions World SA | March 2021

perspective and an ESG perspective. The full pipeline is
unlikely to excite all private investors but the focus on critical
water and energy as well as transport infrastructure is a bright
spot.

The Zondo Commission brought governance failures and the
destruction of capital into sharp focus. In 2021 the revelations
of failures in governance and state capture will continue to
capture headlines. As shocking and upsetting as all these
revelations are, worse would be for these issues to no longer
be brought out into the open. The silver lining, albeit a painful
one, is that there is more evidence that wrongdoers will be
held to account and increasingly those being brought to book
are prominent and powerful government and business
figures. We must continue to support these processes of
accountability.

Responsible investing has come into the mainstream in the
mind of investors and rightly so. As we increasingly question
not just the return on our investments but the effect and
purpose thereof, there is a real opportunity not only to
achieve healthy returns but also to have an effect on the
health of the interconnected world.

Responsible investing practices resonate with an outcomes
based investing philosophy and the alignment of investors'
long term goals to positively influence the world they will
retire into. Responsible investing can help to create
investments that are not only good for investors, but also
sustainable for the world we live in.
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When it comes to the well-being of students,
this is how we rise to the occasion.

Student living is something we take very personally. Today's
students are tomorrow's leaders. So, we've brought them
Rise Student Living- fully-furnished student accommodation
just around the corner from the University of Pretoria. It's a
perfect example of impact investing - investments made to
generate a positive, measurable social and environmental effect
alongside a financial return. We support responsible investing to
help create investments that are good for clients and the world we
live in. We want our clients to do well and do good. Because, when
it comes to sustainable investment growth, for us, it's personal.

momentum

investments

Contact us at emailus@momentum.co.za or visit momentum.co.za/momentum/
invest-and-save for more information about outcome-based investing.

Momentum Investments is part of Momentum Metropolitan Life Limited, an authorised
financial services (FSP6406) and registered credit (NCRCP173) provider.
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hat the pandemlc-has
taught us 3

The unprecedented global crisis that we have witnessed
unfolding since January 2020 has created unique challenges
for us all - both as people and as professionals in the
investmentindustry.

As custodians of our clients' capital, the first and most critical step in responding to the challenge posed by COVID-19 is to ensure that
we put our clients first. During the COVID-19 pandemic, companies that lead with empathy and genuinely address their clients' needs
will strengthen their most important relationships. Now, more than ever, it is incumbent on us to remain calm and focused to navigate
these markets and position investment portfolios in the very best way to benefit from whatever recovery may come.

As investment managers, the starting point when a crisis breaks and the resulting market volatility impacts clients, is to ensure that we
continue to engage and support them. By its very nature, the investment industry is driven by a high degree of uncertainty and markets
are a complex adaptive system. In addition, we were managing the risks associated with a market crisis due to a black swan event. The
level of uncertainty we were working with was magnified, with no understanding of what the final outcome would be. In times like
these, chasing the best performing manager falls by the wayside. John F. Kennedy had a great quote in dealing with crises: “When
written in Chinese, the word crisis is composed of two characters —one represents danger, and the other represents opportunity”.

A crisis beyond the market
The unique challenge of the recent crisis was that it affected us personally —the impact was not only felt in performance and portfolios.

With the benefit of hindsight, we appreciate that it was important very early on in the crisis to recognise that we would not be able to
tackle this challenge —and maintain the vital link between ourselves and our clients —if we didn't take care of our employees and their
families. Investment management is a human capital business.

The crisis forced the entire industry to adapt quickly: to effectively switch to working from home without a glitch and support our
clients in embracing new communication initiatives, such as investment webinars. Investment managers also had to ensure that we
were on the front foot and agile in responding to real time questions and fears (including the issue of prescribed assets) and how to
stay the course with a particular investment strategy despite significant drawdowns.
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Responding to the real needs of clients during a crisis - what the pandemic has taught us

The industry had to be quick to understand the importance of keeping staff working efficiently and motivating them. We learnt that
consistent and regular communication from leadership is vital.

What were the real client needs?

The real needs of our clients during the crisis became clear in that they wanted ongoing communication, and far quicker response
times in dealing with their queries. The entire industry had to adapt to online client meetings and report backs — those that had these
tools available first benefitted greatly.

What has also made this crisis different is that we have seen client needs shift to more essential concerns. Many clients are really
suffering financially and supporting industry wide initiatives is key to assist those individuals who were, and remain, at risk of losing
their jobs. To this end, investment managers and advisory teams helped lobby the SA government to temporarily allow living
annuitants to draw less than 2.5% (if they were concerned about locking in losses as they have to sell units as per a pre-determined
income level percentage) and to draw more than 17.5% (if, for example, the impact of the pandemic put a strain on their cash flow).

Arecent McKinsey survey of US consumers found that 64% of respondents have felt depressed and anxious as the crisis continues and
39% have stated that they would be unable to pay their bills. The numbers for SA are likely to be far worse. McKinsey & Company
provide an excellent visual of how companies can connect with their clients during times of crisis. An example is in providing pragmatic
assistance as an industry in times of financial distress.

Companies can consider seven actions to emotionally connect with customers

Minimising risk

in physical

interactions with

products and Actively
Caring about SENEES contributing to
the community safety by
through genuine innovating the
company values product portfolio

Staying
reachable and
treating
customers with
care in personal
interactions

Promoting and
guiding the shift
to online
channels

Source:McKinsey & Company, 15 April 2020
Why honesty matters

Ultimately, working in collaboration with clients in finding solutions to manage the crisis has proven to be a successful strategy. This is
achieved by honest conversations with clients and ensuring that there is a shared understanding of the uncertainties and difficulties
faced as a consequence of the crisis and the resultant impact on their portfolios. Give clients some steer about the future and the
impact of the crisis on their investment strategy.

Navigating through a crisis can be a true test of any firm's culture on many fronts: are they genuinely true to their vision and do they
really care about their clients? The pandemic and its aftershocks will be with us for many years to come. Those firms that stay close to
their clients, listen and engage, respond to their needs while fulfilling their fiduciary duty as custodians of their investments, and play
an active role in supporting their communities, will ultimately emerge the winners once we can put COVID-19 behind us.
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A revival in the life
insurance sector:

Growth potential at
MMH undervalued

Nicholas Stein, Portfolio Manager,
Coronation Fund Managers

Coronation owns stakes in both S ntum Metropolitan
Holdings (MMH) on behalf of clients. Sanlam has long been a share we
wanted to own, but its persistent premium to embedded value (a
measure of a life company's intrinsic value) left little margin of safety.

The Covid-19-induced selloff in March 2020 hit high quality and low quality businesses indiscriminately and provided us with a good
entry point to acquire shares in Sanlam below its embedded value. We suspect, however, that readers will find our Sanlam purchase
uncontroversial and may be more interested in the thought process behind our MMH stake.

Life company attributes

Life companies may be considered mature and boring, but they have attributes that contribute to their desirability:

» Extensive distribution networks of advisers that are complex to manage and costly to replicate.

e Anumber of companies faced existential threats from Covid-19, for example, restaurants and landlords. Life companies have large
in-force books of business that generate ongoing fees, often

based on asset levels (which are driven by stock market levels). Figure 1
This makes them a bit more defensive. LIFE INSURANCE INDEX VERSUS BROADER
e Tied to this, we believe the JSE offers compelling value at the MARKET INDEX FROM COVID-19 ONSET TO PRESENT
moment. A strong stock market lifts the asset levels on which %
fees are earned.
* Above-average returns on equity through the cycle. T
» Very strong capital positions designed to withstand 1-in-200- ‘VA\\/VM\ /M/'AT
year stress tests. Companies that are inadequately capitalised Py n\rwr"’\f""\vr\wmv
are often forced into sub-optimal decisions at wrong points in \{f\\] n
the cycle. \}./ ! MJ"\;/ W /‘\/\/' v
And yet, while the share prices of many domestic shares have W
recovered meaningfully from their March 2020 lows, most life \
insurers are not trading far off them (see figure 1). We suspect
. ) 2RI 22222L.8RK R
there are two main reasons for this: T N R USRI
Q s o & 2 T 5 2 3 o 8 & @
e Life companies' earnings (and to some extent embedded a S =< 3z = < »w 0 z o
Vall'Je.S) were hlt very h?rd n 2020: . — JSE Life Insurance Index — FTSE/JSE Capped SWIX All Share Index
e Adividend mainstay as life companies ceased dividend payments. Source: IRES
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A revival in the life insurance sector: Growth potential at MMH undervalued

Yet these reasons are short term. When the life insurance companies reported their June 2020 results, markets had not fully
recovered. Credit spreads also widened materially. Both factors impact earnings meaningfully (negatively to June), but then started
reversing. Perhaps more importantly, life companies 'front-end loaded' the earnings pain caused by Covid-19 by raising provisions for
the expected financial impact and expensing them through their income statements. For example, MMH assumed its share of 40 000
Covid-19-related deaths and expensed this. The company also assumed that 50% of policyholders requesting premium holidays
would lapse, and up to 10% of all other policyholders, too. MMH also expensed this. This resulted in a R1.3 billion knock to embedded
value and a R1 billion knock to reported earnings. However, by taking the pain upfront, life companies should see 2021 earnings
rebound quicker than the typical company.

We would also expect most companies in this sector to resume dividend payments when they report in February and March 2021.

Momentum Metropolitan Holdings (MMH)

MMH trades at a record 40% discount to embedded value (see figure 2). We find this surprising for three reasons:

* The Covid-19 provision has resulted in a more conservatively stated embedded value.

* Over the last few years, management has made the life and non-life valuations within the embedded value more conservative
(effectively using a lower price earnings/discounted cash flow to value their own business).

* The new management team under Hillie Meyer, Jeanette Marais and Risto Ketola has done a good job in turning around the
operating performance of the group.

As such, the 40% discount to embedded value is even starker than it first appears, given that the embedded value is far more credible
and conservative than it was previously, and the company's business prospects are brighter.

