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Fund types 1 does it really matter?



SA situation

Our focus today

11.4% 13.2%

Defined Defined

contribution benefits funds Hybrid funds
funds
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And withi n DC

Significant growth in umbrella funds versus other
fund types (#, assets and members).

There are now more members in umbrella fund
type A than in stand-alone DC funds.

Decline In the overall number of stand-alone
funds and members In these.

Increase In number of free-standing hybrid funds
due to former free-standing DB funds
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Number of funds (excl RA)

NZEN Overall reduction:
1800 i
mﬂ(_ ~ 10% decrease in
P\ stand alone DC

~ 6% Increase In
umbrella (A)

A Count - July 2015
m Count - Oct 2013

1200 -

1000 -

800 -

600 -

400 -

200 -

ACTUARIAL Source: FSB website fund list, calculations by AF
@ SOCIETY

OF SOUTH AFRICA QUANTIFYING RISK, ENABLING OPPORTUNITY



Assets (excl RA)

500 000 000 000

>50% Increase AUM
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And by membership (excl RA)
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Traditional retirement funding options

Stand-alone
(single employer
group)

Pension

Provident
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Occupational defined
contribution fund
(compulsory)

Umbrella Type A

(commercial multi-
employer, sector or
union funds)

Pension

Provident

Death benefits
approved or
unapproved

Umbrella Type B

(multi-employer

usually related,
single set of rules)

Pension

Provident
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Traditional retirement funding options

Individual defined
contribution fund
(voluntary)

Retirement annuity
(self employed or Preservation fund

top up)

.. Pension
How big is
this?
Provident
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RA and GRA fund

Retirement Annuity Funds are large i occupy many of
top spots on Top 100 funds lists by members/assets

62 active funds hold over 4 million records worth >
R420bn

BUT
No separate records of nAgr
Small numbers of employers participate
Suspected less than R3 billion in AUM
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But

due

RetirementreformT T-d ay al |
tax regimes and better levels the playing field

Member tax
deduction

Employer tax
deduction

Contributions
Retirement benefit

Withdrawal benefit
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Pension

Yes 1 up to 7.5% of
RFI

Yes T up to 20% in
practice

EE/ER

Up to 1/3 cash,
balance annuity

Yes 1 cash or
preserve

Provident
No

Yes 1 up to 20% in
practice
EE/ER

Up to 100% cash,
balance annuity

Yes 1 cash or
preserve

gns t

V4

t O e .
h e

Retirement annuity

Yes i up to 15% of
non-RFI (and some
rand minimums)

Indirect 11(a)

EE

Up to 1/3 cash,
balance annuity

No i preserve until
retirement unless
meet criteria
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V4

But due to e.

Cost pressures, especially in smaller fund segment

/\

Funds With Members < 20 436 3 67 % 54 51 % 2 565 4083
Funds With Members < &0 108 5.82% /05% | 6381 3824
Funds With Members < 100 172 \&.05% werw /| 1243 7E11
Funds With Members < 200 215 ey 2 7K 16932

Funds Wiith Members < S

Funds "W'ith Members < 10

Funds "W'ith Members < &

Funds "W'ith Members < 10

Funds "With Members = 10

Total funds =mple

15 2365 28 242

We cannot ignore that: 3 62 60202

~50% of RSA employers have ZE 276287

less than 50 employees 3 198 239515

(30% less than 20) 52 586 | 1205026
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V4

But due to e.

Economic situation T employers focus on core
business, limit time and resources to running funds
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V4

But due t o e

Increasing regulatory / compliance burden pushing
trustees to consider reduced roles, e.g.:

- TCF

- FSLGA Act 1T extending personal liability trustees/ER

- higher governance budget required

- fit and proper standards for trustees

- POPI

- RDR

-reti rement reform e. g. ne
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But due t o é

Service provider positioning, e.g.:

- closure of stand alone administration services
forcing the umbrella discussion

- Increasing flexibility/complexity of umbrella

- asset managers positioning to combat rise of
umbr el | a-hdusemgsdl management

- marketing and media

- Indications by National Treasury around a preference
for umbrella funds (albeit with improved governance)

- fees and/or commission structures
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We see the rise of a new debate

Occupational defined
contribution fund
(compulsory)

Siaindlallare Umbrella Type A Umbrella Type B Group retirement
: commercial multi- (multi-employer annuity (compulsory
(single employer (employer, sector usually related, as COE or otherwise
group) or union funds) single set of rules) voluntary)
Pension Pension Pension
Is this a viable
solution?
If so, when and
Provident Provident Provident for whom?
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A group RA Is = sum of parts

