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Darkest before the Dawn – with great 
volatility comes great opportunity 24

South Africa still  faces many challenges. But, 
according to Graham Tucker ,  Manager of the 
Old Mutual Balanced Fund, the market friendly 
developments we’ve seen of late, the vote of 
confidence given to us by Moody’s and the rapid 
improvement in confidence argues well for local 
assets, at least in the short to medium term. After 
years of constant negative revisions to South Africa’s 
growth prospects, Graham believes we’re now past 
the point of maximum pessimism.

BUSINESS

New research highlights how 
distracted employees damage 
company productivity 26

South African businesses are losing up to a staggering 
R89 billion per year due to unproductive employees.  
Elaine Wright, Wellness Strategist at Momentum 
Corporate, says that South African companies, 
already reeling from the rising cost of absenteeism on 
employee productivity, are losing much more due to 
presenteeism – the phenomenon when employees 
are at work but not productive due to distractions. 

ITSM – even more critical in the  
financial sector 28

Many organisations are transforming their business 
practices and the financial sector, in particular, 
has embraced this digital transformation. Richard 
Peasey ,  Managing Executive at Marval Africa, 
elaborates on why organisations that are focused 
on the digital transformation of their business are 
looking to structured mechanisms such as IT Service 
Management (ITSM) to enhance this transition.

LEGAL ROUND-UP

Professional indemnity insurance 
should be a priority for business  
leaders 30

Odett Van Jaarsveld, Head: Professional Indemnity 
Underwriting and Single Projects, SHA, warns that 
professionals who offer advice or services face 
significant liability risks in the event that clients 
suffer damages. It is essential for business leaders to 
consider the need to ensure that their professionals 
are covered under an adequate liability policy.

SARS prescription only starts once 
tax return has been submitted 31

Eric Madumo, a Candidate Attorney and Joon Chong, 
a Partner at Webber Wentzel provide details of 
the recent case of CSARS v Char Trade, where the 
Supreme Court of Appeal ruled that prescription only 
begins to run against CSARS from the date that the 
return is submitted to SARS.

Legal Update:  Q4 2018 33
Leanne van Wyk, Director of ICTS Legal Services, 
summarises three recent determinations from the 
Pension Funds Adjudicator that retirement fund 
Trustees need to be aware of.
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EMPLOYEE BENEFITS

What questions to ask in your 
next Trustee meeting? 8

Karen Wentzel, Head of Annuities, Sanlam Employee 
Benefits sets out the questions Trustees should ask 
when setting up their retirement fund’s annuity strategy 
to meeting the requirements of Regulation 39.

The Real Cost of Life Annuities 11

Regulation 39 states that the fees and charges of 
annuities included in an annuity strategy must be 
reasonable and competitive, and the amount thereof 
and impact on members’ benefits must be disclosed. 
Scott Harvey, Distribution Executive at Just, cautions 
Trustees to look at both explicit and implicit costs 
quoted by insurers.

Case study:  Emergency savings 13

In this second of a two part article, Vickie Lange from 
Alexander Forbes compares bank accounts (money 
market accounts), unit trusts and tax free savings 
accounts with an employer’s retirement fund to 
answer the question of which is the best vehicle to 
use to encourage employees to build up short term or 
emergency savings.

Moving towards transparency 17

Michelle Acton, Principal Consultant at Old Mutual 
Corporate Consultants, says the new Retirement 
S av i n g s  C o s t  ( R S C )  D i s c l o s u r e  S t a n d a rd  w i l l 
introduce welcomed standardisation across the 
board, making it less complicated for an employer or 
Board of Trustees to choose the umbrella fund that 
best meets the needs of their membership and the 
service for which they are paying for.

INVESTMENTS

Could cash really be a better 
investment than equities? 19

With the benefit of hindsight, David Crosoer , 
Executive of Research and Investments at PPS 
Investments, investigates whether investing in SA cash 
over the past year (or even three) may be regarded 
as a sensible decision. And whether this could be a 
reasonable long term strategy.

Can volatility unlock the right 
opportunities? 22

The impact of the volatility on financial market returns 
may be uncomfortable to watch in the short term. 
However, Marian Gordon, Associate Investment 
Consultant at Simeka Consultants and Actuaries, 
advises that it should have little to no impact on an 
investor with a sound financial plan to achieve their 
long term financial goals.
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There is no doubt about it, 2018 has been a tough 
year for the average South African.  Political 
uncertainty, market volatility and a technical 
recession do not bode well for a good night’s 

sleep.  

Graham Tucker, manager of the Old Mutual Balanced 
Fund, believes that we are past the point of maximum 
pessimism and with volatility comes opportunity for 
investors.  To answer a question I’m sure many of us have 
on our minds, David Crosoer, Executive of Research and 
Investments at PPS Investments, investigates whether 
investors would be better off investing in cash rather than 
equities.  And whilst volatility may be uncomfortable in 
the short term, Marian Gordon, an investment consultant 
at Simeka Consultants and Actuaries, cautions investors 
again to focus on their long term objectives and not give in 
to making investment decisions in fear.

There may have been a mixed bag of responses to the 
news of President Ramaphosa’s stimulus package but if 
invested in job creation and infrastructure development, 
one cannot argue that this can only bring positive results 
for investors.

The end of 2018 also sees retirement fund Trustees 
faced with having to implement retail solutions, for their 
institutional pension and provident fund members.  
Karen Wentzel, from Sanlam Employee Benefits sets 
out the questions Trustees should ask when setting up 
their retirement fund’s annuity strategy to meeting the 
requirements of Regulation 39.  And Scott Harvey at Just, 
elaborates on both the explicit and implicit costs of these 
annuities, to ensure that Trustees are in a position to 
confirm that the fees and charges of their chosen annuity 
strategy are reasonable and competitive.  And, in the 
second of a two part article, Vickie Lange from Alexander 

Comment
David Weil

Managing Director
Investment Consulting and Trustee Services

Forbes, offers the vehicles that investors can use to 
save for their rainy day emergencies.  And finally, many 
Trustees of stand alone funds have the ongoing debate on 
whether or not to transfer into an umbrella fund.  Michelle 
Acton, from Old Mutual Corporate Consultants, says 
the new Retirement Savings Cost (RSC) Disclosure 
Standard introduces welcomed standardisation in 
fee disclosures making it easier for Trustees to compare 
the benefits of various umbrella funds.

Businesses are constantly faced with finding ways of 
reducing inefficiencies. Elaine Wright, a wellness strategist 
at Momentum Corporate, quantifies how much South 
African companies are losing due to presenteeism – 
the phenomenon when employees are at work but not 
productive due to distractions. And Richard Peasey, from 
Marval Africa, elaborates on why organisations that are 
focused on the digital transformation of their business 
are looking to structured mechanisms such as IT Service 
Management to enhance this transition.

Finally in our legal roundup, Odett Van Jaarsveld, from 
SHA, warns that professionals who offer advice or services 
face significant liability risks in the event that clients suffer 
damages and need to have appropriate insurance cover.  
Eric Madumo and Joon Chong from Webber Wentzel 
provide details of a recent case where it was ruled that 
prescription only begins to run against CSARS from the 
date that the taxpayer’s return is submitted to SARS. 
And Leanne van Wyk, ICTS Legal Services, summarises 
three recent determinations from the Pension Funds 
Adjudicator that retirement fund Trustees need to be 
aware of.

I’m not suggesting that reading our latest edition will 
induce sleep but hopefully will answer some of your 
questions to allow you to rest a bit easier.  p
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From income inequality and high indebtedness to consistent 
unemployment, governance failures and ravaging droughts, 
we are living in a time characterised by complexity. And it’s 
within this context that both allocators of capital and business 
leaders must work towards driving inclusive growth and financial 
performance.

Aligned interests 
South Africa is at a point where it has a significant opportunity 
to regain high levels of economic growth if we can turn market 
inflows into real foreign direct investment in our economy. Global 
growth is also supportive when it comes to enabling stronger 
export performance. However, these objectives can only be met 
with support from a stable government aligned with a private 
sector that exhibits strong governance and a long-term mind-set.

As an investment management business, we manage money for 
a range of institutional clients who have long liability horizons. 
Ultimately, our responsibility lies with our end clients, who have 
real concerns about being able to retire with sufficient financial 
resources in a world that is safe, just and environmentally sound 
for their children.

Globally, we are seeing an increased interest from businesses in 
understanding the impact environmental, social and governance 
(ESG) factors have on financial performance. This interest is not 
born of baseless optimism; there is growing evidence that proper 
ESG management can lead to superior performance. Therefore, 
investors are becoming increasingly focused on how companies 
are managing these issues and potentially unlocking new 
opportunities. This is specifically relevant in emerging markets, 
where 65% of studies found a positive correlation between ESG 
factors and financial performance. There is therefore a strong 
business case for those companies willing to take a leadership 
position regarding the management of ESG issues.