Figure 2
LIFE COMPANIES’ PRICE TO EMBEDDED VALUE HISTORY
% — 0Old Mutual
Liberty Holdings
100 — Sanlam
/\ —— Discovery
80 — Momentum Metropolitan Holdings
/ \ *Embedded value excludes
emerging and startup entities

60
m / \/‘\ Sources: Company data,
Bloomberg, Avior Capital
® A B Avor Cap

Xﬂ Markets

20

\%2 POA

2004 2007 2010 2013 2016 2019

(=)

New broom underestimated

The last points on the new management team and the operational turnaround warrants further discussion. New management has
been in place since early 2018. In our view, the market is not recognising the turnaround currently under way and is adopting a wait-
and-see approach. Turnarounds often take time to fully manifest in reported numbers but we believe there are some very
encouraging signs that the market isn't attaching sufficient weight to.
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A revival in the life insurance sector: Growth potential at MMH undervalued

Some divisions within MMH, such as Employee Benefits and Guardrisk, have historically performed well versus their peers. However,
there are also signs that previously lagging divisions are turning around. A driving force behind these improvements is the
reintroduction of divisional profit and loss statements, which has boosted divisional management accountability.

e Both Metropolitan and Momentum have been growing their tied agency forces ahead of the broader market, suggesting life
insurance agents are starting to view them as attractive places to work. Improved product offerings and service levels to agents
support this.

* Metropolitan Life was seen as a likely victim of Old Mutual's dominance in the entry-level market, as well as Capitec's entry into
funeral product sales. Yet the number of policies that Metropolitan's advisers sell per week has never been higher —an impressive
peak given that this includes the Covid-19 operating environment. Metropolitan's earnings have remained resilient.

*  Momentum Investments has languished relative to its peers, with its platform shunned. A concerted effort to improve service
levels and re-engage with the independent financial adviser community has seen a big pickup in platform net flows and a trend of
market share losses being reversed.

» Five years ago, MMH had the weakest franchise of the four mature life insurers. We don't think it's a stretch to say that the
company is now on its way to the number 2 spot (after Sanlam).

Returns on equity and earnings have started picking

E%EE 3COMPANIES’ RETURN ON EQUITY up nicely off a IoYv base (ﬁgures?laaTer 4). We thinl.<this
% trend can continue as the divisional operational
2 improvements continue, given that Covid-19
/\ provisions are now in the base and as loss-making
23 \ divisions become profitable (if MMH's new Indian
2 \ Healthcare Insurance joint venture reaches
0 ——~—_ \ breakeven, it would result in a R300 million earnings

\\ — improvement alone).

17 o

,/_\< If management's internal profit expectations are
15~ // realised, MMH trades on about six times two-years-
13 o~ = out earnings. We think this is a compelling multiple

and provides a large margin of safety.

2017 2018 2019

— Old Mutual— Liberty Holdings Sanlam
Discovery — Momentum Metropolitan Holdings
Source: Avior

Figure 4
EARNINGS BASED TO 100

130

120,

2017 2018 2019

— Old Mutual Liberty Holdings Sanlam
Discovery — Momentum Metropolitan Holdings
Source: Avior
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Purpose.

Trust.

It all comes down to trust.

Particularly when it comes to investing.

For 27 years we have actively grown the investments of millions
of South Africans. By staying the course, no matter the
market conditions, we create true wealth for all investors.
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Coronation is an authorised financial services provider. TRUST IS EARNED™



RSONA L
NANC | AL
PLANN I NG

PE
F o




Hybrid annuities: truly the
best of both worlds?

Michael de Villiers (left) and Henre Prinsloo (right),
members of the Retirement Matters Committee of the
Actuarial Society

Over the last decade much has been said,
analysed, argued and debated on the choice
retirees face between living annuities and life
annuities.

Historically, this debate has centred around the polarised view
that retirees are essentially faced with a binary choice of two
annuity options at retirement: purchasing either a living
annuity or a life annuity.

Much research has been conducted on how retirees ought to
make this decision; and considerations for changing between
the two at certain times in order to achieve optimal outcomes
(for the retiree) has not escaped the analysis or debate.

But is there a different solution - a solution that looks to
combine the best of both products in one wrapper? As a
starting point to address this question, it is important that a
clear understanding of terminology is set out.

What is an annuity?
An annuity is a financial product that pays you a regular income
atretirement.

With this understanding, it is now possible to lay out the
definitions of (and the differences between) a living annuity
and a life annuity.

Living annuity

Following the investment of a capital lump sum, a living annuity
allows an investor to select an annual income drawdown
percentage of between 2.5% and 17.5% per annum. The
investor can select an income frequency of monthly, bi-
annually, quarterly or an annual payment. This income
percentage can be changed — but only once a year on the

anniversary date of the investment. Throughout the life of this
product, the investor carries the risk of maintaining sufficient
capital in the annuity to meet their future drawdown needs, or
they risk outliving their money!

The often quoted advantages of this type of annuity is the
flexibility available and the ability to draw a higher income if
needed, as well as the bequeath capacity where, on death, the
remaining capital value in the living annuity will be paid to
nominated beneficiaries.

Life annuity

A life annuity secures a pre-determined monthly income for the
rest of the investor's life. This product is provided by a life
insurance company, where the capital sum (of the retirement
saving) is paid to the insurance company who then takes on the
obligation to pay an income for the rest of the investor's life.
The income may be a fixed rand amount or it might be linked to
inflation. In addition, a spouse's benefit or a guaranteed
payment term can be added.

While this type of annuity has the advantage of the income
being guaranteed for life, upon death any remaining capital
reverts to the life insurance company unless the contract
includes a guaranteed period or a spouse's benefit.

Given the debate between these two types of annuities, the
ever evolving needs of investors as well as the desire of life
insurers for increased profitability and market share, it was not
unexpected that some form or combination living/life annuity
was introduced - the hybrid annuity.
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Hybrid annuities: truly the best of both worlds?

What is a hybrid annuity?

As the name implies, hybrid annuities are simply a combination
of two or more basic types of annuity contracts. Most products
combine a fixed (for example, life annuity where a life insurance
company takes most of the risks) and a variable (for example,
living annuity where the investor takes most of the risks) annuity
contract that are housed inside the same product. Those that
have a variable annuity in one segment are designed to allow a
portion of the investor's money to grow in a sub-account of the
contract, while providing guaranteed income that the investor
cannot outlive on the fixed side.

Hybrids can be made up of inflation, fixed or with profit
annuities. Other types of hybrid contracts pair a fixed annuity
with an indexed product in order to provide a complete
guarantee of principal in both segments. Like all other types of
annuities, they can be either immediate or deferred, with fixed
or flexible premiums.

Are hybrid annuities the one size fits all

solution?

Although there are no absolute criteria of who should utilise a
hybrid annuity, they are generally most appropriate for
retirement investors who are seeking a combination of growth
and income. In addition, investors who are more oriented
towards getting a stream of income that will keep pace with
inflation over time may also find hybrid annuities attractive. The
amount of risk that they are willing to take on the growth side
will determine whether they should use a product with a
variable or indexed segment.

Contra considerations may apply to investors who are well into
their retirement years. Investors in this category may not be
suitable candidates for hybrid annuities as they are not likely to
get the chance to profit adequately from the growth portion.
For these investors, a simple immediate annuity contract may
provide a better income profile with little to no risk to the
capital. However, investors who are more sophisticated and
understand how annuities work may be a good fit regardless of
age, although the same restrictions may apply to them as well.

Key benefits of hybrid annuities

Hybrid annuities offer a couple of key benefits to investors in
addition to the standard features found in other types of
annuities. Their dual nature can provide guaranteed increasing
income to investors because the growth portion provides a
hedge against inflation - the market risks of this notwithstanding.
Contracts that combine a fixed (life) and a variable (living)
annuity can also provide clients with a lower level of downside
risk than a variable annuity by itself, because the fixed portion
will continue to pay out, regardless of the performance of the
variable sub-accounts.
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The downside of hybrid annuities - over-

designed and too expensive?

While hybrid annuity pundits may claim they are a one-size-fits-
all solution that can do almost everything, many critics feel that
they are overdesigned and too expensive. The dual type model
makes these products especially complicated and many
investors are not capable of understanding all the technical
features or limitations.

Many hybrid products also come with extremely high fees and
back end surrender charges that investors may not see clearly at
the time of purchase. They also often pay inordinately high
commissions to intermediaries, which can easily sway advisers
to show clients these products in lieu of something else that
may be a better fit.

A further criticism of these products is simply that they are not
really what they claim to be. Any type of annuity can provide
both growth and income in some fashion, as virtually all variable
and indexed annuity products today come with guaranteed
income riders and other features that allow investors to lockin a
stream of guaranteed income and still enjoy some form of
upside potential.

Nevertheless, hybrid annuities are still able to package two
complete annuity contracts into a single product that can
essentially perform two different functions at the same time.

Can hybrid annuities be used as a default

annuity strategy in retirement funds?
Regulation 39 of the Pension Funds Act provides for the
inclusion of living annuities as part of a fund's annuity strategy. It
also provides that living annuities must comply with regulation
37. Regulation 37(2)(g) provides that Boards of funds must
ensure and be able to demonstrate to the Authority that:

"Where member investment choice is provided in the
rules, members may, at least once every twelve months,
instruct the fund to transfer their retirement savings from
their default investment portfolio into any other
investment portfolios offered in terms of investment
policy statement, in respect of which transfer the fund
may deduct reasonable costs."

As discussed above, since hybrid annuities offer a combination
of a living and guaranteed life annuity in a single product
solution, while the Financial Services Conduct Authority (FSCA)
has no objection to funds including hybrid annuities in their
annuity strategy, the Authority is of the view that hybrid
annuities included in an annuity strategy require an exemption
from the FSCA.
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The necessity for an exemption derives from the wording of
the regulation (Regulation 37(2)(g)). The Authority points
outthat:

"A life annuity has no viable surrender value. It would
not be in the interests of members to be allowed to
transfer out of a life annuity portfolio at least once
every twelve months because the surrender value will
be significantly less than the interest held in a life
annuity."

In order to work around this, funds who offer hybrid (or life)
annuities in their annuity strategy must apply for an
exemption from regulation 37(2)(g).

The bottom line

Although hybrid annuities represent the fastest growing
segment of the annuity industry in recent times, their true
value remains unproven to many sceptics. Their ability to
combine two complete products into one vehicle is their
greatest selling point, but the jury is still out on whether they
are genuinely able to provide a level of benefits (and at a
competitive cost) that cannot be matched by their
traditional cousins.
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, Lessons from
Covid-19 to
boost your

budget

Brett Mackay, Investment Consultant at 10X Investments
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: If there was one constant in
'>> life that we all encountered

this past year, it was change.
Who could have predicted
that social distancing, beach
closures and lockdown would
be the new norm?

But it has not been all bad. Perhaps a few of the adjustments we were
forced to make in our attempts to survive last year could be incorporated
into our efforts to thrive this year.