Risk benefits i
unapproved and
paid direct

Single contact point for administration:
Collection of contributions
Negotiations
Communication distribution etc
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Unapproved vs approved death
benefits - not a trivial decision

Tahle 7: Examples of tax treatment of risk benefits provided through retirement funds

Taxpayer Individual eaming RT8 000 p.a., benefit Individual eaming RT50 000, benhefit
of 5 times salary on death of 5 imes salary on death
Outside fund Inside fund Qutside fund Inside fund
{funapproved’) (‘approved’) {unapproved’) {"approved’
Employee Premiumstaxed st Premiums tax free Premiums taxed Premiums tax
taxpayer the marginal rate of at the marginal free
(premiums) 18% rate of 40%
Employee Benefits tax free in Benefits taxed at Benefits tax free Benefits taxed at
taxpayer [benefits) the hands of awverage rate of inthe hands af an average rate
recipients 2.9% recipients af 30.7%

Graph 1: Tax efficiency of approved vs. unapproved arrangements

UMAPPROVED ARRANGEMENTS MORE TAX
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Stand alone vs. umbrella vs. GRA

Tax incentivized

Provider chosen
by

Protections:
-- Creditors
-- Contributions

Employee
Representation
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Stand alone

Yes i pension or
provident

Not applicable

Protected (s37)
ER liable (s13)

At least 50%
member elected
trustees

Umbrella

Yes i pension or
provident

Employer

Protected (s37)
ER liable (s13)

Trustees - no
Manco i yes, if
applicable

Group RA

Yes i as for
individual RA

Employer

Limited
EE to sue

Trustees T no
NOo manco
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Stand alone vs umbrella vs GRA

Retirement benefit

Retirement date

Withdrawals pre-
retirement?

Risk benefits

Investments

Costs

Stand alone

As per pension or
provident

Contributions
cease NRA
Benefit on election

Yes

Fund or employer
owned - multiple
providers

Life policies
Unit trusts
Segregated

Wholesale

Umbrella

As per pension or
provident

Contributions
cease NRA
Benefit on election

Yes

Fund or employer
owned 1 limited or
multiple providers

Life policies
Unit trusts
Segregated

Typically wholesale

Group RA

As per pension

No specific age

No

Employer owned i
multiple providers
OR

Individually sourced

CIS
Linked life policies

Retall



Stand alone vs umbrella vs GRA

Administration

Investment choice

Contribution limits

Continue post
resignation

Participation

Portability

Stand alone

13B - typically daily
priced

Yes, at trustee
discretion

No min

No max
No

Compulsory

Full

Umbrella

13B - typically daily
priced

Yes, within limits
Imposed by
trustees

No min
NO max

No

Compulsory

Full

Group RA

13B LISP i daily
priced

Yes, within limits
Imposed by
provider/advisor

Min applies
No max

Yes

Voluntary (but could
include in COE)

Limited to RA



Proodos & ¢ ommenbdrviddR /

Advantages Disadvantages

No need for manco/ trustees Forced preservation ** - no access to
cash on retrenchments

Participation may not be compulsory Cannot transfer to retirement fund

Employee can continue saving after Little influence over GRA
leaving employment

Same tax treatment as other funds * No risk benefits

No fixed NRA (al t h Requiresadmin and potentially
likely to have a cut-off date) engagement

Forced preservation ** Choices must be made

* From 1 March 2016

** \Which makes it unattractive to employees, but does potentially improve pension outcome if contributions
continue. It is, in our view, unlikely that forced preservation is implemented in occupational schemes in the near
future meaning this discrepancy will remain
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Proodos & comERwelw GI

Advantages Disadvantages
No need for manco/ trustees Forced preservation **

Less resources s pe Cannottransferto retirement fund

Less risk (funding level, legislation) Little influence over GRA

Less admin when employee leaves No risk benefits (or ER admin to
arrange)

Employee can continue saving after Not practical to implement with large

leaving employment groups of employees

Participation not compulsory Participation not compulsory

(bad for broadening the net and
perhaps cross-subsidy)

Same tax treatment as other funds * Min contributions may exclude lower
iIncome workers

* From 1 March 2016

** Which makes it unattractive to employees, but does potentially improve
pension outcome if contributions continue. It is, in our view, unlikely that
forced preservation is implemented in occupational schemes in the near
future meaning this discrepancy will remain