Great expectations 
Asset managers have a long-term lens and, as such, should aim 
to secure a more sustainable allocation of capital. Old Mutual 
Investment Group consistently engages with business leaders 
on how we can create an enabling market ecosystem. Recent 
examples over the past few years have shown that ESG issues 
directly impact the ability of companies to generate value for all 
stakeholders and as an investment firm, we are intently focused 
on how a company addresses ESG issues. To that end, we have 
some very clear expectations of SA Inc.’s leadership within the 
context of ESG management.

Good corporate governance is non-negotiable
For those of us in emerging markets, governance has specifically 
been tagged as one of the biggest influencers of performance. 

Moreover, recent local examples have highlighted the immense 
costs associated with failures in corporate governance.

Good corporate governance is essentially about effective, ethical 
leadership. Although leadership starts with each individual director 
and executive, it expresses itself through the board as a collective 
via the implementation of appropriate policies and practices. This 
ethical culture then permeates throughout the organisation.

We expect company directors to operate in a transparent and 
ethical manner and, importantly, ensure clarity in how the company 
strategy aligns with its rewards and incentives. We are specifically 
interested in how human capital is managed, in particular, with 
regard to skills development, succession planning and health and 
safety. Given that the tone is set at the top, we expect leadership 
teams to take clear responsibility for the ethical issues associated 
with the company’s operations and its goods and services.

Accountability extends beyond delivering short-term 
earnings 
Generating positive investment returns is our fundamental 
objective, that is inarguable – but that does not inoculate us 
from our shared responsibilities. We all need to recognise the 
connectivity between the economic, social and biophysical systems 
that guide our world and which will ultimately determine our 
collective future.

We need business leaders who consider ESG factors in everything 
they do. Indeed, evidence points to the fact that businesses that 
intentionally integrate ESG issues typically reap the benefits of 
stronger growth prospects, enhanced operating efficiencies, 
stronger social licence to operate, enhanced staff retention, lower 
cost of capital, better innovation and, ultimately, stronger and longer 
competitive advantage.

A clear, long-term sustainable corporate strategy is 
critical 
We need leaders who are applying their minds to the long-term 
strategic challenges of decar-
bonisation, social inclusivity, job 
creation, healthcare, education 
and skills development. It is 
critical to fully understand and 
incorporate ESG considerations 
at an industry and a company 
level. It’s about understanding 
where we can make the 
most impact and how we can 
inf luence our businesses, 
communities and environment in 
the most positive way. 

Hywel George
Director of Investments

Old Mutual Investment Group

The leadership challenge
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Karen Wentzel
Head of Annuities,

Sanlam Employee Benefits
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The Minister of Finance issued the Default Regulations 
in terms of the Pension Funds Act on 25 August 2017, 
effective on 1 September 2017 (existing funds have until 
1 March 2019 to implement these defaults) with the 
following 3 components:

•	 default	investment	strategy

•	 default	preservation	strategy

•	 default	annuity	strategy
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The regulations aim to improve the outcomes for 
members and stipulate that all defined contribution 
retirement funds, including retirement annuity 

funds, will be required to have in place a trustee-endorsed 
annuity strategy that is appropriate and suitable for the 
members who will be enrolled in it. The regulation for 
the default annuity is an “opt in” rather than an “opt out” 
arrangement. Over the last 12 months, I’ve been involved 
with numerous proposal documents and presentations. 
The following guide should assist Trustees who have not 
yet finalised their annuity strategy by now.

To refresh your mind, the specific requirements relating 
to an annuity strategy are set out in Regulation 39 of the 
Pension Funds Act and are as follows:

•	 The proposed annuity strategy must be appropriate 
and suitable for the members of the fund.

 Although there is not one annuity that will be suitable 
for all members, an annuity strategy may include a few 
options for members with different risk profiles and 
income levels. 

•	 The fees and charges of the proposed annuity or 
assets must be reasonable and competitive.

 Currently, individual members do not have access 
to institutionally priced annuities, including both 
guaranteed life and living annuities. Default regulations 
will force Boards of Trustees to negotiate reasonable 
and competitive fees and pricing with insurance 
companies to ensure members have a cost effective 
annuity option at retirement to consider, alongside 
other options available in the market. 

•	 The annuity strategy needs to be reviewed annually 
and may include traditional life annuities and living 
annuities being paid from the fund or an external 
provider.

 Both life and living annuities are allowed. For living 
annuities the investment choice is limited to 4 
investment por tfolios that are compliant with 
Regulations 28 and 37. The prescribed standard for 
drawdown rates is in a draft format with ASISA.

•	 Members are given access to a retirement benefits 
counsellor not less than 3 months before their 
retirement date.

 Choosing an annuity may be a daunting task and is one 
of the most important financial decisions a member 
may make. Most members make the choice without 
enough financial knowledge about and insight into 
financial markets and the effect of longevity (living 
longer than expected) on their financial planning.

Members will at least need to consider the trustee-
endorsed, competitively priced annuity strategy and will 
have access to a retirement benefits counsellor to do so, 
which will hopefully improve retirement outcomes. 

The following is a list of questions to be debated by Boards 
of Trustees in setting up their fund’s annuity strategy.

Tick-box or improved outcomes?

Hopefully, Trustees will  view Regulation 39 as an 
opportunity to improve retirement outcomes for all 
members.

In- or out of fund solution?

The proposed annuity strategy may be an in-fund 
solution, an out-of-fund solution or a combination of 
the two. An in-fund annuity strategy may have some 
cost efficiencies for larger funds and offer a seamless 
transition to retirement, but will also put a much bigger 
responsibility on the Trustees from a compliance and 
governance perspective. If an in-fund annuity strategy is 
not managed effectively, members may be worse off in 
this option. 

Product offering – annuity type?

For both the in- or out-of-fund options, Trustees need to 
decide on the type of annuity to offer. Both life and living 
annuities are possible options, with each having pros and 
cons. Despite the attractive features of living annuities, 
investors must consider the impact of longevity and 
investment choice when choosing a living annuity 
(ILLA). People who live longer than average are highly 
exposed to the risk of running out of cash. While it is 
attractive to enjoy the facility of managing one’s own 
investments post-retirement, this does place a great 
burden of responsibility on the investor. There are no 
guarantees, so a general decline in the market will reduce 
the investor’s funds and the impact on future pension 
amounts.
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Insurer, company profile

When considering an out-of-fund solution, the following 
criteria may be used in comparing different companies:

•	 History	of	service	provider
•	 Shareholdings	of	other	companies	and	their	business	

activities
•	 Organisational	structure	of	service	provider
•	 BEE	level	of	service	provider
•	 Transformational	goals	and	strategies
•	 Any	potential	conflicts	of	interest
•	 Certificates	which	allow	service	providers	to	provide	

living annuities
•	 Tax	clearance	with	SARS
•	 Assets	 under	 management	 for	 all	 group	 annuity	

products
•	 Assets	under	management	for	living	annuity	products
•	 Any	 current	 institutional	 default	 living	 annuity	

appointments
•	 Number	of	members	in	annuity	products

Life annuity options

The different life annuity options that are available and 
need to be compared, includes the following:

•	 Level	annuities
•	 Guaranteed	escalation	annuities
•	 Inflation	linked	annuities
•	 With-profit	annuities
•	 Index-linked	annuities

For all guaranteed life annuities, the pension payment will 
be guaranteed for life, with no longevity or investment risk 
to pensioners. Trustees may select the following benefits 
for their fund’s life annuity offering:

•	 Spouse	reversion	annuity	( joint	life	policy)
•	 Guaranteed	period
•	 Thirteenth	cheque

Living annuity options

For the selection of living annuities, Trustees should 
consider the following factors (the 5 A’s):

•	 Administration
•	 Advice
•	 Asset	choice	
•	 Asset	charges
•	 All-in-one	solution

The investment strategy is very important as the 
investment choice is limited to only 4 portfolios to be 
Regulation 39 compliant. The aim for the investment 
strategy is to give protection and real returns to 

pensioners over the long term. Investment fees for the 
investment strategy should be institutionally priced 
portfolios.

In considering the investment portfolios allowed, the 
following factors are important:

•	 Proposed	 investment	default	strategy	and	methodo-
logy

•	 Asset	management	fee
•	 Performance	fee
•	 Investment	 returns	for	proposed	strategy	over	 1,	3,	5	

and 10 years

Pre-retirement marketing options

Pre-retirement marketing is very important to create 
awareness to retiring members about 6 months prior to 
retirement. This will enable members to make informed 
decisions and consider the fund’s offerings, alongside 
other options available, with or without their financial 
advisors.

Training, brochures, roadshows, payslip inserts and 
website information provided with assistance from 
the insurer will assist retirement benefit counsellors to 
adequately inform members 6 months prior to retirement.

Counselling and advice options at 
retirement and thereafter

Through Retirement Benefit Counselling (RBC) or 
advice, members should get information on the material 
advantages and disadvantages of all annuities types, 
including the risks of living annuities. RBC could help in 
assisting members across the spectrum. 