Here are some thoughts on five lessons delivered to many people this
pastyear:

1. Preparation s key

It may sound simple but what budgeting is about at its very core is
planning. Although the last year was challenging to say the least, some of
the financial issues we lost sleep over might have been avoided if we had
prepared better.

Some think budgeting is only for people who are concerned about
running out of money but the reality is that everyone can benefit from a
budget. Irrespective of your circumstances or goals, whether you want to
pay off your short term debt or to retire early, a proper budget enables
you to understand your current situation in the context of where you
want to be.

Spontaneity can be exciting, but your finances and life will eventually
suffer if you let your money control you instead of you controlling it. Start
by optimising your objectives, create a plan around your spending and
refine this into a strategy that empowers you to reach your goals.
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Lessons from Covid-19 to boost your budget

You might feel the urge to rush into your new approach, but
give yourself the time to ease into it. Make sure you set realistic
goals, especially when it comes to saving. As Aesop's fable, The
Tortoise and the Hare, taught us, you are more likely to be
successful by doing things slowly and steadily than by acting
quickly and carelessly.

2. Flexibility isimportant

While preparation is key, it's not until we face abrupt or
significant change, as we did during the pandemic, that we
realise that even the best of plans can benefit from some
flexibility. If there is a pivotal lesson many of us have learned
this past year, it is the importance of being able to adapt to
changing circumstances.

Think of your future goal as a destination and your finances as a
vehicle to help you get there. Sure, there will be some stops
along the way (a few of them unexpected) and possibly a
couple of detours. You might even realise that some parts need
replacing, but how you navigate the journey ultimately
determines where you end up.

Make the time to review your budget regularly. Ask yourself if
your spending aligns with what you need at this point in your
journey.

It may be time to cut back on expenses you once thought were
essential, so that you can divert some extra cash into your
retirement savings fund if you see that you are not exactly on
track to the dream retirement you are after. Whatever it is, you
should be willing to adapt and change to keep moving towards
your desired destination.

3. Think about the little things that add up

With the sudden change in so many of our daily routines we
have had more time to reflect on our normal spending habits.
Perhaps, in all those months of missing out on your daily
takeaway coffee and lunch purchases, you became more
conscious about just how much those little things were costing.
While most of us do thorough research and give much thought
before making bigger purchases, like a car or a large household
appliance, we tend to pay less attention to the small,
inexpensive items that we purchase often, sometimes every
day. As an example, if you had spent about R25 on a coffee as
you headed to the office every day, you would have spent
around R500 every month on takeaway coffee — money you
could have invested or saved for a rainy day.

Being conscious about where we're spending our money helps
us to identify changes we can make to improve our financial
situation. In fact, it's the seemingly small changes applied
consistently, that end up making a big difference over time.

4. Long term goals should be prioritised

It's no secret that we often live day-to-day, focusing on our
immediate needs, from food to school fees and rent/bond
payments. It is worth remembering that the urgency of our
short term needs is probably diverting attention from
something equally important.

Although some may think of retirement as a goal that's too far
down the timeline to prioritise right now, being financially
vulnerable at a time when financial security is needed most is a
reality that defines the retirement crisis in South Africa today.

So, while it's fair that your budget accounts for short term
goals, such as a vacation, it's also important that you prioritise
your long term objectives as well. Think of this as a down
payment on your future, an investment you will definitely
thank yourself for later when you'll need it most.

If you don't already have a retirement plan you should create
one. There are online tools available that allow you to define
your goals according to your age and current earnings and track
your progress against them. It is simple and free, and there is no
obligation to buy anything; what have you got to lose?

5. Be ready for those rainy days

One lesson to be learned from the crash-course in real life that
was 2020, is that rainy days can hit us when we least expect it.
To help you prepare for unanticipated storms that could
potentially strain your finances it is best to have an emergency
fund in place. This is not an investment but more of a savings
plan. Investing will build your wealth, saving will secure it.

There is no age limit on who should have an emergency fund.
Emergencies can happen to anyone at any time.

An emergency fund can be a lifesaver if your income is
interrupted as it will ensure that you can still pay the bills.
Building up an emergency fund will teach you the discipline of
putting money away ... and will also help you sleep at night. It is
advisable to save at least three months of your take home pay
in a low fee money market fund or income fund for this
purpose.

We don't know when the pandemic will be truly behind us but
it is clear that applying the valuable lessons we are learning
from it will set us up for success, whatever the post-pandemic
'new normal'is like.
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IRFA APPOINTS NEW BOARD

In January this year we welcomed our new Board of
Directors. On Friday 26 January 2021 the Board had its
first meeting and in line with our Memorandum of
Incorporation (MOI) and our established practice, a
new President and Vice-President was elected. The
election turned out to be a first for the IRFA, and is
supportive of the gender equality practices the IRFA
promotes. Both our new President and Vice-President
are women. Geraldine Fowler has been elected as
President and Amanda Khoza as Vice-President.

As is the custom the ceremonial handover by the
immediate Past President, Enos Ngutshane, will take
place at our annual conference in September 2021. In
the interim the immediate past and current presidents
will be working closely together to ensure continuity.

The new executive committee was also established
and again following past practices and our MOI, the
executive committee members are firstly the new
President and Vice-President, the immediate Past
President and a board member, Nancy Andrews.

We wish the new President and Vice-President and
new established executive committee every
success. We would also like to acknowledge and
thank our immediate Past President Enos
Ngutshane for his courageous leadership and
guidance during his term.

Geraldine Fowler
PRESIDENT

Enos Ngutshane
EXECUTIVE COMMITTEE MEMBER

Nancy Andrews
EXECUTIVE COMMITTEE MEMBER

Amanda Khoza
VICE-PRESIDENT

Pensions World SA | March 2021
pg63



Our focus is on:

people

quality

viewpoints

original ideas

audience engagement
good reading experience

Knowledge is key in the industry, join our quest to keep
all industry stakeholders up-to-date with what is

happening in the financial services world.

Let us know of acquisitions, mergers and any other

news.

Contact:

Chris Brits | 082 457 1833 | britsc@ebnet.co.za

David Weil | 082 445 8852 | weild@icts.co.za

MOMENTUM GLOBAL INVESTMENT MANAGEMENT APPOINTS NEW INVESTMENT DIRECTOR

Momentum Global Investment
Management (MGIM), Momentum
Investments' international
investment management division,
has appointed Andrew Hardy as
Director of Investment Management
as the business positions itself for
further growth in the UK. Effective
immediately, Hardy will assume full
oversight of MGIM's UK Investment
Team and will be responsible for
managing relationships with key clients and partners.

Hardy is a long-standing member of MGIM's London-based
investment team, having been with the company since 2005.
He has been co-Head of Research for the last five years and a
Portfolio Manager for over 10 years, leading the management
of the Harmony Portfolio multi-asset range and global
developed and emerging market equity funds, with combined
assets under management of around £2.2 billion. During his
time at the company he has also played an important role in
developing MGIM's investment philosophy and process while
supporting business strategy and development.

According to Ferdi van Heerden, Chief Executive at MGIM,
“Andrew's appointment as Investment Director is testament to
the talent and depth of our investment team. He has made a
huge contribution to the business during the past 15 years and
his experience and understanding of our culture and values
made him the ideal choice for this leadership role. The decision
to promote from within ensures that there will be no disruption
at this important time for the business, and we are confident
that Andrew will continue to deliver exceptional outcomes for
our clients and partners in his new position.”

Established in the UK in 1998 the MGIM works closely
institutional and adviser partners in the UK and Europe, Asia
and the Middle East, South America and South Africa to design,
build and manage outcomes-based investment solutions,
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delivered through global multi-asset portfolios and tailored
client solutions. The appointment comes as MGIM is poised to
further develop its UK presence following the acquisition of
Seneca Investment Managers in October 2020, giving the
combined business over £4.5 billion in assets under
management.

Sonja Saunderson, Chief Investment Officer at Momentum
Investments says, “Andrew brings experience through various
market cycles that is invaluable to our global portfolio
management insight and decision making. His depth in research
and detailed understanding of market behavior in an
investment leadership role will help us navigate tough
environments and further strengthen the decision making in
our global portfolios.”

Saunderson adds that as exchange controls in South Africa
relaxed over time, the business increasingly realised the
importance of the integration between local and global portfolios
playing a critical role in the outcome of client portfolios. “We
therefore invested in a dedicated team of specialist portfolio
managers for our global efforts. Andrew's promotion into this
role speaks of the importance of promoting and growing from
within and recognizing leadership skills in our staff.”

“I am delighted to be taking on the role of Investment Director
at MGIM. During my time at the company | have been
immensely proud of how the business has grown and evolved.
We have an outstanding team and a long track record of success
across our global client base, and multi-asset solutions like ours
are becoming increasingly popular with both retail and
institutional investors.

“This s an exciting time for MGIM and in my new role | look
forward to continuing to drive the company's overall ambition
to be the gold standard for multi-asset investment among
financial advisers and intermediaries,” concludes Andrew
Hardy, Investment Director at MGIM.
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Financial Planning
Institute of Southern Africa
THE PROFESSIONAL STANDARD

Gearing up
for 2021

Welcome to 2021, and | hope you are all healthy and rested! While the new
year may not have started exactly as we'd hoped, at least we all know more or
less what to expect from the pandemic this time around.

Lelané Bezuidenhout CFP®, CEQ of the Financial Planning Institute.

Necessity is the mother of all invention
Merely surviving 2020 was an achievement. But at the FPI, we were fortunate that the dark cloud did have a few silver linings. Not least
the fact that our digital infrastructure has advanced by leaps and bounds thanks to the pandemic.

Early in the first lockdown, we took the brave decision to move all of our events (including our flagship Professionals' Convention),
training sessions and exams online. This didn't only allow us to continue to serve our community through a terribly challenging year; it
also had a few unexpected benefits. Not least the fact that it was much easier for people in remote locations to attend events / sit
exams. Another bonus of online events and training sessions is that you can attend them in your own time, long after the live event. In
fact, you can still benefit from the wisdom (and CPD hours!) imparted at our 2020 FPI Professionals' Convention. Simply visit
www.fpi.co.za or contact events@fpi.co.za.

Focus areas for 2021

Improving Diversity and Inclusion must be a continual work in progress for everyone in the financial planning profession (and
beyond). To ensure that these words translate into actions, the FPI's Human Capital Committee revised our D&l strategy late last year.
We will kick off 2021 by constituting a brand new D&I committee (watch this space). They will soon be rolling their sleeves up and
getting to work.

