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Employee Benefits Update

Dear FIA member

Herewith the third update on Employee Benefit issues for your information. We hope that you will find this informative even if you are not directly involved in this aspect of our business personally.
Legislative Changes to the Tax Dispensation applicable to Retirement Annuity Funds
Withdrawal from a retirement annuity fund upon emigration

With effect from 1 March 2008, a member who emigrates from South Africa is entitled to withdraw his/her total benefit held in a retirement annuity fund prior to retirement, provided he/she is willing to pay the full tax as a withdrawal on that benefit and provided further that the member’s emigration is recognised by the South African Reserve Bank for purposes of exchange control. Such members will therefore no longer be forced to purchase an annuity.  
When a member of a retirement annuity fund elects to take a lump sum when s/he emigrates, a tax clearance certificate (to ensure that the member has met his/her tax obligations before s/he emigrates), an application for a tax directive (to determine the tax payable on the lump sum) and certain supporting documents as specified by SARS, must be submitted to SARS.

An emigrating member older than age 55 (where the member has not yet reached normal retirement age in terms of the policy contract/rules of the retirement annuity fund) is also entitled to receive the full cash commutation and thus will not be forced to receive a retirement benefit from the retirement annuity fund. SARS, however, requires that a copy of the policy contract/rules be submitted with the application form where the member has reached the age of 55 years and the policy contract/rules provides for a later retirement age.

Members who are foreign nationals temporarily resident in South Africa will not be entitled to these lump sum withdrawals from retirement annuity funds upon their return to their home country, because they do not qualify as South African residents.

Paid-up Policies

A member of a retirement annuity fund whose contributions are discontinued prematurely and who chose to make his/her policy paid up may now, if his/her accumulated benefit in the retirement annuity fund amounts to R7 000 or less, withdraw his/her benefit at any time before his/her retirement date. 

Compulsory Retirement Age
With effect from 1 March 2008, members of retirement annuity funds are no longer be compelled to retire at the age of 70 years.  Members will now be allowed to delay their retirement, although the minimum normal retirement age, (with allowance for earlier retirement because of disability) remains 55 years. 
Employer contributions to Retirement Annuity Funds
With effect from 1 March 2010, contributions to retirement annuity funds made by an employer on behalf of its employees will now also be tax deductible by employees.  The purpose of this change to the tax dispensation applicable to retirement annuity funds is to place the employer contributions on par with contributions to retirement annuity funds made directly by employees. In effect, the tax system will be neutral as to who makes the contribution to the retirement annuity fund.

The Importance of an Investment Strategy
Circular PF 130 requires that, “The proper management of the investments of the fund is a critically important component of the governance of the fund”.

In fact, there is probably nothing more important than the proper management of the investments of the fund as this aspect touches every member’s world and has the potential to add real value in promoting their financial security as they approach retirement age. For many members this will be a major component of their overall “nest egg” at retirement.

PF 130 also states, “The investment performance of the fund assets is the most important factor in determining whether the fund will be able to deliver on the retirement benefits…or whether there will be a sufficient amount accumulated…for an adequate replacement of income”.

In other words, performance matters! So often the asset management industry talks down this important component. Who else other than the trustees can take responsibility for monitoring and reviewing the performance of portfolios relative to the benchmarks set in terms of the investment strategy? The trustees must put in place an effective mechanism of review with agreed time-lines.

The design, formalisation and monitoring of the fund’s investment strategy reflects the trustee’s commitment to this critical objective – it is a crucial document! This inevitably leads trustees to examine their own preconceptions and to challenge the assumptions made by others. Trustees should grapple with some universal challenges (such as risk versus return) and must eventually decide on the best course given the fund’s circumstances.

For some trustees this process is an important growth and learning opportunity – this is especially true in the case of trustees who will “carry the message” to individual members. Hopefully a universal approach will be achieved that can be captured in a formal document. Trustees will have been alerted to certain important fund specific issues that require monitoring and review.

Trustee’s discover, during the course of this exercise, that decisions are made in context and that they must start this process by understanding all relevant variables making up “the full context”. They will be forced to ask certain fundamental questions, such as, “What is the average age of members? What is the age and savings distribution? What are the expectations of members? What investment performance is possible given risk parameters?”

Trustees should focus on the key issues – such as member needs, taking a long term approach, full communication and aligned service providers. Professional advisors can play a key role in this process and should be used by Trustees to bring additional experience to the debate. 

Member needs largely set the investment objectives so these issues must be faced and a position taken. The decision is not an easy one. The recent volatility experienced in the markets starkly illustrates a dilemma faced by trustees – how do they define member needs and what priorities are attached to these identified needs? On the one hand some members may be fiercely opposed to any negative return and then on the other hand the same member’s mathematically determined “need” is a return of 6% + real return until retirement! There could be a conflict between emotive response and clear-headed calculation.

One approach is a purely quantitative based mainly on a member’s salary, his accumulated savings to date, desired replacement ratio and expected investment returns. This produces the required average real return till retirement. The other consideration is the member’s volatility tolerance – often at odds with the required return.

An added complexity is dealing with clearly differing member needs within the same funding arrangement. On this matter the administrator needs to be consulted to ascertain the level of investment complexity that can be effectively managed by the administrators and their system.
The administrator’s ability to manage more complex strategies is a crucial input to the process. Can they cope effectively with individual member choice or age banding? There are administrators currently who cannot effectively administer anything more than a simple “one-size-fits-all” strategy. This ability needs to be tested by trustees. The most effective manner to gain comfort is probably to visit the administrator and ask for a live demonstration of the system capabilities. 

A properly formulated the investment strategy document also answers a number of member questions, including “Why did you select that particular investment manager and that specific portfolio?” The document will set out the trustee’s decision process, the factors considered and the objectives addressed by trustees. It will also set out the performance targeted and the monitoring process adopted to review future progress against these identified objectives.

The investment strategy must be formally reviewed at least annually to ensure that trustees fully apply their minds to the plan and ensure the relevance, and their commitment to, the content relative to prevailing conditions. Conditions influencing the strategy may be market forces, current economic reality or member demographics and these do change and require review.

If individual member choice is offered trustees must be aware of their responsibility to make options clearly available to members on a regular basis. If an age related strategy has been adopted then anniversary dates must be considered for default switching.
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