Administration capabilities of provider

When comparing different administrators, the following 
questions should be asked to providers:

•	 Current	number	of	members	under	administration
•	 Online	access
•	 Cost	of	administration
•	 Can	offering	be	a	combined	life	and	living	annuity

Ongoing process

The details and specifics of the annuity strategy offered 
by the Fund should be refined on an ongoing basis in 
a working group between the insurer and the Trustees 
to determine to the best solution for all members. The 
aim is to provide an effective, understandable and 
competitively priced solution for all members to ensure 
the structure that best meets the needs of the members 
in the Fund. p
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Scott Harvey
Distribution Executive

Just

With the default regulations effective date 
of 1 March 2019 just around the corner, all 
Boards of Trustees will be assessing solutions 
for their required annuity strategy. Significant 
emphasis is rightly being placed on expenses, 
but it is equally important for Boards to consider 
allowing their members access to competitively 
priced income-enhancing strategies, such as 
underwriting and top quality investment solutions 
that drive future returns. 

The Real Cost of 
Life Annuities
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Regulation 39 states that the fees and charges of 
annuities included in an annuity strategy must be 
reasonable and competitive, and the amount thereof and 
impact on members’ benefits must be disclosed.

A guaranteed life annuity is the only way to ensure the 
sustainability of income in retirement. A life annuity 
should therefore be considered for that portion of each 
retiree’s lump-sum benefit which is required to secure 
income to cover their essential expenses, no matter how 
long they live or what happens to investment markets.  

Essential expenses are those that each of us deem to be 
fundamental to our survival, starting with food and shelter 
at the most basic level and moving up to modern day 
‘essentials’ such as WiFi.

When assessing life annuities it is therefore important to 
identify and evaluate both the explicit and implicit fees 
and charges.  

Insurers generally disclose the explicit costs, such as 
the administration and capital charges, in brochures and 
other marketing literature.  The implicit costs, such as 
mortality assumptions, asset manager fees and bonus 
stabilisation reserves, are however less transparent.

The traditionally murky world of life annuity fees and 
charges can be addressed in two unique and important 
ways. 
The first is quoting an annuity rate that is personalised. 
Each retiree’s unique circumstances can be assessed 
by underwriting at retirement in a simple, friendly 
20-minute phone call from a trained underwriter, with no 
new medical tests required.

The underwriter would run through a list of questions to 
establish:

•	 socio-economic	 status:	 highest	 level	of	education	
and total household income;

•	 lifestyle:	smoking,	drinking,	height	and	weight;	and

•	 medical	conditions	and	general	health.
  
The underwriting process therefore allows the insurer 
to quote a personalised annuity rate based on each 
individual’s unique circumstances. Importantly, the 
outcome of the process can only be an increase in the 
annuity rate – there is no penalty for being too healthy. 

The second way to address the transparency of fees and 
charges is by using a transparent increase formula for the 
calculation of annual pension increases.

There are two categories of life annuities:

• Non-profit: both the starting annual lifetime income 
and the annual increase are guaranteed.  So, in this 
category, the quoted annuity rate is the key measure 
of value.

•	 With-profit:	 the	 starting	 annual	 lifetime	 income	 is	
guaranteed and annual increases are driven by the 
performance of the underlying investment portfolio. 
In this category it is therefore both the quoted 
annuity rate and future increase which are the most 
important measures of value.

It is important that the increase formula of a with-profit 
annuity is transparent so that retirees know exactly what 
they are paying for and how to calculate their future 
pension increases. Pensioners can then calculate their 
annual increase using the published returns of the 
selected asset manager’s portfolio as the primary input 
to the formula.  

This means that there can be no hidden costs. It is 
also important for Trustees to establish if the insurer 
participates in investment portfolio fees, or builds up 
bonus stabilisation reserves, both of which come at the 
expense of annual increases to pensioners.   

When considering life annuities, Boards of Trustees must 
therefore insist that the respective insurer fully discloses 
all the real costs, both explicit and implicit. p
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Vickie Lange
Alexander Forbes

In the previous issue of Pensions World we looked at the 
frightening statistic revealed in the 2016 Benefits Barometer 
– that only 10% of people who earned between R20 000 
and R40 000 a month would be able to fund an unexpected 
expense of R10  000 from their savings, which implies that 
their short term savings were insufficient or non-existent.  
We demonstrated research that the benefits of an 
employee benefits framework which allows employees to 
accommodate both short term and long term savings in an 
enabling environment can go a long way towards influencing 
good saving behaviours, thereby improving employees’ 
financial outcomes and their financial well-being.

Case study:  
Emergency savings
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In this issue we look at the types of vehicles individuals can 
use for their short term or “emergency” savings.

There are various savings vehicles that could be used for 
an emergency savings plan:

•	 unit	trusts

•	 tax-free	savings	accounts

•	 banking	accounts

•	 money	market	funds

Here’s what to consider when deciding which investment 
vehicle should be used:

•	 Financial	 Intelligence	 Centre	 Act	 (FICA)	 sign-up	
requirements: These will most likely apply to each 
of the above options and could be simplified by 
processing the solution through payroll.

•	 Ongoing	ease	of	use:	  Employees need easy access 
to view their savings balances. All options meet 
this requirement, but different financial services 
companies will have different service offerings. 

•	 Tax	 implications: In general, the tax-free savings 
account has a different tax treatment from the other 
options. For tax efficiencies, a tiered approach to the 
various savings products may be necessary, although 
this complicates the overall solution. (See Table 1 for 
more details on the tax implications.)

Tax-free savings or unit trusts?

Tax-free savings accounts and unit trusts have advantages 
and disadvantages when compared to the transactional 
accounts listed above. 

The tax-free savings account does offer some benefits 
in the medium term.  In fact, the original intention was for 
tax-free savings accounts to be used as medium term 
discretionary savings to supplement retirement savings. 

Contributions are capped at R33 000 a year and 
R500 000 overall. If money is withdrawn from the account 
and these limits have been reached, the withdrawn 
amount can’t be replaced – in other words, you can’t 
‘top up’ the tax-free savings account. The risk here is that 
because there’s no top-up option, people may deplete 
their tax-free savings allowance over time. In addition, any 
contributions over R33 000 a year will be taxed at 40%. 

Tax-free savings accounts are perhaps better suited to 
saving for medium to long term financial goals, such as 
funding a child’s tertiary education.

Unit trusts  outside tax-free savings accounts do 
not attract any special tax benefit like tax-free savings 
accounts. Any interest and growth earned in a unit trust 

is subject to income tax, dividends tax and capital gains 
tax. Interest and growth earned within a tax-free savings 
account is not subject to these taxes.

Employees could also be given a shortlist of emergency 
savings plan options, although this does complicate the 
scheme and create administrative hassles in showing a 
combined picture. In our view, selecting a single option 
works best. 

Administration and management

•	 Employment	contracts:	Contracts may need to be 
amended for existing and new employees to take the 
new savings plan into account.

•	 Payroll	 deductions:	  Is there an option to deduct 
contributions through payroll and pay them directly 
to the service provider? Not all products or service 
providers may offer this.

•	 HR	and	payroll	support:  Even if the contributions are 
facilitated through payroll deductions, the account will 
be in the employee’s name and they will have direct 
access to the service provider. It’s important to know 
how the service provider will deal with product queries 
from employees.

•	 Marketing	 and	 communication of the emergency 
savings plan as a joint solution with the retirement 
fund. It’s important to have service provider support 
in this step to encourage uptake of the emergency 
savings plan. 

Tax implications 

Employers will need to know the tax implications of 
introducing an emergency savings plan which works 
with their occupational retirement fund, as this can 
have financial implications for employees. Redirecting 
contributions to an emergency savings plan results in 
slightly more tax paid each month, which in turn reduces 
take home pay (assuming all else remains constant). 

The reason for this is that contributions to a retirement 
fund are tax deductible subject to the 27.5% and 
R350  000 limits. Those deductions won’t apply to the 
portion of the retirement contribution that is redirected to 
an emergency savings vehicle, as this amount is paid from 
the employee’s after-tax pay. 

Unlike cash payments from retirement funds, there’s no 
tax on withdrawals from the emergency savings vehicle (if 
it is a tax-free savings account or transactional account). 

It is therefore important for employees to be able to opt 
out of the emergency savings plan in favour of managing 
their tax efficiently.
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There are three types of tax that apply when investing: income tax on interest, dividends tax and capital gains tax.1 These 
apply differently to the various types of investment vehicles that can be used as an emergency savings plan, as we see in 
Table 1.

Table 1: Summary of key tax implications for emergency savings vehicles and, for comparison purposes, the retirement 
fund

Potential emergency savings vehicles Retirement fund

Bank accounts, 
money market 
funds

Unit trusts Tax-free savings 
accounts

Contributions After tax: contributions are paid from your salary, which has 
already been taxed according to the PAYE tax table.