Continuing to provide robust feedback on draft regulations remains a key focus for the FPI. Currently out for public comment include:
amended Fit and Proper requirements, the General Code of Conduct and the draft declaration of Crypto Assets as a Financial Product,
to mention a few. The FPI will also be meeting with the National Treasury later this month to provide feedback on the 2020 version of
the COFI Bill.

Embracing Financial Planning technology (FPtech) within Practice Standards is another must. FPtech is here to stay, so why not go
with the flow and use it to your advantage? Clever use of technology can greatly improve efficiency (and thus profitability) in your
practice. It can also give you the edge when trying to appeal to the increasing number of millennials and Gen Zs who are creating and
inheriting wealth.

Increased consumer awareness of the Financial Planning profession is key to South Africa's future success. With this in mind, the FPI
has already taken key education programmes (such as FPIMYMONEY123™) online onto our social media platforms. The latest series is
entitled “Wills and Estates — Mistakes made by the Rich and Famous”. We will also be launching a revamped consumer education
website later this year.
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Dates to diarise
e The FPI's membership renewal window will remain open until the end of March 2021. And remember, you can pay by monthly
debit orders.

* In the next couple of months, we'll have webinars on Technical Content (Investments, Retirement Planning, Risk Planning, Tax
Planning and Estate Planning) as well as General Topics that covers Skills and Abilities needed to remain a competent professional
member of FPI and last but not least, webinars on Ethics and Practice Standards. Webinars are free for FPI professional members
(RFP, FSA and CFP) as if forms part of your membership benefits.

» Thisyear's FPI Professionals Convention will take place on 25 and 26 October 2021. If regulations allow it will be a hybrid (in-person
and digital) event.

One more thing before | go...
As a member of the pensions community, you are probably very aware of the retirement crisis facing South Africa. Tackling this
problem is a massive challenge for our profession, our government and, frankly, our citizens.

Towards the end of last year, Treasury issued an exchange control circular that announced the reclassification of inward listed debt and
derivative instruments as well as exchange-traded funds referencing foreign assets. This created widespread confusion as some FSP's
assumed that this “changed” Regulation 28. Shortly after this, the circular was withdrawn. It is important to note that the circular
issued (and then withdrawn) could never have determined Financial Sector Regulation without proper consultation with the FSCA and
other bodies. What this whole incident highlighted, however, is that Regulation 28 is indeed in need of an urgent review.

Onwards and upwards

On that note, | will leave you to get on with your year. | wish you strength, insight and energy in tackling the challenges and
opportunities which 2021 presents you with. If you are not already a member of the FPI, | do encourage you to join. Being part of a
community of like-minded professionals who understand your challenges inside out makes everything so much easier.
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Enos Ngutshane, Past President of the Institute of
Retirement Funds Africa (IRFA)

Background to the conference
The Institute of Retirement
Funds Africa's (IRFA) virtual
conference held in November
2020 was well received,
reinforcing the retirement
sector's role in shaping the future. The IRFA is confident that the
sector will continue to play a major role in defining the future
through change, resilience and in rethinking traditional boundaries.
Certainly, this was a major discussion point at the conference.

The IRFA believes that leaders and expert speakers at this leading
industry conference built the case for change and transformation in
the financial sector, as well as for the benefits of leveraging
technology for the greater good.

Vital role played by the retirement sector

We are adamant that the retirement sector has a vital role to play as
the economy gears up for recovery in the wake of the Covid-19
pandemic and consequential lockdowns around the world. Events
such as IRFA's annual conference are crucial to the “harnessing of a
multiplicity of ideas” that are crucial to change, growth and
transformation in our sector.

The conference, held for the first time on a virtual platform,
provided ample opportunity for the exchange of ideas in terms of
the provision of platforms for networking and interaction, in
addition to the substantial line up of speakers.

Siegel took delegates through the history and features of defined
benefit funds, and the thinking behind why these have been
replaced to a large extent by the defined contribution model -
which has been implemented internationally with a large measure
of success.

Siegel however cautioned that the avoidable pitfalls of the defined
contribution fund included underfunding, liability growth due to
falling interest rates and most importantly decumulation, which
directly impacts the retirement security of members.

eflections on
2020 IRFA

Handholding through decumt

Handholding is an important fae
benefits of defined contributit

Delegates at our conference lea fhed the intricacies of
this from US based speaker, Lawiiehce B Siegal. Siegal
is the Research Directo‘d. i€ CFA Research
Foundation who, in addition‘tod \4|'"f.1g served as a
Director of the Ford Foundatiof,shas over 30 years'
experience in investment ma ‘,'irl t and financial

consulting.

in realising the
etirement funds.
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Reflections on the 2020 IRFA Conference

Siegel however cautioned that the avoidable pitfalls of the
defined contribution fund included underfunding, liability
growth due to falling interest rates and most importantly
decumulation, which directly impacts the retirement
security of members.

Siegel emphasizes that “for a defined contribution fund to
succeed, we need good asset liability management,
protection against inflation and handholding of the
member through the decumulation phase.”

According to Siegel this “handholding” is vital to ensuring
the member has sufficient funds to last through retirement
and in many cases this support and guidance is shared with
insurance companies through products like retirement
annuities. He argues that this sharing alleviates the risk.

Siegel is also an acclaimed author in the field. His first book
"Fewer, Richer, Greener” published in 2009 examines the
environmental and social impacts of investment.

Topical issues highlighted

Topics covered included the impact of Covid-19 on the
investment market, the importance of resilience and
innovation to the sector, a look at the alternative
investment approach as well as its importance to socio-
economic development, and key pointers for the ongoing
sustainability of the sector.

Built into the programme was a series of master classes
featuring pointers from the Acting Commissioner of the
Financial Services Conduct Authority (FSCA) as well as
expert presenters covering subjects such as “Investment
fundamentals and data science” and “Innovative solutions
for the retirement industry and the South African Economy.”

The content was rated highly by attendees as relevant,
topical and educational as evidenced by post conference
feedback obtained in an electronic survey. In addition to the
findings below, delegates rated the learning experience at
77%.

Content rating by the delegates

Delegate Findings
Content rating

The quality of the speakers 89.71

The format of the programme 85.14

The relevance of the topics 8
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We are convinced that the November 2020 conference
certainly delivered on its member and industry mandate.
On the back of this success and positive feedback, the
Institute is planning a high level Thought Leadership Imbizo
for 16 March 2021.

IRFA announces incoming Management Board
Following the virtual conference, the IRFA started the process
of electing the a new Management Board. The process
started with the nominations managed through
ElectionWorx, a tool that is operated by AgendaWorxs. A
former Director of the IRFA, Ms Fiona Rollasson, was
appointed as the Election Officer.

The election process for the new Board of Directors was
held during November and December 2020. The term of
office of the current IRFA Board of Directors expired on 15
January 2021 and the Institute has announced the names of
the incoming Board elected by its membership base.

As the IRFA, we would like to extend our gratitude to the
outgoing Board for their commitment and contribution
during their term of office. Our thanks goes out to: Enos
Ngutshane (President), Anthony Williams (Vice-President),
Geraldine Fowler, Thomas Mketelwa, Vusi Mashile,
Amanda Khoza, Fiona Rollason, Pieter Cronje, Johannes
(Voet) du Plessis and Wayne Hiller van Rensburg.

The members of the incoming Management Board who will
serve a three year term of office are the following:

* Enos Ngutshane

* Geraldine Fowler

e AmandaKhoza

* Mandla Nkosi

* Voetdu Plessis

e NancyAndrews

e Mkuseli Mvombu

e CherylWard

The IRFA will be introducing you to the Board shortly and
give you an opportunity to engage with them. Please look
out for our invitation. Lastly, don't forget to follow us and
register as we take you towards the Thought Ledearship
Imbizo on 16 March 2021.




Advocate Matome Thulare, Deputy Pension Funds Adjudicator

The Deputy Pension Funds Adjudicator, Advocate Matome Thulare, has ruled
that an employer was entitled to claim a deduction for double salary payments
made to the complainant for over two years.

Advocate Thulare dismissed the complaint by a member against his pension fund's decision to withhold his withdrawal benefit.

The complainant commenced his employment with Nedbank from 1 February 2017 until 13 September 2019. He was a member of
the Old Mutual Superfund Pension Fund.

Prior to being a permanent employee, the complainant had been employed by Nedbank for two consecutive periods on fixed term
contracts during the period June 2016 to December 2016.

During the period of the fixed term contracts, the complainant was remunerated at the rate of R500 per hour. Upon becoming a
permanent employee, the complainant's remuneration changed to R414 per hour capped at 158 hours per month/R785 644 per
annum.

The complainant admitted that he noted discrepancies in his salary after becoming a permanent employee. He said that he initially
assumed that this was because of the transition from fixed term employee to permanent and that these discrepancies would resolve
over time. When the discrepancies persisted, he assumed that the employer “had in fact not prejudiced him, by reducing his pay scale
so drastically”. The complainant said that his IRP5 documents corresponded with his pay slips.

After an investigation by Nedbank, it was discovered that the complainant was receiving a second salary as a result of a processing
error whereby he was not removed from the temporary payroll. This resulted in the complainant receiving almost double his salary for
a period of just over two years.

Despite admitting knowledge of the discrepancy, he never brought it to the attention of Nedbank.

In a written statement made to Nedbank after the investigation, the complainant admitted his liability to Nedbank and undertook to

repay the money. The complainant was subsequently dismissed for misconduct relating to dishonesty and criminal charges were laid
against him for fraud. The complainant referred the matter to the CCMA but abandoned the arbitration after conciliation failed.
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Adjudicator rules employer is entitled to pension deduction after double salary payments

The complainant tried to access his pension fund after his dismissal and was informed that it was being withheld because of the
employer's claim against him and pending the outcome of legal proceedings against him. After failing through his legal
representative to get the fund to change its decision, the complainant decided to lodge a complaint with the Pension Funds
Adjudicator.

Advocate Thulare found that the complainant had admitted his liability in writing to the employer and that the basis for such
liability was his misconduct relating to dishonesty, as per the findings of the disciplinary enquiry.

The Deputy Adjudicator did not accept the reason for the complainant abandoning the CCMA arbitration as being due to a lack of
funds for legal representation and held that legal representation at the CCMA for unfair dismissals was not an automatic right.
Furthermore, that the CCMA processes were designed to assist lay persons and that if the complainant desired legal
representation, then he could have approached the Legal Aid Board.

The Deputy Adjudicator also rejected the complainant's argument that he should be found negligent instead of dishonest.

“These payments persisted for a long time and the complainant had sufficient opportunity to query same with the third
respondent. He failed to do so.

“As an employee and in terms of the employment contract entered with the third respondent, the complainant stood in a position
of confidence which involved a duty to protect the interests of his employer. Accordingly, the complainant owed a fiduciary duty
towards the third respondent which he failed to fulfil,” Advocate Thulare said in his determination.

The Deputy Adjudicator held that payments of almost double his expected salary should have raised alarm bells and the
complainant ought to have queried same. Instead, he chose to stay silent. He also knew that he did not work for the hours that he
was being paid for.

“The inescapable conclusion is that the complainant, who conceded that he became aware of the discrepancies in his salary from
the outset of his permanent employment, did not bring it to the attention of the third respondent (employer Nedbank) because it
benefited him and because he assumed that the double salary payments would go unnoticed due to the scale of the third
respondent's operations.”

The Deputy Adjudicator found that there was a duty to speak on the part of the complainant and that his failure to do so
constituted dishonesty.

The Deputy Adjudicator stated that in several recent determinations, the requirements that must be met in order to justify the
withholding of a benefit were set out. One of the main requirements for withholding a benefit is applying the principles of natural
justice. However, it was important to appreciate that there is a distinction to be drawn between the “withholding” of a benefit and
the “deduction” of compensation due to an employer on the grounds of fraud, theft, dishonesty or misconduct.

The Deputy Adjudicator held that in circumstances where there is no dispute that the member admitted liability in writing, and
such liability arises from dishonest conduct, a deduction can be made without awaiting the outcome of civil or criminal

proceedings. Thereis simply no pointin the fund continuing to withhold the complainant's benefit, he said.

The employer was entitled to a deduction and it follows that the complaint could not succeed because it would deprive Nedbank
of thereliefthatitis lawfully entitled to. The complaint was dismissed.
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Providing useful services

backed by outstanding
expertise

We provide services associated with the legal, legislative and regulatory aspects of
employee benefits to mostly financial services companies and funds. Our clients trust us
because we have deep expertise, long experience and understand what they do. We make
legislative and regulatory complexity easier for you to understand and implement. We work
closely with you to achieve your goals.

Our services include assistance with:

e Agreements and forms

* Rules drafting and submission

» Training and publications on legislative, regulatory and other legal issues

» Regulatory compliance for example POPIA and complaints management

» General queries, guidance, investigations, complaints and litigation support
¢ Section37Cand 37D decisions

* Independent board or principal officer positions

BN RETIREMENT INDUSTRY
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Legal Update,
Qtr 1, 2021

Leanne van Wyk, Director
ICTS Legal Services (Pty) Ltd

Explaining
compulsory
annuitisation

Compulsory annuitisation of provident funds will go forward on 1 March 2021.
(The amendment to the legislation allowing for this change is now an Act.)

The idea is to further align pension and provident funds — this time regarding how much a member may take in cash on retirement

from a provident fund.

The differing interpretations of the wording of the legislation remains an issue for implementation and what follows are my views.

The basic idea going forward for provident funds
The change affects retirement benefits only, not withdrawal benefits.

The basic idea is that provident funds from 1 March 2021 will pay out retirement benefits
in the form of an annuity, with only one-third of the retirement benefit available to be
taken as cash.

Other amounts will also continue to be allowed to be taken in
cash

As a way of phasing-in this change, Government wanted to continue to allow more of a
provident fund member's retirement benefit to be taken in cash. Some of what had
already been built up in provident funds and some of what will still be built up going
forward will also be allowed to be taken as a cash lump sum on retirement. These
amounts are different for older and younger members.

Those amounts that will still be able to be taken as cash on retirement (in addition to the
one-third already allowed) are referred to as “vested benefits”. Other terms like “vested
rights” or “protected benefits/right” have also been used. You won't find these terms in
the legislation —they are simply terms used and understood by the industry.
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1/3rd cash
lump sum

“Vested benefit”

A part of a retirement benefit
that the member does not have
to take as an annuity and may
choose to take as a cash lump
sum (in addition to the usual
one-third) when retiring from his
retirement fund.
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There are different vested benefits for older and younger members — the simplified version:

What makes up vested benefits?

A. For all members of a provident fund

« Contributions to provident fund before

1 March 2021

 Plus all fund return on this

ok

B. For members of a provident fund who
are 55 or older on 1 March 2021

« Contributions on 1 March and after as
long as you were a member of the

provident fund on 1 March 2021

« Plus all fund return on this

—
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Vested amount - e
may take as cash S AT,

L

“Vested benefit” = a part of retirement benefit
that the member does not have to annuitise on
retirement and may take as a cash lump sum (in
addition to the normal one third)

‘Non vested’
amount - may take
one-third as cash,
rest as annuity

Exception: - "rg‘k =
if ‘non vested’ pot is R247 500 or
less then can take it as cash

Non vested benefit = a part of a retirement
benefit that the member must annuitise on
retirement and may not take as a cash lump sum
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What makes up non vested benefits?

Allmembers: contributionsto a fund other than a provident fund
Members youngerthan55: contributionsto a provident fund on 1 March 2021 and after, and fund return on this

Members 55 and older: contributions to a provident fund from 1 March 2021 and after if they were not a member of that
fundon 1 March 2021

Amounts that a member may still take in cash onretirement

A member may take as cash on retirement:
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(a) All vested benefits, plus
(b) One-third of non-vested benefits.

And if the value of the member's 'non vested' pot is R247 500 or less then the member can take the whole retirement benefit
as cash.

A. For all members of a
provident fund

Vested amount -
may take as cash

« Contributions to provident ' ¥ e,
fund before 1 March 2021 “Vested benefit” = a part of retirement benefit

that the member does not have to annuitise on
retirement and may take as a cash lump sum (in
addition to the normal one third)

« Plus all fund return on this

-

B. For members of a provident

fund who are 55 or older on ‘Non vested’
amount - may take
1 March 2021 one-third as cash,

rest as annuity

0 . '# _.:.l:' -;
« Contributions on 1 March and Exception: s SR
after as long as you were a if ‘non vested’ pot is R247 500 or
member of the provident fund less then can take it as cash

on 1 March 2021

Non vested benefit = a part of a retirement
benefit that the member must annuitise on

« Plus all fund return on this retirement and may not take as a cash lump sum
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What are vested benefits? The longer story

It is worth mentioning that the above explanation of vested benefits is the simplified version that is usually included in
publications and training. The legislation is more complex than that and also includes certain “amounts credited” to fund credits
as vested benefits, for example in certain circumstances this may include surplus amounts credited to members and other
amounts. Thus, | have set out the fuller account of vested benefits below, for your information.

LEGAL ROUND UP

All members of a provident fund younger than
55 on 1 March 2021

Member of a provident fund who is 55 years or
older on 1 March 2021

Any amount contributed to a provident fund prior to
1 March 2021

Plus any other amounts credited to the member’s
individual account/ minimum individual reserve prior to, on
or after 1 March 2021 as a result of the value of the
member’s individual account/minimum individual reserve
on 1 March 2021; and

Any fund return, as defined in the Pension Funds Act, in
relation to the contributions contemplated in 1 or amounts
credited contemplated in 2

Reduced by any amounts permitted in terms of any law to
be deducted from the member’s individual

Any amount contributed to a provident fund of which that
person isa member on 1 March 2021

With addition of any other amounts credited to the
member’s individual account/minimum individual reserve
of the provident fund prior to, on or after 1 March 2021;
and

The fund return, as defined in the Pension Funds Act, in
relation to the contributions contemplated in 1 or
amounts credited contemplated in 2

Reduced by any amounts permitted in terms of any law to
be deducted from the member’s individual
account/minimum individual reserve of the provident fund

account/minimum individual reserve of the provident fund

Fund
return

Certain
amounts

Certain
[ ]

contributions Deductions

credited on these

Deductions

Deductions, such as pension interest on divorce, maintenance orders, housing loans and other permitted by law, such as the Pension
Funds Act, will reduce the vested and non-vested part of a fund credit proportionately. Note this is a proportional reduction and not
an equal reduction.

The legislation does not cover once off withdrawals from preservation funds. Thus, it remains unclear whether a once off withdrawal
from a preservation fund reduces the vested or non-vested pat of the fund credit or whether the intention is that the vested and non-
vested part of the fund credit should be reduced proportionately. The Income Tax Act needs to be amended to clarify this uncertainty
and we may see an amendment mooted during the National Budget process.

The SARS Business Requirement Specifications (BRS) for annuitisation (and other aspects of the amendments to the Income Tax Act)
has not yet been finalised at the time of writing this article.
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Trustee Tutor: Issue 5
Categories of retirement
funds

As the T-Day reforms provided for in the Taxation Laws Amendment Act take effect on 1 March 2021,

it is worthwhile to look at the different types of retirement funds and how these have changed over time.

CATEGORIES OF RETIREMENT FUNDS

There are two broad categories of retirement funds:

1.0ccupational funds

Occupational funds are, historically, those retirement funds that members belong to by virtue of

their employment with a specific employer. For example, to be a competitive and sought after
employer, ABC (Pty) Ltd promises certain benefits for their employees in their contracts of
employment. The most cost and tax effective way to provide for some of these benefits is through
an occupational retirement fund (pension fund or provident fund). In terms of the tax laws, when
an employee joins ABC (Pty) Ltd, it is compulsory that they join the employer's retirement fund, in
other words, eligible employees don't have a choice but to join the fund.

For completeness of this discussion, an employer can choose to set up their own retirement fund or
they could choose to participate in an umbrella fund.

2.Retail funds

Retail retirement funds are those funds that an individual chooses to use to save for their
retirement, in other words, membership of the fund is not compulsory, but rather discretionary.
Individuals choose these types of savings vehicles for the tax benefits they offer, as well as their
competitive fees (when compared to other types of discretionary savings options). Examples of
retail funds are retirement annuity funds and preservation funds.

The impact of Default Regulations on these two categories ...

After the default regulations on preservation came into effect on 1 March 2019, you may find members who leave their employer
but choose to keep their savings in their occupational funds (preserve in the fund) — meaning that an occupational fund may now
have a combination of members who belong to the fund due to their employment with the employer and members who have
chosen to remain in the fund as individual investors after their employment with the employer has come to an end.
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The Taxation Laws Amendment Act introduced a number of key changes on 1 March 2016 (tax deductibility of contributions) and
then again on 1 March 2021 (payment of benefits on retirement) to align the different types of retirement funds. These changes

were done to ensure fairness to members through consistency of tax treatment and to compel members to preserve (or save)

their money on retirement.