Before tax: tax 
deductions for the 
contributions are 
allowed for up to 27.5% 
of taxable income or pay 
(whichever is higher), 
subject to a R350 000 
deductible limit.

Growth Income tax on 
interest applies: 
interest earned 
is added to your 
gross income.

If you are under 
65, you don’t 
pay tax on the 
first R23 800 of 
interest earned in 
a year.

If you are 65 or 
older, you don’t 
pay tax on the 
first R34 500 of 
interest earned in 
a year.

Income tax on 
interest applies: 
interest earned 
is added to your 
gross income.

If you are under 
65, you don’t pay 
tax on the first 
R23 800 of 
interest earned in 
a year.

If you are 65 or 
older, you don’t 
pay tax on the 
first R34 500 of 
interest earned in 
a year.

Any interest 
earned above 
these amounts 
is taxed at your 
marginal tax rate.

Dividends are 
exempt from 
income tax, but 
dividends tax 
applies. The 
dividends tax 
rate is 20% and is 
withheld by the 
entities paying the 
dividends, even if 
the dividends are 
reinvested and 
not withdrawn.

All interest and 
growth earned is 
free of tax. This 
includes income 
tax on interest, 
dividends tax and 
capital gains tax.

All interest and growth 
earned while in the 
fund is free of tax. This 
includes income tax on 
interest, dividends tax 
and capital gains tax.
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Potential emergency savings vehicles Retirement fund

Bank accounts, 
money market 
funds

Unit trusts Tax-free savings 
accounts

Withdrawal Capital gains 
tax does not 
apply to cash 
investments.

Capital gains tax 
does apply when 
you sell your 
units. 40% of any 
capital gain (or 
loss) is treated 
as part of your 
gross income. 
You don’t pay 
capital gains tax 
on gains of up to 
R40 000 in a year. 
Any gains made 
above R40 000 
are taxed at your 
marginal tax rate.

Capital gains tax 
does not apply.

Capital gains tax does 
not apply. However, the 
withdrawal tax table 
applies to any lump 
sums taken as cash. 
Tax can be deferred 
to retirement, if your 
retirement savings 
are preserved in a 
retirement fund.

Retirement n/a n/a n/a Capital gains tax does 
not apply. However, the 
retirement tax table 
applies to any lump 
sums taken as cash. 

Tax is deferred on any 
amount used from your 
retirement fund to buy 
an annuity. The personal 
income tax tables then 
apply to the annuity 
income received from a 
registered insurer or the 
retirement fund.

Sources: SARS (2018)2; Allan Gray (2018)3

 FOOTNOTES:

 1 Fisher-French, M. 2015.  How Much Tax Will I Pay on My Investment? 15 November 2015 (online).

 2 South African Revenue Service (SARS). 2018. 2018 Budget Tax Guide (online).

 3 Formby, R. 2010. Capital Gains Tax and How it Affects Unit Trust Investors, Allan Gray (online).
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There are a number of factors that need to be 
taken into account when selecting an umbrella 
fund, from governance to preservation options; 
but few of these are more complex than costs. 
Comparing costs of umbrella funds, however, is 
set to become significantly easier from 1 March 
2019, when the new Association for Savings and 
Investment South Africa (ASISA) Retirement 
Savings Cost (RSC) Disclosure Standard comes 
into effect.

Michelle Acton
Principal Consultant 

Old Mutual Corporate Consultants

Moving towards 
transparency.

What ASISA’s standardised 
cost disclosure for umbrella 

funds really means
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“The four components are investment management 
charges; advice charges; administration charges; and 
other charges including regulatory, compliance and 
governance costs. ASISA members will have projected 
these costs over 10 years, based on a standardised set of 
assumptions, in order to derive the RSC for the umbrella 
fund as a whole. 

“The value for each of the four components, as well as the 
total RSC, will then be displayed as a percentage in a table 
at four mandatory disclosure periods – 1 year, 3 years, 5 
years and 10 years – and any costs not able to be included 
must be disclosed in free text notes,” she explains. 

When turning theory into practice, there are always 
other facts to consider. Acton points out that there are 
often a number of costs that are not fully available to the 
umbrella fund provider to include, such as consulting or 
advisor costs. “As such, the new templates will need to be 
developed to ensure all information is made available and 
all investment providers will need to provide their TER for 
inclusion”.

Overall, Acton says that the new ASISA disclosure 
standard signifies a great step forward for the retirement 
fund industry. “No two umbrella funds are the same, 
and while there will always be some element of cross 
subsidisation, this new disclosure standard will definitely 
make it less complicated for an employer or board of 
trustees to select the umbrella fund that best meets the 
needs of their membership and the service for which they 
are paying for”. p

Michelle Acton, Principal Consultant at Old 
Mutual Corporate Consultants, says that this 
new disclosure standard will lead to a greater 
level of transparency across the industry, 

making it far easier for employers to select the most 
cost effective umbrella retirement fund solution for their 
employees.

“As part of the engagement with the regulator, National 
Treasury and stakeholders for greater consolidation within 
the retirement fund industry, there is a growing need to 
find easier ways to ‘compare’ umbrella funds. Comparing 
costs of umbrella funds has always been particularly 
challenging because the fees and charges of a particular 
scheme will be dependent on the number of members, 
salary profile and value of assets to be transferred”.

“By ensuring standardisation across the presentation of 
these costs, employers will be able to compare like with 
like when considering quotations from different ASISA 
members. This will also make it easier for the Board of 
Trustees of umbrella funds to consider costs as part of 
their fiduciary duties,” says Acton. 

She goes on to explain how this standardisation of cost 
disclosure will be achieved. “All employers and trustees 
will be provided with a template that indicates all 
costs that will be incurred at a scheme level. As there 
are a number of different types of costs involved in any 
umbrella fund, the template will reflect four separate 
components into which these various charges are 
allocated over various investment periods. 

RETIREMENT SAVINGS COST CHARGES

RETIREMENT SAVINGS COST EXAMPLE
Retirement savings cost charges table

Total 10 year RSC        2.5%

Charges 1 Year 1 to 3 Year 1 to 5 Year 1 to 10 Year
Investment management 1.1% 1.1% 1.1% 1.1%
Advice 0.5% 0.5% 0.5% 0.5%
Administration 0.9% 0.9% 0.9% 0.9%
Other 0.3% 0.3% 0.3% 0.0%
Total RSC 2.8% 2.8% 2.8% 2.5%

Sample member: 30yrs old Annual salary
R60 000 R240 000 R600 000

Current Member

Share

R0 3.0% 2.8% 2.6%
R100 000 2.5% 2.4% 2.3%
R500 000 2.3% 2.1% 2.0%
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David Crosoer
Executive of Research and Investments

PPS Investments

With the benefit of hindsight, investing in SA cash over 
the past year (or even three) looks like a relatively 
sensible decision. At least, that’s the retort many 
investment professionals are currently facing as they sit 
in front of their clients. According to Morningstar (a data 
provider), the average SA balanced fund (which can 
invest in cash, but typically holds up to 75% in equities) 
has returned a negative 0.7% per annum after inflation 
over the past three years, compared to SA cash that has 
delivered a positive +1.6% per annum real return.

Could cash 
really be 
a better 

investment 
than 

equities?
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2% per annum above inflation (from 0.5% per annum 
previously) and the possibility that in the shorter term 
equities could deliver cash-like returns rather than the 
4.5% above cash that is expected from this asset class 
over the longer term. 

Why? Firstly, a real return of 2% per annum from SA 
cash may be insufficient for your long term investment 
objectives. An advisor would probably place an investor 
in an SA balanced fund because the required return is 
greater than that which can be achieved by SA cash, even 
though SA cash might perform better in the short term.

Secondly, there is no guarantee that SA cash will give 
2% after inflation. We now expect this from SA cash 
because we believe that the period of abnormally low 
interest rates globally is finally over, and the South African 
Reserve Bank (SARB) is unambiguously committed to a 
policy of positive real interest rates to shift SA inflation 
expectations towards the mid-point of the 3% – 6% range. 
Both these assumptions, however, could be incorrect. 
Inflation could surprise on the upside, and the SARB might 
be less resilient to political meddling than we think. But 
even if these cash assumptions are correct, we know that 
circumstances where equities do poorer than cash are 
temporary and equities remain the most reliable way of 
generating meaningful real returns. p

Despite a challenging three years, the average 
SA balanced fund (which typically receives 
the bulk of inflows from investors saving for 
their retirement) has comfortably outpaced 
SA cash over longer periods, and even kept 

pace over the past year (thanks to the second quarter 
of 2018 where their international exposure helped boost 
returns) as evidenced in the chart below. Nevertheless, 
over periods less than 15 years, the average balanced 
fund has battled to deliver a 5% per annum real return, 
which under normal conditions we would expect given its 
underlying equity exposure. 

The underperformance of the average balanced fund 
over the past decade partly reflects payback from the 
prior 15 year period where returns were higher than 
expected; and the subsequent “clawback” through the 
2008 market correction and material underperformance 
of the average balanced fund value-based strategy. 