Therefore, to understand the evolution of the different types of retirement funds, one needs to look specifically at the tax
deductibility of the contributions paid into the fund and the way in which retirement benefits may be taken when a member
retires. We also look at the changes to transfers between funds to demonstrate further how alignment has beenimplemented.

WHAT IS A PENSION FUND?

A pension fund is a retirement fund set up by an employer to support employees in providing financially for their retirement

and to provide benefits to their families should the employee (member) pass away.

Tax deductibility of contributions paid
into the fund —before 1 March 2016

Member contributions: up to 7,5% of approved remuneration
Employer contributions: up to 20% of approved remuneration

(Fringe benefit tax on employer contributions was not payable in
the hands of the member)

Tax deductibility of contributions paid

I into the fund —after 1 March 2016

A total of 27,5% of the greater of remuneration or taxable income.

The overall tax deductible limit is R350 000 each year.
Contributions over this limit are allowed, but will not qualify for a
tax deduction.

(Contributions made by the employer is taxed as a fringe benefit in
the hands of the member)

How the retirement benefit is paid
out—before 1 March 2021

A member may take a maximum of 1/3 of their accumulated
balance in the fund in cash, and the remaining 2/3rds must be used
to buy a pension (or annuity).

If the member's accumulated balance was less than R75 000, the
full amount could be taken in cash on retirement.

How the retirement benefit is paid
out—after 1 March 2021

A member may take a maximum of 1/3 of their accumulated
balance in the fund in cash, and the remaining 2/3rds must be used
to buy a pension (or annuity).

If the member's accumulated balance is less than R247 500, the full
amount may be taken in cash on retirement.

l|.|. Transfers—before 1 March 2016

Transfer tax free to a pension fund, pension preservation fund or
RA fund.

Transfers —after 1 March 2016

Transfer tax free to a pension fund, pension preservation fund or
RA fund.

Withdrawal benefit (no changes)

Members may take a cash lump sum on withdrawal.

Pensions World SA | March 2021
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WHAT IS A PROVIDENT FUND?

Aprovidentfundis aretirement fund set up by an employer to support employees in providing financially for their retirement and
to provide benefits to their families should the employee (member) pass away.

Tax deductibility of contributions paid | Member contributions: not tax deductible
into the fund—before 1 March2016 | Employer contributions: up to 20% of approved remuneration

TRUSTEE AND MEMBER EDUCATION

(Fringe benefit tax on employer contributions was not payable in
the hands of the member)

ﬂ Tax deductibility of contributions paid | Atotal of 27,5% of the greater of remuneration or taxable income.

d into the fund —after 1 March 2016

2016

Raotch The overall tax deductible limit is R350 000 each year. Contributions

over this limit are allowed, but will not qualify for a tax deduction.

S,
YN02

SN0110,

(Contributions made by the employer is taxed as a fringe benefit in
the hands of the member)

How the retirement benefit is paid | A member may take a maximum of 1/3 of their accumulated balance
out—before 1 March 2021 in the fund in cash, and the remaining 2/3rds must be used to buy a
pension (or annuity).

How the retirement benefit is paid | A member may take a maximum of 1/3 of their accumulated balance
out—after 1 March 2021 in the fund in cash, and the remaining 2/3rds must be used to buy a
pension (or annuity). ™

If the member's accumulated balance is less than R247 500, the full
amount may be taken in cash on retirement.

Transfers —before 1 March 2016 Transfer tax free to a pension or provident fund, a pension or
provident preservation fund, or to an RA fund.

Transfers —after 1 March 2016 Transfer tax free to a pension or provident fund, a pension or
provident preservation fund, or to an RA fund.

)

2016
MARCH

4«

x| @

Withdrawal benefit (no changes) Members may take a cash lump sum on withdrawal.

Mt is very important to note that this applies only to contributions made after 1 March 2021 by members younger than 55 years
old. All balances saved up to 28 February 2021 are still able to be taken as a full cash lump sum at retirement. And members over
55 are still able to take their whole accumulated balance in cash on retirement (provided they don't change funds). (There is more
detail on how accumulated balances as at 28 February 2021 will be treated on retirement in this issue's Legal Update — explaining
compulsory annuitisation.)
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WHAT IS A RETIREMENT ANNUITY (RA) FUND?

Aretirement annuity fund is a retail fund that an individual chooses to invest in to make financial provision for their retirement. It
is a tax effective way for an individual to save for retirement — either if they are self-employed and therefore do not have an
employer fund, or if they wish to save more outside their employer's fund by making additional contributions to maximise the
27,5% allowable deduction.

e
mlmln

Tax deductibility of contributions paid | A maximum of 15% of non-taxable income

TAX

e T into the fund —before 1 March 2016
g
Swous® (1)
|| Tax deductibility of contributions paid | A total of 27,5% of the greater of remuneration or taxable income.
BELE |, |, intothefund-after 1 March 2016
MARCH ;"' The overall tax deductible limit is R350 000 each year.
(1) svous®

Contributions over this limit are allowed, but will not qualify for a
tax deduction.

How the retirement benefit is paid | A member may take a maximum of 1/3 of their accumulated
out—before 1 March 2021 balance in the fund in cash, and the remaining 2/3rds must be used

o 3
s
to buy a pension (or annuity).

If the member's accumulated balance was less than R75 000, the
full amount could be taken in cash on retirement.

P How the retirement benefit is paid | A member may take a maximum of 1/3 of their accumulated
lllll out—after 1 March 2021 balance in the fund in cash, and the remaining 2/3rds must be used

to buy a pension (or annuity).

If the member's accumulated balance is less than R247 500, the full
amount may be taken in cash on retirement.

" ‘ Transfers —before 1 March 2016 Members may transfer to another RA fund only and this transfer is
| O O | tax free.

| Transfers —after 1 March 2016 Members may transfer to another RA fund only and this transfer is
tax free.
(1)
Withdrawal benefit (no changes) Members may not withdraw from an RA fund before age 55

(whereupon they would take a retirement benefit).

One last important comment on contributions: the 27,5% tax allowable contribution is aggregated across pension, provident
and RA funds, meaning an individual may claim a tax deduction on a total maximum contribution of 27,5% to any (or all 3) of
these funds.

Sowhat's the bottom line?

In essence, from 1 March 2021, there will be no differences between pension funds and provident funds. Infact, new impending
legislation will simply refer to them as retirement funds. This will be the completion of the alignment of these funds to ensure
fairness and consistency, and encourages individuals to save more for retirement.

You can also see that the (now aligned) rules around how a retirement benefit may be taken, compels members to preserve
their savings for longer into their retirement years.
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What is a preservation fund?

If a member leaves their employer and decides to take his
withdrawal benefit in cash from their employer's retirement
fund, they would pay tax on any cash amounts taken over
R25 000 (according to the current tax tables). A member could
avoid this tax by:

e Preserving their benefitin their employer's fund, or

e Transferring their benefit to a preservation fund.

TRUSTEE AND MEMBER EDUCATION

The following are some of the features of a preservation fund:

Tax deductibility of contributions paid into the fund
Members do not make contributions to preservation funds

Withdrawal benefits
Members are able to make a once off withdrawal from their
preservation fund (up to the full balance in the fund) before
they reach retirement age (normally set at age 55).

Retirement benefit
A member may take a maximum of 1/3 of their accumulated
balance in the fund in cash, and the remaining 2/3rds must be
used to buy a pension (or annuity).

(Similar to pension and provident funds above, retirement
benefits from preservation pension and preservation
provident funds were aligned on 1 March 2021.)

If the member's accumulated balance is less than R247 500,
the fullamount may be taken in cash on retirement.

Although the default regulations introduced in 2019 allows
members to preserve their withdrawal benefits in their
previous employer's fund (thereby avoiding tax), there are still
a couple of reasons why a member may choose to transfer to a
preservation fund:

e A preservation fund offers a once off withdrawal of your

savings before retirement age.

» The preservation fund may offer choice of a more attractive
range of investment portfolios than the occupational
retirement fund.

Retirement and investment funds operate in a framework of
complicated legislation and in a market of seemingly never
ending choices. For this reason, the Financial Advisory and
Intermediary Services Act regulates who can advise the public
on these financial products. Advisers need to remain fit and
proper, behave with honesty and integrity, and give their
clients the most appropriate financial planning advice to meet
the client's identified financial needs. This is why non-
accredited people, like trustees, management committee
members, human resources staff, amongst others, should not
be offering members any form of advice on their retirement
fund options or investments.
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But there are also funds that don't receive regular contributions but rather once off lump sum payments ...

What is an unclaimed benefit fund?

Historically, an unclaimed benefit is a benefit that had not
been paid to or claimed by a member within 24 months from
when it became due for payment. These benefits were due to
members of a retirement fund who did not claim their benefit
when their employment ended, or their beneficiaries who did
not provide the necessary information to enable the fund to
pay their allocated benefits.

Once a member's benefit became unclaimed, in other words
after 24 months, the retirement fund could transfer this
benefit to an unclaimed benefit fund. An unclaimed benefit
fund is thus a fund set up to specifically receive and deal with
unclaimed benefits.

However, on 1 March 2019 the default regulations brought
into effect in-fund preservation. Regulation 38 provides that
when an employee leaves an employer before retirement
date, the employee must be made paid-up until the fund
receives an instruction in writing. In other words, these
members can no longer be regarded as unclaimed after 24
months.

Thus, after 1 March 2019 the need for unclaimed benefit funds
diminished significantly — with the only possible future use
being for those beneficiaries who are due death benefits but
do not submit the necessary information to enable the fund to
pay these benefits.

R I




What is a beneficiary fund?

A beneficiary fund is a uniquely South African retirement fund
designed to receive benefits allocated to beneficiaries of
deceased members of retirement funds, where these
beneficiaries may not be suited to receiving their benefits in a
cash lump sum.

Section 37C of the Pension Funds Act governs the payment of
death benefits from retirement funds — pension, provident,
RA and preservation funds. In terms of this legislation, death
benefits payable from a retirement fund do not form part of
the deceased member's estate and are thus not subject to the
deceased member's will. The retirement fund trustees have
the duty and discretion to distribute the benefit to the
deceased member's dependants in a fair and equitable
manner taking into account the extent of their financial
dependency.