More recently (especially over the past year), it also 
reflects disappointing equity market returns and an 
improvement in the real returns generated from SA cash 
as SA inflation has recently fallen comfortably within 
the 3% – 6% target band.   We think that these improved 
returns from SA cash could persist, and equities could 
continue to underperform cash in the shorter term. 

Does this mean you should now just 
hold cash, and chide your advisor for 
investing in an SA balanced fund?

We think not ,  despite a recent material  upward 
adjustment to our return expectation from SA cash to 
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Marian Gordon
Associate Investment Consultant
Simeka Consultants & Actuaries

Embracing and accepting volatility does not 
come naturally to many investors. 

However, instead of feeling intimidated 
by volatility, investors need to understand 
what drives it and consider embracing it, 
especially if it becomes the market’s new 
normal.
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Widespread uncertainty 

Just as the market was preparing to usher in a new year, 
we witnessed economic and political events which led to 
widespread uncertainty. 

Not only did these events include governance concerns 
surrounding the Resilient Group ( just shortly after the 
Steinhoff debacle was revealed in December) but what 
exacerbated these events was a trade war between two of 
the largest economies in the world. 

The trade war between the US and China caused 
increased political tension and a possible economic 
slowdown. 

More recently, the announcement that Naspers will be 
selling 2% of their share in Tencent also did not assist 
domestic financial markets. A very volatile Rand 
continued to significantly impact the returns received. 

Significant impact

The uncertainty surrounding these events had a large 
impact on our financial market, particularly during the 
first quarter of 2018. This led to increased volatility in both 
domestic and offshore equity indices. 

This is largely due to market sentiment. Investors tend to 
be driven by fear and greed and are inherently cautious 
of any large event that would cause some investors to 
disinvest from the market into a perceived safe harbour. 
This, in turn, would cause financial market returns to 
decline in the short term. 

It is only human instinct to flee when times get rough and 
fear starts settling in. As a result, many investors tend to 
switch in and out of various portfolios. 

The expectation is that a number of these events will take 
some time to resolve. This means that elevated volatility 
may be the new norm. Consequently, investors should 
better understand the implications rather than trading 
into fear.
 
A negative view 

Volatility is usually seen in a negative light. And in many 
cases, it is even seen as an unacceptable risk. 

However, one needs to bear in mind that when investing, 
context matters. Volatility to an investor with a very short 
time horizon may be harmful, but to an investor with a 
longer term horizon, it should be seen synonymous with 
opportunity as opposed to risk. 
 
In fact, our view is that the greatest risk for a long term 
investor is the risk that capital is not growing at a real rate 
over the long term.

T h i s  r i s k  b e c o m e s  s u b s t a nt i a l  w h e n  i n v e s t o r s 
prematurely disinvest and seek to time the market. 
The result of building overly cautious portfolios with 
insufficient exposure to aggressive asset classes is 
bound to leave a bitterly disappointing aftertaste over 
time. 

Over the long term, the financial market tends to reward 
investors who have been diligently invested in aggressive 
asset classes. These are the investors who stuck to their 
long term strategy to take advantage of the increased 
returns achieved from investing aggressively. 

Proven skills 

It is essential that investors appoint asset managers 
who have the proven skills to be able to deliver superior 
investment outcomes over the long term. Therefore, 
we believe that investors with a well-constructed 
investment strategy can stomach all kinds of market 
conditions despite heightened volatility. 

The impact of the volatility on financial market returns 
may be uncomfortable to watch in the short term. 
However, it should have little to no impact on an investor 
with a sound financial plan to achieve their long term 
financial goals.

Instead of shying away from financial markets because 
of heightened volatility, we suggest that long term 
investors lean in and benefit from the opportunities that 
arise in these uncertain times. p
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Graham Tucker
Manager

Old Mutual Balanced Fund

Darkest before 
the Dawn –
with great 

volatility comes 
great opportunity
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While 2017 saw relatively low volatility in 
global equity markets, 2018 has to date 
painted a different picture. This increased 
volatility can be attributed to concerns over 
global growth, fears around the withdrawal 
of liquidity that has been in abundance 
over the last decade and less attractive 
valuations given the bull market observed 
over the last 9 years.
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This is according to Graham Tucker, Manager of 
the Old Mutual Balanced Fund, who believes that 
while market volatility manifests itself in lower 
returns over the short term, it creates a better 

point of entry to the market for long-term investors. 

Francois Rochen said that volatility is not synonymous 
of risk but – for those who truly understand it – of wealth. 
“Volatility is often seen as a risk by investors, but it 
actually presents opportunities,” says Tucker. “Periods of 
volatility allow for improved entry points into the market, 
presenting the opportunity to buy assets that you need 
over the long-term, at better prices”. 

Tucker warns that investors don’t want to be panicking 
in turbulent times, when instead they could be using 
volatility to their advantage.   “If you panicked out of the 
market in February or March of 2009, while equities were 
coming off quite sharply, you would have missed out on 
one of the best bull markets of our time. The key during 
that period was to keep a cool head, avoid panicking as a 
result of extreme volatility and increase your investment 
savings, in other words go on the offensive, not the 
defensive”.

Tucker adds that if an investor is concerned about 
volatility, then this is where a good advisor comes in; they 
can help navigate through the volatile times.

So considering the volatility we’re seeing in SA and globally, 
where should investors be looking for opportunities right 
now? 

“In our view the outlook for the global economies remains 
strong. We are moving later in the investment cycle and 
central banks are raising interest rates, but they remain 
exceptionally low by historic standard and when looking at 
real rates. We view these rate hikes as “good news” hikes in 
that the economic recovery is robust enough to allow for 
interest rate normalisation”.

“We’re looking for opportunities to increase our exposure 
to equities during this period of volatility,” says Tucker. 
“History clearly illustrates that, over the long term, 
investors require growth assets in their solution. Given 
our economic view, equities therefore remain a desirable 
investment.

“In particular, we’ve turned our attention towards the local 
equity market. South Africa still faces many challenges. 
But, the market-friendly developments we’ve seen of 
late, the vote of confidence given to us by Moody’s and 
the rapid improvement in confidence argues well for 
local assets, at least in the short to medium term. After 
years of constant negative revisions to South Africa’s 
growth prospects, we believe we’re now past the point of 
maximum pessimism”.

However, Tucker believes that to some extent this 
more positive view is already reflected in asset prices. 
“For example, the rand was simply too strong in the 
first quarter and some weakness was to be expected. 
Therefore, we are exploring opportunities that still offer a 
reasonable upside return for our clients from here”.

This more positive stance on South African assets is not 
limited to equities. “This is where a balanced fund is a 
great investment vehicle as it not only offers investors 
the opportunity to hunt far and wide, but also introduces 
greater diversification,” he explains. “This results in a 
smoother journey for an investor”, according to Tucker. 
“No single asset class constantly outperforms. Actively 
managed balanced funds provide exposure to a wider 
universe of assets to enhance the potential returns 
and allow the portfolio manager to adjust the portfolio 
timeously as and when required”.

Tucker concludes that we are prone to panic when it 
is darkest. “When investors panic, they shorten their 
time horizon significantly and this can have an extremely 
detrimental impact in the long term. Don’t let volatility rule 
your emotions – volatility can work in your favour when 
playing the long game”. p
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New research 
highlights how 
distracted employees 
damage company 
productivity

Elaine Wright
Wellness Strategist

Momentum Corporate

South African businesses are losing up 
to a staggering R89 billion per year due to 
unproductive employees. This is according 
to new research by Momentum Corporate, 
which reveals that presenteeism – the 
phenomenon when employees are at work but 
not productive due to distractions – is costing 
these businesses 5% of Gross Operating 
Profits (GOP)1. 
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Elaine Wright, Wellness Strategist at Momentum 
Corporate, says that South African companies, 
already reeling from the rising cost of absenteeism 

on employee productivity, are losing much more due to 
presenteeism. 

She goes on to say that the Momentum Effective 
Employee IndexTM1 – a first of its kind in South Africa 
– shows that local companies lose an estimated 
R25 billion per year to absenteeism. Around half of this 
can be considered to be excessive absenteeism, an 
amount over and above the reasonable amount expected 
for companies based on their size. However, this latest 
research suggests presenteeism is costing employers a lot 
more. 

These results will be invaluable in helping employers to 
understand why employees become distracted at work, 
quantify the costs of presenteeism and take proactive 
measures to intervene and reduce its impact.

Using the South African average day rate of R405.051, it is 
estimated that employers are losing an average R596 566 
per 100 employees per annum due to presenteeism. 
The results show that, on average, 27% of employees go 
to work but don’t always work effectively because they 
are distracted at some point. Plus, 33% of employees 
that were absent indicated they had been distracted on 
days they were at work prior to being absent, suggesting 
presenteeism can be a lead indicator of absenteeism in 
some cases.

Wright says that the research uncovered five key 
presenteeism drivers, which were ranked according to 
prevalence (number of employees impacted) as well as 
the average time that they were distracted per reason. 
The results are depicted below: 
  

“Personal reasons, including sick family members, 
bereavement and family/relationship problems, is the top 
driver of presenteeism followed by financial matters, such 
as over-indebtedness and lack of savings for unplanned 
expenses. Physical and mental health distractors, such 
as hypertension, headaches, flu as well as depression, 
burnout and mental exhaustion, are also serious 
distractors in the workplace”.  

Finance and other business services2 and Agricultural3 
are the industry sectors most heavily impacted by 
presenteeism, with a presenteeism prevalence of 30.0% 
and 29.8% respectively. Employees in the mining and 
electricity, gas and water supply industries4 lost the most 
productive time due to presenteeism, values of 7.0 and 
6.8 days per employee per month respectively.

Wright says, “There are a number of proactive measures 
employers can take to reduce the impact of these 
presenteeism drivers. For example, an effective Employee 
Assistance Programme can be instrumental in helping 
employees to cope better with their personal issues and 
improving emotional health.

“Other interventions for reducing presenteeism could 
include employee debt management interventions, 
financial education programmes, flexible insurance 
benefits that reduce over insurance and channel more 
money towards long term savings, reward programmes 
that encourage healthier lifestyles, access to private 
healthcare cover and telehealth services for health issues 
that do not require a face-to-face consultation”. 

Wright concludes, “Presenteeism is a major contributor to 
lost employee productivity in South African companies. 
Our research highlights the extent to which employees’ 
financial wellness and physical, mental and emotional 
health drives lost employee productivity due to 
presenteeism. Proactive, targeted interventions in these 
areas can significantly reduce the impact of presenteeism 
on productivity”. p
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 FOOTNOTES: 

 1. GOP: Based on the total Gross Operating Profits published 
in Stats SA’s Gross Domestic Product release for Q4 2017. 
Based on the average day rate of employees – Stats SA’s 
Gross Domestic Product release for Q4 2017.

 TM1  Momentum Effective Employee IndexTM – a model of 
employee productivity that identified the key drivers of 
employee productivity in SA.

 2. Finance and other business services includes financial 
service activities and activities to support financial services 
such as specialised professional, scientific and technical 
activities; these activities require a high degree of training, 
and make specialised knowledge and skills available to users.

 3. Agricultural industry includes the exploitation of vegetable 
and animal natural resources, comprising the activities of 
growing of crops, raising and breeding of animals, harvesting 
of timber and other plants, animals or animal products from 
a farm or their natural habitats.

 4. Electricity, gas and water supply industry includes the 
activity of providing electric power, natural gas, steam, hot 
water and the like through a permanent infrastructure or 
network of lines, mains and pipes.
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Richard Peasey
Managing Executive

Marval Africa

Technology has become entrenched in the way we do 
business, and as a result, IT has shifted from being a pure 
enabling capability within the business and is now seen as 
an equal partner in the business. Digital transformation 
has been a significant driver in the positioning of IT within 
business, and in many instances, IT itself is the business. 
Organisations that are focused on the digital transformation 
of their business are looking to structured mechanisms such 
as IT Service Management (ITSM) to enhance this transition. 
Properly executed ITSM strategies have the capability of 
assisting in the collaboration and alignment of services and 
products in order to provide the desired quality services. 
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ITSM –
even
more
critical 
in the financial 
sector
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Many organisations are transforming their 
business practices, and the financial sector, 
in par ticular,  has embraced this digital 
transformation. Financial institutions leverage 

IT-based services such as mobile and internet banking, 
ATM services to enhance and leverage technology to 
better support their service offerings to their customers.   
However, in order to best achieve a sustainable and long 
term level of quality service delivery, the utilisation of 
ITIL, ISO standards and best practices will position an 
organisation to deliver on its defined services.   However, 
in order to achieve this, a well thought out ITSM strategy 
needs to be out in place. This ITSM strategy will go a long 
way in supporting the business objectives. 

Service is key 

The financial industry is largely customer service based, 
and consumers have over the past years become 
accustomed to receiving quality services through the 
effective use of integrated online services. 

Financial institutions interact with consumers via a 
number of different online platforms with the primary goal 
of delivering relevant and quality services whenever and 
wherever the customer needs it.

However, consumers also need to trust the services 
they receive from the financial institution that provides 
them. Banks have prioritised information security as 
a critical component of focus in the delivery of their 
digital service offerings to ensure that the transactional 
processing is safe and secure. Although there are a 
myriad of regulations and standards to be adhered to, 
these regulations and standards are fundamental in 
allowing them to operate in a secure and trusted manner. 

To ensure the correct adoption and management of 
effective security processes and reporting mechanisms 
ITSM has become an intrinsic and critical component of 
IT in the banking sector. ITSM underpins virtually every 
service that banks offer, both to consumers and internal 
customers. 

The benefits of ITSM

ITSM provides organisations with a measurable 
guarantee on their desired outcomes. This extends 
beyond IT and into the business, taking into account the 
ultimate business goals of an organisation. To achieve 
structure and organisational alignment, ITSM goals need 
to be synergised with those of the business.

ITSM also underscores a financial service provider’s 
credibility – a vital factor in an industry driven by trust. 
When, for example, banks are able to deliver on their 
commitments to customers, as well as to internal users, 
it provides evidence of their capability, experience and 
value. People want to do business with institutions they 
trust and having been certified in all aspects of ITSM 
gives credence to consumers’ and users’ trust in a bank.  

Ultimately, ITSM is about being able to deliver the best 
value and quality of service within the fastest timeframe 
and at the most optimal cost. 

It’s not ITSM if it’s not measurable

Many financial institutions claim to be ITSM capable, 
however, if it’s not measurable, it cannot be proven. 
Within the constantly evolving landscape of technology, 
which impacts on services delivered, it becomes 
increasingly important to be able to provide evidentiary 
based output to support the claim of being ITSM 
compliant. 

Rigorous internal auditing ensures that financial services 
providers are continually reviewing their business 
processes and shows a commitment to continual 
improvement interventions across all areas of their 
service delivery. With the changing landscape plus 
the introduction of new and emerging technologies, 
the process of continual improvement has become a 
critical focus area organisation will need to address going 
forward.  p
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Odett Van Jaarsveld
Head: Professional Indemnity (PI) 
Underwriting and Single Projects

SHA

Professionals who offer advice or services face 
significant liability risks in the event that clients 
suffer damages. Yet in spite of this, a survey 
conducted by SHA Specialist Underwriters has 
shown that only 57% of business leaders have 

considered the need to ensure that their professionals are 
covered under an adequate liability policy. 

This is according to Odett Van Jaarsveld, Head: 
Professional Indemnity (PI) Underwriting and Single 
Projects at SHA, who says that the first annual SHA 
Industry Risk Survey indicates that a relatively high number 
of professionals are finding themselves in situations where 
they are being held liable by clients for damages suffered. 

“One interesting finding was that around 20% of the 
brokers that we interviewed had processed a PI claim 
within the previous 12 months. It is also important to 
note that insurers and reinsurers globally have reported 
a marked increase in the severity of liability lawsuits. As 
companies increase their service offerings in order to 
maintain their competitive edge, it is highly likely that the 
complexity and frequency of professional liability lawsuits 
will continue to escalate exponentially”.

With this in mind, Van Jaarsveld says that business leaders 
need to make adequate PI cover one of their top priorities 
for their companies. “A professional liability lawsuit has far-
reaching implications and has the potential to impact the 
professional’s career for years to come. It is therefore vital 
that professionals have the best defence team, not the 
cheapest, in the event of a PI claim”.

She adds that the survey also revealed a very positive 
statistic. “We have found that business leaders are indeed 

Professional 
indemnity 

insurance should 
be a priority for 

business leaders
taking the threat of liability very seriously, and that most 
are already taking measures to manage their risks in 
this regard. Around 76% of the business leaders that we 
surveyed, conduct background and qualification checks 
on employees”.

However, even with stringent risk management protocols 
in place, Van Jaarsveld says that it should never be taken 
for granted that negligence, errors or omissions could 
occur. “PI cover is the final line of defence to protect 
professionals from financial ruin, should the worst occur. It 
is therefore imperative that business leaders consider the 
implications and make it their responsibility to ensure their 
companies have the best insurance cover in place,” Van 
Jaarsveld concludes. p
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Eric Madumo
Candidate Attorney

Webber Wentzel

SARS prescription only 
starts once tax return 
has been submitted

In the recent case of CSARS v Char Trade,  the 
S u p r e m e  C o u r t  o f  A p p e a l  ( S C A )  r u l e d  t h a t 
prescription begins to run against CSARS when 
a return for secondary tax on companies (STC) is 
submitted to SARS by a taxpayer. In the Char Trade 
case, a return for STC had not been submitted by the 
taxpayer. Due to this, prescription had not begun to 
run against CSARS. The result of this is that CSARS 
was able to make an assessment in 2012 of the 
taxpayer’s liability amounting to ZAR 1,812,609 for the 
2007 cycle. 
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Joon Chong
Partner

Webber Wentzel

In the recent case of CSARS v Char Trade, the Supreme 
Court of Appeal (SCA) ruled that prescription begins to 
run against CSARS when a return for secondary tax on 
companies (STC) is submitted to SARS by a taxpayer. 
In the Char Trade case, a return for STC had not been 
submitted by the taxpayer. Due to this, prescription had 
not begun to run against CSARS. The result of this is that 
CSARS was able to make an assessment in 2012 of the 
taxpayer’s liability amounting to ZAR 1,812,609 for the 
2007 cycle. 