It sometimes happens that the intended recipients of these
benefits may not be suited or equipped to manage these
often large lump sums, for example a minor child without a
clear guardian or a mentally incapacitated adult dependant.
In these instances, the trustees of the retirement fund may
pay the benefit into a beneficiary fund to be managed
carefully by the beneficiary fund's trustees on behalf of that
beneficiary. The beneficiary fund will prudently invest the

benefit to pay regular amounts in respect of the beneficiary's
expenses for things like education, medical needs and general
upkeep. When the minor child beneficiary reaches the age of
18 any balance left over in the beneficiary fund will become
payable as a cash lump sum.

These are all the types of retirement funds in the South
African context. Although they are all designed to meet a
different need, they do share some similarities. All of these
funds are legal entities separate from the employer or the
fund sponsor and are managed by a board of trustees.
Trustee Tutor 1 in the Q1 2020 issue of Pensions World looked
at the duties and responsibilities of trustees when managing
retirement funds. And secondly all of these funds invest in
appropriate investments to meet the needs of their different
members, in fact many offer members a wide choice of where
to invest their retirement savings.

This issue of Trustee Tutor has looked into the various types of
retirement funds, and shared the changes that have
supported the government's stated aim to align the different
types of funds into a simpler and fairer system, that
encourages members to save for their retirement while
working and into their retirement years.
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Trustee Tutor: Issue 5
Categories of retirement
funds

For an on-line version of the required reading material as well as
electronic CPD Submission form, go to
https://www.pensionsworldsa.co.za or https://www.ebnet.co.za

TRUSTEE AND MEMBER EDUCATION

How to?

Answer all the questions by inserting the correct answer(s) into the block provided next to each
guestion, scan the pages and email to Toni Cantin at ICTS, using cpd@icts.co.za

1. Choose the most correct answer: An occupational retirement fund is:

A discretionary savings fund to which all employees in a particular occupation contribute.
A discretionary savings fund to which all employees at a particular employer contribute.
A compulsory savings fund to which all employees in a particular occupation contribute.

o o T o

A compulsory savings fund to which all employees at a particular employer contribute.

(T

2. One of the consequences of the default regulations on preservation is that you might find members who were
previously considered retail members, in traditionally considered occupational retirement funds.

a. True
b. False

(1]

3. An example of a retail retirement fund is:

A preservation pension fund.
A preservation provident fund.
A retirement annuity fund.

All of the above.

L]

o o T o

4. On 1 March 2016, the following changes to tax legislation were made:

a. Members were allowed to contribute a maximum of 27,5% of the greater of remuneration or taxable
income on a tax deductible basis to a retirement annuity fund.

b. Members were allowed to contribute a maximum of 27,5% of approved remuneration to a pension fund.

c. All members could contribute R350 000 per year on a tax deductible basis to a provident fund.

d. Aloophole was created whereby members were able to contribute more than 27,5% of the greater of

1 00 O

remuneration or taxable income on a tax deductible basis, if they contributed to more than one retirement
fund.

5. From 1 March 2021:
a. A member who resigns can take his full accumulated fund balance in cash from a pension fund.

b. A member who resigns can take his full accumulated fund balance in cash from a provident fund.
c. A member who resigns can take his full accumulated fund balance in cash from a retirement annuity fund.

(I

d. aandbonly.
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Trustee Tutor: Issue 5 - Categories of retirement funds

6. Which piece of South African legislation governs who may give advice on financial products?

The Retirement Funds Act
The Conduct of Financial Advisors Bill
The Financial Advisory and Intermediary Services Act

o 0o T o

The Financial Crimes Control Act

7. Which of the following statements is incorrect.

Member contributions to a retirement annuity fund are tax free to certain maximums.
Member contributions to a preservation pension fund are tax free to certain maximumes.
Member contributions to a provident fund are tax free to certain maximums.

Member contributions to a pension fund are tax free to certain maximums.

o 0 T o

8. In some instances, members of provident funds, pension funds and retirement annuity funds are able to take their
full retirement benefit as a cash lump sum.

a. True
b. False

9. Choose the most correct answer: An unclaimed benefit fund:
Is used for those members who don't wish to belong to their employer's fund.

Is used for those beneficiaries who don't wish to receive their benefits in cash.
Is no longer required in the retirement funds industry.

o 0 T o

Is used for those beneficiaries who don't provide their payment details to the fund.
10. Retirement funds in South Africa have the following in common:

They are managed by a board of trustees.

The need to comply with Regulation 28 to the Pension Funds Act.

The need to comply with the requirements of the Treating Customers Fairly framework.
All of the above.

o 0 T o

Email to Toni Cantin at ICTS, using cpd@icts.co.za
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INVESTMENT CONSULTING
AND TRUSTEE SERVICES

Our trainers ensure you
don’t make any wrong turns.

For trustee standards of excellence, ensure their development by
enrolling them for the FSCA Trustee Toolkit. For expert guidance through
the Trustee Toolkit contact us for one of our experienced trainers.

Publication of FSCA Conduct Standard 4 of 2020 (RF) - Minimum skills and
training requirements for board members of Pension Funds.

In accordance with the FSCA Conduct Standard 4 of 2020 (RF) - effective 10 July
2020, a board member contemplated in section 7A(3)(a) of the Act must attain
the certification of the Trustee Training Toolkit within a period of 6 months from
date of appointment to the board. A board member appointed prior to this date
must complete the Trustee Training Toolkit within 6 months of the effective date.

Please contact Toni-Leigh Cantin on 087 702 3821 or cantint@icts.co.za for more information or

visit our website www.icts.co.za




Stay updated and in the know about who is moving up

the corporate ladder in the pension fund industry.

Ashley Singh

CIO Ssanlam Corporate M OVI N G

Ashley Singh joined Sanlam in June 2020 where he
took on the role of CIO at Sanlam Corporate. Ashley
brings with him extensive exposure to technology
enablement, having successfully developed and
executed IT strategies across a number of industry
sectors. Ashley believes that technology plays a key
role in helping members of retirement funds to take
control of their financial future.

Ntombizethu Sibisi
Business Development Manager,
Fairheads Benefit Services

Ntombizethu has been appointed to BDM within the
fast-growing consultancy team at Fairheads Benefit
Services. Based in Sandton, Gauteng, Ntombizethu
will take responsibility for growing clientele,
communication and reporting to retirement fund
clients across sectors. She joined Fairheads in 2020
following 22 years in both the public and private
sectors.

Miranda Mkhumbuzi-Rasehala
Senior Associate , Soonder Associates Inc

Miranda is a Pensions lawyer with 9 years career
experience. She is Senior Associate at Soonder Inc., a
law firm that provides legal advice tailored to the
Pensions Industry, and a Director at Legaltech, a
consultancy that offers Retirement Fund Legal And
Technical Expertise.

Carolyn Weil
Senior Investment Consultant, Mentenova

Since starting her career at Alexander Forbes in 2016,
Carolyn has gained experience as a financial market
analyst as well as a client relationship manager.
Carolyn obtained her CFA charter in 2019 and recently
joined Mentenova as a Senior Investment Consultant.
She is responsible for consulting to corporate and
institutional clients and brings her experience in
financial markets and economic analysis to the broader
Mentenova client base.

HEHIES]
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Cost effective solution to reach 287,000 industry
followers

Increase brand and product awareness
Attract current and potential customers
Increase sales volume and ROI

Stand out from the competition

Educate your customers

Leverage the power of the internet




Helping South Africans ! AR N
.I[]X get more money INVESTMENTS
; Ashburton | t ts is FirstRand ¢ t
Wh en it matters most, msanaugecr)rr]]e:tvgzg;weer;ss, I\jVeEre falﬂly?;?/iztsezs;emeetmg
INVESTMENTS our clients’ needs more effectively.

Please speak to one of our institutional consultants
on (011) 282 8800 or email institutional @ashburton.co.za

Johan de Wet, Head: Employee Benefits Consulting

C: 084 591 6272 E: jdewet@10x.co.za
www.ashburtoninvestments.com

SERVICES DIRECTORY

Axiomatic is an independent
Benefit consultancy which
offers retirement, health and
risk solutions in South Africa
and the African continent.

AgendaW@RX Online Board Pack

Running online meetings?

You need interactive agendas & minutes. Make voice notes, task
people, sign/annotate documents, vote, and more. Simple, secure
preparation and distribution.

Sarah Heuer: Director

info@agendaworx.com - -
087 723 0010 Contact: Hazel Hopkins, Senior Partner

www.agendaworx.com +27 11 305 1950
hazel@axiomatic.co.za

ALEXANDERFORBES ?‘;EcglUEﬁISTELLOR

Securing your financial well-being RETIREMENT BENEFITS COUNSELLING

Contact Person Jaco Wasserfall

Office no +27 21 300 5729
Alexander Forbes provides employee benefits services and Email info@benefitcounsellor.com
solutions to improve the financial well-being of employees and
employers

Retirement benefits counselling made easy via an online platform
and self-service kiosks - automated and fully complaint

Contact: Paul Farinha | 011 269-1613 | FarinhaP@aforbes.com

ALLANGRAY B Bf-dveSt

LONG-TERM INVESTING ‘ Wealth & Employee Benefits

Bidvest Wealth and Employee Benefits is part of the Bidvest
Vuyo Nogantshi Group and is an independent provider of pensions
Head: Institutional Clients administration, employee benefit consulting, wealth planning
Tel: +27 (0)21 415 9156 and health care consulting to corporate and individual clients.

Email: institutional@allangray.co.za

Website: www.allangray.co.za Contact: Steve Price | CEQ

T. +27(11) 7712322 | F. +27 (86) 664 4437

Allan Gray is an authorised financial services provider.

E. steve@bidvestweb.co.za
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BrightRock’s needs-matched
group risk cover provides
cost-efficient cover that
truly meets employers’and
employees’needs, providing
unique certainty and flexibility.

BR/GHTROCK

Eugen Rehbock, Group Risk Specialist, BrightRock
+27 828880426 | eugenr@brightrock.co.za

CADIANT

paritners

Eoneultanies & acioarian

A firm of independent professionals, advising on Retirement
Benefits, Healthcare and Investments.

Contact: Virgilio da Silva
+27 11783 1620
virgiliod@cadiant.co.za

_
EBnet is a unique digital

retirement industry
knowledge portal in Southern
Africa with the widest digital
news footprint in the industry.

S Chris Brits, CEO | +27 82 457 1833
britsc@ebnet.co.za | www.ebnet.co.za

““*SPHERE

emplayes benefits software sclutions

(20}

EBSphere offers an on-line comprehensive
administration system catering for the Employee
Benefits Industry.

Contact: Brian Rosen, Director | FFA
P +27 112745419
F +2786617 0258

M +27 82 338 7109
E brianr@ebsphere.com

colourfield

Colourfield Liability Solutions provides innovative liability-
driven and goals-based investment solutions to its clients.
Our successful track record speaks for itself.