The essence of the taxpayer’s argument was that more 
than 5 years had passed since the 2007 cycle and thus, 
it was not liable for the assessment in relation to that 
year. In the court a quo, it was found that the 2007 
assessment had prescribed because more than five 
years had passed since the return and payment were 
deemed due in terms of s 64B(7) of the Income Tax Act 
(ITA). 

The SCA found that prescription had not begun to run 
and it reasoned that, in terms of s 102 (1)(a) of the Tax 
Administration Act (TAA), Char Trade bears the onus 
of proving that it is not liable for STC in 2007. To do so, 
Char Trade has to show that in terms of s 99 (1)(b) of 
the TAA, that five years have expired after the date of 
the original assessment. The court went on further to 
reason that Char Trade was obliged in terms of s 64B(7) 
of the ITA, to submit a return for STC for 2007. This 
required a self-assessment as defined in the TAA as 
being a determination of the amount of tax payable 
under a tax act by a taxpayer and submitting a return 
which incorporates the determination of the tax or if no 
return is required, making a payment of tax.

The SCA then posed the question of when did the five 
year prescription period begin to run? S99(1) of the TAA 

states that an assessment may not be made in terms of 
this chapter, in the case of self-assessment for which a 
return is required, five years after the date of assessment 
of an original assessment by way of self-assessment by 
the taxpayer or if no return is received by CSARS. 

S1 of the TAA defines date of assessment to mean, in the 
case of self-assessment by the taxpayer, the date that the 
return is submitted. The SCA then found that the intended 
effect of s 99(1)(b) of the TAA, read with the definition of 
date of assessment as per the TAA, is that prescription 
cannot begin to run against CSARS until such time as a 
return that the taxpayer informs CSARS about a dividend, 
including a deemed dividend, and that STC is payable 
hereon. 

Therefore, prescription in relation to the 2007 cycle could 
only commence once Char Trade had filed a return for 
STC. Char Trade had acknowledged that it was liable for 
STC and was obligated to file returns for all the years of 
assessment from 2007 to 2012. The return for the year 
2007 would have constituted the original assessment. 
Char Trade failed to submit the STC return and therefore, 
there was no original assessment from which the five year 
period could run. 

The SCA found that prescription had not begun to run and 
that the court a quo erred in finding that five years had 
passed. The appeal was upheld and the assessment for 
the dividend cycle ending in the 2007 year of assessment 
was confirmed. 

Moving forward, it would appear that the reasoning of 
the SCA will be applied to other forms of taxes with the 
underlying principle being that if a return requires a self-
assessment as defined in in the TAA, and a taxpayer is 
required to submit a return to SARS then prescription 
will only begin to run from the date that the return is 
submitted to SARS.  p
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Moephuli v Government Employees Pension Fund 
(“the	fund”)	and	Another	–	conflicting	divorce	orders

In the Moephuli matter, the Gauteng North High Court had to deal with a case 
involving two conflicting court orders.

The court found that the second order was void and that the fund should 
not have paid anything until the dispute relating to the two orders had been 
resolved. In addition, the court reminded the fund that it owed its members a 
duty of care.

The court allowed the application and the fund was ordered to amend its 
records to reflect the first order and to repay the sum of R229 000 that had 
been incorrectly paid to the member’s ex-husband.

Leanne van Wyk
Director

 ICTS Legal Services (Pty) Ltd

Legal
Update:
Q4 2018
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•	 Sanlam	 Life 	 insurance	 L imited, 	 the 	 Fund’s	
administrator (“the Administrator”).

The error

The Valuator was required to calculate unit prices and 
appointed a third party to do the calculations. This 
third party made an error in the excel spreadsheets 
when calculating investment return. Basically, the error 
was that in the spreadsheet one of the cells was “hard 
coded”, in other words a value was entered manually 
and overrode any link to a formula in the spreadsheet for 
that cell. This lead to unit prices being overstated and 
benefits being paid out to members (based on the unit 
price) that were larger than they should have been. The 
error related to the period September 2012 to December 
2012, however, the assets continued to be overstated 
for the period December 2012 to March 2014 because 
the errors were carried though into subsequent unit 
price calculations and, thus, benefits continued to be 
overstated for that period.

What did the Complainants want?

The Complainants sought to hold the Previous Trustees, 
the Valuator and the Administrator personally jointly 
and severally liable (that is, any or all of them may be 
personally liable) for the loss to the Fund in the amount 
of R40 501 000, plus interest. 

The Complainant’s arguments

The Complainants submitted (among other things) that:

•	 the	Previous Trustees were liable to the Fund for 
the loss in that the Pension Funds Act (“the Act”) 
requires a board to ensure the Rules, operations and 
administration of the fund comply with the law. While 
it’s impossible for a board to personally make every 
decision and perform every action to manage the 
fund, it must monitor and supervise the conduct 
of the party to which it has delegated duties and 
functions to ensure the board maintains the ultimate 
control. The Complainants alleged that the Previous 
Trustees failed to maintain proper controls over the 

Comment: funds should ensure that if they receive 
conflicting divorce orders that this is raised with the 
member and their spouse (or ex-spouse) and ensure that 
this conflict is resolved before making payment.

Compensatory damages ordered by the 
Pension Funds Adjudicator

In a complaint before the Pension Funds Adjudicator (“the 
Adjudicator”), the Adjudicator, to mark her displeasure, 
ordered compensatory damages to be paid to the 
complainant. 

The complaint involved a death benefit that should have 
been paid by the fund nine years previously. The unpaid 
death benefit was discovered during a death benefit audit. 

The Adjudicator ordered R10 000 to be paid to the com-
plainant for miscommunication and the administrative 
error resulting in the unreasonable delay in the payment 
of the death benefit, which had prejudiced the deceased 
member’s beneficiaries.

Pension Funds Adjudicator 
determination – Amplats Group 
Provident Fund

In July 2018 a determination from the Adjudicator ordered 
a large fund loss of R40 501 000 plus interest to be paid by 
the previous valuator of the fund.

The parties

The Amplats Group Provident Fund (“the Fund”), the 
current board of management of the Fund and the current 
Principal Officer of the Fund (all being referred to as “the 
Complainants”) laid a complaint with the Adjudicator 
against:

•	 the	“Implicated	Board	Members	of	the	Complainants”,	
being the previous board of management of the Fund 
(“Previous Trustees”), 

•	 Mr	Vivian	Cohen,	 the	previous	Valuator/actuary	(“the	
Valuator”) of the Fund; and 
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As regards the Administrator, the Adjudicator found, 
amongst other things, that:

•	 it	 could	not	be	held	 liable	as	 it	was	other	persons’	
responsibility to consider the mismatch report, verify 
values in reports, etc;

•	 neither	 the	Previous	Trustees	nor	 the	Administrator	
would have been able to detect the error as it could 
only be detected by an expert advisor.

As regards the Valuator, the Adjudicator made the 
following statements (amongst others):

•	 she	considered	 if	 there	was	 any	negligence	on	his	
part and stated that the Valuator will be negligent 
if the reasonable person in his position would have 
acted differently and if the unlawful causing of the 
damage was reasonably foreseeable and preventable 
(delictual test);

•	 the	application	of	 the	above-mentioned	 test	of	 the	
reasonable man can be affected where the individual 
concerned possesses a certain skill or expertise. 
Then, the test for negligence is the test of the 
so-called reasonable expert. This is the same test as 
that of the reasonable man except for the fact that 
a reasonable measure of the relevant expertise is 
added; and 

•	 she	 found	 that	 the	 Fund	 had	 suffered	 a	 loss	 (as	
the Processing Error Reserve was not meant for 
situations such as these).

The Adjudicator then went on to state that the Tribunal 
had engaged the services of an independent actuary 
to assess whether the Valuator had acted reasonably 
or not. This independent actuary stated that, amongst 
other things, that it would have been obvious to any 
actuary or financial expert checking or reviewing the 
investment return of the affected portfolio that it looked 
unusual and that the conduct of the Valuator as an 
expert advisor does not appear to have been reasonable.

The Adjudicator found that the Valuator was negligent 
and should be held liable for the Fund’s loss in the 
amount for R40 501 000 plus interest.

Costs

T h e  P rev i o u s  Tr u s te e s  c l a i m e d  c o s t s  fro m  t h e 
Complainants, including the cost of two counsel. They 
claimed that the Complainants conduct against them 
was frivolous, vexatious, not based on fact, had no legal 
basis and was manifestly inappropriate.

The Adjudicator ordered the Complainants to pay the 
Previous Trustees’ costs, including two counsel. p

management of the Fund and service providers and 
failed to act in accordance with the Rules of the Fund;

•	 the	 Valuator, in performing his duties negligently 
was accountable for the loss suffered by the Fund 
as had he acted reasonably in accordance with his 
sophisticated training and skill and in accordance 
with the level of skill expected of him in his capacity 
as actuary to the Fund, the error would not have 
occurred. Whether or not the loss could be paid out 
of the Fund’s reserve accounts, the Fund had still 
suffered a loss, which he caused;

•	 the	Administrator was liable as it was the administrator 
of the Fund at all times and should have detected the 
Valuator’s error and, thus, limited the loss suffered by 
the Fund. Furthermore, that the Administrator had an 
obligation to reconcile the Fund’s assets and liabilities 
daily and notify the fund of errors. In addition, the 
Administrator was responsible for paying benefits and 
should do so correctly and should have verified the 
unit prices; and

•	 the	Previous	Trustees	 failed	to	ensure	that	 the	Fund	
was insured for financial loss due to its officials’ errors 
and omissions. Thus, the Fund was uninsured and did 
not enjoy cover for the loss suffered as a result of the 
Previous Trustees’ conduct.

The Adjudicator’s reasoning and 
determination

As regards the Previous Trustees, the Adjudicator pointed 
out, amongst other things, that:

•	 the	error	was	not	due	to	a	mismatch	but	a	unit	pricing	
error by the Valuator and that “[t]the Processing Error 
Reserve Account was not meant to cover occurrences 
like the current…”;

•	 actuaries	are	appointed	 in	 terms	of	 the	Act	and	are	
also governed by the guidance notes of the Institute of 
Actuaries which imposes a duty on actuaries to third 
parties and to provide the best possible service and 
advice;

•	 the	 Adjudicator	 stated	 that	 a	 fund	 is	 required	
to take out fidelity cover and that members of the 
board should have indemnity insurance. Plus, the 
board should ensure that all service providers have 
professional indemnity and fidelity guarantee cover;

•	 it	cannot	be	expected	of	a	board	to	replace	an	expert’s	
opinion with their own and specifically not an actuary 
whose appointment is a statutory requirement;

•	 based	on	 the	 submission	of	 the	Previous	Trustees,	
they could not be held liable personally jointly and 
severably for the Valuator’s conduct.
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INDEPENDENT ACTUARIES AND 
CONSULTANTS

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

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

Cape Town
Tel: +27 21 422 4373

Gauteng
Tel: +27 11 656 4170

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

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

Licensed as a 13B administrator in terms of the Pension Funds Act.
Authorised licensed financial services provider.

has a proud 18-year track record of innovation and 
performance excellence. We are an independent 
advisory business providing investment consulting 
services to institutional clients throughout Southern 
Africa. Our implemented investment consulting 
solution provides the most up-to-date, world-class 
systems; paired with a dedicated consulting service 
team that guarantees the most innovative and appro-
priate execution of asset management and portfolio 
construction techniques and solutions.

w w w . n o v a r e . c o m

Ronny Miyambo
Head of Fund Consulting & Manager Research
Novare Actuaries & Consultants

011 447 9605
ronny@novare.com

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

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

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

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

Cadiant Partners 
Consultants & Actuaries

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

Telephone: (011) 783 1620
Fax:  (011) 783 1694

Postal Address: Private Bag X24, Sandton 2146

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

Ÿ Trustee and member educaon

Ÿ Independent trustee services

Ÿ Death benefit consulng

Ÿ Specialist communicaon

Ÿ Tracing services

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.icts.co.za

INVESTMENT CONSULTING
AND TRUSTEE SERVICES

EMPLOYEE BENEFIT ADMINISTRATION

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

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

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

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

Your trusted regulatory 
alert solution, now  
offers the next step in 
compliance management.

Contact us now on 031 2683007  
for a free demo.

Lexis® Assure
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Death Benefits

Ÿ Outsourced death benefit consulng

Ÿ Unique technology soluon

Ÿ Full resoluon of the death benefit process in terms of 

Secon 37C of the Pension Funds Act

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.icts.co.za

INVESTMENT CONSULTING
AND TRUSTEE SERVICES

EMPLOYEE BENEFIT CONSULTING EMPLOYEE BENEFIT CONSULTING

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

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

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

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

FINANCIAL PLANNINGESTATE PLANNING & FIDUCIARY

“Integrity, Credibility, Passion” 
Experienced, wholly independent 

consulting and actuarial services as part 
of quality fund administration.

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

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

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

For more information on LexisNexis Practical Guidance visit 
our website on www.lexisnexis.co.za/practicalguidance

YOUR PROFESSIONAL

Lexis® Practical Guidance

LEGAL HOW-TO GUIDE
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ACTUARIES & CONSULTANTS ACTUARIES & CONSULTANTSINVESTMENT CONSULTING

INDEPENDENT ACTUARIES AND 
CONSULTANTS

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

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

Cape Town
Tel: +27 21 422 4373

Gauteng
Tel: +27 11 656 4170

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

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

INVESTMENT MANAGEMENT

Edge Capital’s suite of funds cover equity-
centric, multi-strategy and client bespoke 
portfolios.

PO Box 4188, Tyger Valley, 7536

Tel: +27 21 976 1012
Fax: +27 21 976 1096

Contact: Pieter Davis, CEO
Email: pdavis@edge.co.za

Website: www.edge.co.za

Prescient Investment Management (Pty) Ltd is a leading 
independent investment manager. Our core investment 
philosophy is directed around capital preservation and the 
management of downside risk. Our objective is to perform 
in line with the relevant benchmarks on the upside, while 
focusing on strategies to protect the fund against downside 
volatility i.e. limiting the losses that any downward move-
ments in the market may have on the portfolio.
Prescient Investment Management (Pty) Ltd is a registered 
Financial Provider (FSP no. 612)

Contact: Monei Pudumo-Roos, Institutional Business Development
Postal address: PO Box 31142, Tokai, 7966
Telephone: +27 21 700 3600
Fax: +27 21 700 3700
Email: monei@prescient.co.za
Website: www.prescient.co.za 
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This space could 
be yours.

To advertise in 
Pensions World 
SA please contact:

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

RETIREMENT FUND ADMINISTRATION

We are delighted to announce that Verso Financial Services 
has been awarded the IMBASA Yegolide Award for the 

EB Administrator of the year.

It is an honour to be recognised in the industry as the top 
retirement fund administrator!

+27 21 943 5300 | 0861 88 88 81
Belmont Office Park, Twist Street, Bellville, 7530

www.verso.co.za

Reg No. 2000/003590/07
Benefit Administration Registration Number: 24/292

An authorised Financial Services Provider. FSP License No. 14985.

SOFTWARE & SYSTEMS

Ÿ Informaon portal for the rerement industry

Ÿ Electronic boardpack technology

Ÿ News, surveys, research and calculators

Ÿ Company and professionals directory

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  britsc@ebnet.co.za

WEBSITE:  www.ebnet.co.za

TRACING SERVICE PROVIDERS

TRACING SERVICES

Seng us apart in the industry:

Ÿ Various levels of tracing

Ÿ Document collecon services

Ÿ Invesgave tracing services

TEL:   +2711 656 1160/087 702 3800

FAX:  +2711 656 1165

ADDRESS: Block D, Country Club Estate Office Park 

  21 Woodlands Drive 

  Woodmead, Sandton, 2080

EMAIL:  weild@icts.co.za

WEBSITE:  www.ictstracing.co.za
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lexisnexis.co.za/practical-guidance

Call 0860 765 432 or email customercare@lexisnexis.co.za

Lexis® Practical Guidance
advancing what’s possible

Get straight to the answers with this easy-to-navigate online resource, focused on the practical 

application of law.  Divided into 31 legal practice areas, Lexis Practical Guidance covers hundreds of topics 

and includes guidance notes, checklists, workflows, forms and precedent documents, key cases and 

legislation.  Leverage the collective experience of our expert authors who are leading practitioners in their 

fields and get direct access to practical legal know-how.

START USING LEXIS® PRACTICAL GUIDANCE TODAY

Bridge the gap between understanding 
the law and knowing how to apply it.



advancing what’s possible

Order your copy today.

LE XI S N E XI S .CO. Z A /S TO R E

C A LL  0 8 6 0  765  4 3 2

E M AI L  C U S TO M E RC A R E @ LE XI S N E XI S .CO. Z A

SPRING SALE
SAVE ON OVER 100 

LAW, TAX AND FINANCE TITLES.

50%
OFF

UP TO

Hurry! While stocks last.