Contact: Costa Economou
+27(0)861007 656

costa@colourfield.co.za

~ .
\ﬂ ElectionW:S:RX

Need to elect Trustees during lockdown?

ElectionWorx — Simple and secure virtual/remote Trustee
Elections. We set up and run your Board’s Elections anywhere,
anytime. And we are POPI compliant!

Sarah Heuer Director
info@electionworx.com
087 723 0010
www.electionworx.com

codpeoe
coRONATION (XT)

Coronation is an independent asset manager, investing the
long-term savings of millions of South Africans and several
global clients.

Contact: Institutional Business
Office Number: +27 (0) 21 680 2000

Email: cib@coronation.com

Pensions World SA | March 2021

Real Employee Benefits
for Real Human Beings

Contact: Jaco Pretorius, Chief Executive Officer
+27 (0) 11 381 7960
jaco.pretorius@ensimini.com




I ) GLOBAL

INVESTMENT REPORTING

Retirement fund and member level Regulation 28 and SARB
compliance reporting. All our reports are ISAE3402 audit
certified.

Contact: Laven Chetty, CEO
(010) 595 1010
Lchetty@girsa.co.za

Fund Administrators e
Quality Managed Retirement Fund
Administration Services

i

~~ 76 Concorde Road East
Cnr Williams Road
Bedfordview, 2008

GQ

GQM is a niche and focused
retirement fund administrator
providing administration
services through
select providers
and consultants.

7 Tel: (+2711) 450 3066
o Www.ggqm.co.za

FSP no. 3180

Providing useful services
backed by outstanding
expertise

ICTS

LEGAL SERVICES

Contact: Leanne van Wyk, Director ICTS Legal Services
0101108761 | vanwykl@icts.co.za
WWWw.icts.co.za

Market leaders in

» Trustee and member education
* Independent trustee services

« Death benefit consulting

e Specialist communication

[ ]
INVESTMENT CONSULTING
AND TRUSTEE SERVICES

Contact: David Weil, CEO ICTS Group of Companies
+27 82 445 8852 | weild@icts.co.za
www.icts.co.za

Setting us apart in the industry:
 Various levels of tracing

* Document collection services
¢ Investigative tracing services

ICTS

TRACING SERVICES

Contact: Chris Combrinck, Operations Manager
ICTS Tracing Services

087 702 3800 ext 219 | chrisc@ictstracing.co.za
www.ictstracing.co.za

// N

inSite Education is your all-in-one

°
I n consultant for multi-platform member

\_/ communication campaigns.

Sarah Heuer: Director
Imagining the Impossible

sarah@insiteeducation.co.za
087 723 0010

I-Value is an experienced independent firm providing
corporate governance related services including
assurance engagements, risk management and

effectiveness reviews.

Contact: Michael van der Westhuizen CA(SA), Managing Director
083 384 7334
michael@i-value.co.za

Just’s innovative

life annuities provide

a guaranteed income
in retirement, giving
you financial certainty
and protection from
outliving your assets.

justsa.co.za Contact:

Scott Harvey, Distribution Executive
087 238 2690

info@justsa.co.za
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LIBERTY

In it with you

At Liberty Corporate

we partner with businesses to tailor-make Umbrella Fund to

provide care for their employees in times of need with our
value-added services while still meeting their long-term risk
and investment needs.

Speak to your Financial Adviser or email us on lc.contact@liberty.co.za
on how we can provide care.

MENTENOVA

implemented solutions focused on member outcomes

Contact: Danny Streicher, Executive Director
+27 83 414 2451
dstreicher@mentenova.co.za

We help you do better business
and achieve superior outcomes

MENTENOVA through happy, financially

empowered employees.
e () LIGGRTY

Contact: Mr Irshaad Bapoo

Lead Specialist - Commercial Management
011 408 8724 and 072 223 4395
ibapoo@mentenova.co.za

Pensions World SA | March 2021

#socialising your business
administration with your
customer base, for a

true digital revolution!

&
{“t MIP] contac
Richard Firth
Chairman/CEO
083 266 0226
www.mip.co.za | richardf@mip.co.za

Contact: Willem Gaymans, Institutional Investments
Cell: +27 (0)82 336 8786

Email: willem.gaymans@momentum.co.za

With us, it's personal. Through

meaningful partnerships,

mMmMomentum we believe in delivering
personal investment
goals together.

investments

A

We are an independent asset
RS manager research business

i focusing on the South African
/ investment management
industry with specialisation in

EMERGING MANAGER STRATEGISTS transformation initiatives

Contact: Mark Davids, Investment Strategy and Distribution
+2783 2229913

davidsm@motswedi.co.za

www.motswedi.co.za

NE33, 3

[Pty ILER
Petros Mbewu
Chief Exacutive Officer ot NESS Consilting Services [Pty) Ltd

pELrosE mes o up. (0.8
hatps:/ fwanw.nessgroup.co.za

We specialise in Insurance product development and administration.
This includesfuneral cover, and burial plans.




We have a dedicated retirement funds industry group with

Julanie Basson, Partner/Director
_t +27 (0) 82 467 5944

Contact: Jaco Nieuwenhuis CA(SA) RA , Audit Partner -
julanie.basson@pwc.com

+27 82 928 8454 pwc

jaco@nieuman.co.za

O o extensive experience in providing services to both retirement funds E
\ M and administrators. We have a considerable skills base, both in

leu al l South Africa and globally, and have an in depth knowledge of the 9

O CHARTERED ACCOUNTANTS functions and operations within the Industry. (§)

f g w

Retirement Fund Audit Experts roum ryounm roum o

NieuMan specialises in Retirement Fund audits and other 400 400 400 E

related services. Our leadership team has a wealth of

. . (2]

knowledge and experience. Contact: W

=

>

o

17 ]

(7]

Robsons+ Savage

Retirement fund service excellence.

Contact:
Neil Savage Chantelle Pronk
Managing Director Business Development

neils@robsav.com chantellep@robsav.com

+27 (0)11 643 4520
2 Hermitage Terrace, Richmond, Johannesburg, 2092

Sanlam Trust Beneficiary Fund
offers competitive fees, a unique
life stage investment strategy
and personalised support team
for each beneficiary.

Contact

Madi Carstens

T +27 21947 4238 C+27 71689 1860
E madi.carstens@sanlam.co.za
Juashe Gabriel

T +27 11778 6488 C+27 78 4151946
E juashe.gabriel@sanlam.co.za

Sanlam Trust is a Licensed Financial Services Provider (FSP 21489).

©I6)PSG Asset Management

PSG Wealth offers long-term investors investment

management based on a bottom-up approach with (.}
a strong emphasis on risk management, Sanlam

Charles Lombard
Wational Manager: External Retail Sales
T | +27(21) 799 8000  E | Charles Lombard@pig.co.2a

I-:)IQ*PSG Wealth "} Sanlam

PSG Wealth offers a comprehensive wealth management "There's never been a better time to improve the lives of
offering, designed to meet your needs as an individual, your employees".
family er business,
. . Viresh Maharaj
Nirdev Desai Managing Executive: Corporate Distribution

Head of Sales Tel: (021) 947 6937

T | +27 (21) 918 78O0  E | Wirdev.Desal@psg.co.za Email: viresh.maharaj@sanlam.co.za
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sasfin

beyond a bank

Sasfin Asset Managers, Boutique with a brand

Contact: Kere'shea Govender, Head: Institutional Business
kereshea.govender@sasfin.com

Cell: 0836360572

Tel: 0115319216

Schroders

Kondi Nkosi
Country Head

T: +27 82 333 8994
E: Kondi.Nkosi@Schroders.com

183 Albion Springs Cl. Rondesbosch, Cape Town, 7700, South Africa

Schroders.co.za

A Citadel Holdings company

““ SESHEGO

— BENEFIT CONSULTING

Seshego provides unfettered retirement fund and medical aid
benefit, investment, risk management and group insurance
advice to companies and retirement fund trustees.

Zeenat Badsha Managing Director
+27 11 802 8011 - zeenat@seshego.co.za - www.seshego.co.za

‘) SNG ARGEN

actuarial solutions

Where precision meets innovation

Contact: Natie van Jaarsveld, Actuarial Consultant
C+27 82 498 5560

T+27 12 643 0222

WWWw.sng-argen.com
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Verso Financial Services (Pty) Ltd
offers comprehensive employee
benefits consulting and retirement
fund administration services with
full support to Boards of Trustees
(including fund secretarial services).

VE RSC)

F\NANCIAL SERV\CES PTY LTD

authorised Fin:

WWW.VErso.co.za

Contact:

Wynand Breytenbach, Director Consulting
Derek van Wyk, Director Administration
+27 21943 5300

info@verso.co.za
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Introducing the
Sanlam With-Profit Annuity

Helping pensioners achieve financial confidence in retirement.

At Sanlam, we understand that every pensioner is unique in terms of their needs and circumstances.
That is why we offer a variety of annuities, so that they can choose the one that’s right for them.

The Sanlam With-Profit Annuity is a new addition to the Sanlam annuities product range, launched to
enhance the range and quality of retirement solutions available to pensioners. It provides a guaranteed
income for life, offers pension increases linked to market performance and a generous starting pension.

Annual increases will depend on the returns of two funds:

® 50% invested in SIM Balanced Fund, which drives long-term performance.
® 50% invested in SIM Moderate Absolute Fund, which ensures stability while targeting inflation-beating returns.

Underlying investments in these funds are smoothed over six years before declaring pension increases.

Pensioners can choose from various pension increase options based on their preference for a higher starting
pension or higher future pension increases. The guarantee offered ensures that pension increases are

never negative, even in poor market conditions. Pensions are paid for as long as the pensioner or selected
spouse is alive.

To help pensioners secure a comfortable retirement, now is the time to plan.

For assistance with quotations or questions, please email annuitysupport@sanlam.co.za.

© Sanlam

www.sanlam.co.za Insurance Financial Planning ‘ Retirement ‘ Investments ‘ Wealth

Sanlam is a Licensed Financial Services Provider.
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PMR.AFRICA
DIAMOND ARROW

YEARS OF

INDUSTRY RECOGNITION

Thank you for voting us the best consulting and actuarial firm for fourteen years in a row.

ALEXANDERFORBES

Securing your financial well-being

Alexander Forbes Financial Services (Pty) Ltd is a licensed financial services provider
(FSP 117, registration number 1969/018487/07 and pension fund administrator number 24/472).





