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ABSTRACT
The 2011 National Budget Review states “Pension Funds also need to improve their level of 
disclosure to clients. A lack of transparency prevents customers from being able to compare 
products across funds, and often results in excessive charges. During 2011, the National Treasury 
will consult with pension industry bodies to draft a code of ethics and address concerns over 
high fees”. (South African National Treasury, 2011) 
 Clearly managing costs and providing a value-for-money proposition to consumers are 
at the forefront of the retirement industry’s changes. The Budget Review also states “… although 
the number of active pension funds has declined significantly in recent years to about 3 200 
today, more consolidation is both desirable and achievable”. (South African National Treasury, 
2011) 
 Possibly the most important research into charges to the consumer was actuary Rob 
Rusconi’s 2005 paper published in the South African Actuarial Journal. The paper made a 
call “it would be useful if this research were taken further in future, with a complete data set 
facilitating sound conclusions” (Rusconi, 2005). And this is what this paper attempts to achieve 
by analysing actual data from the Sanlam Umbrella Fund – a commercial umbrella retirement 
fund sponsored by Sanlam. By so doing, the paper also attempts to answer the question ‘how 
cost effective are umbrella funds?’ and hence to comment on the policy direction as proposed 
by Government within the 2011 National Budget Review. 
 Furthermore the paper also analyses how the charges are apportioned between members, 
and on the implied level of cross-subsidy between members, and the extent to which such 
cross-subsidies are equitable and/or desirable. Alternative methods to recover charges are also 
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considered in an attempt to recommend possible improvements taking account of factors such 
as equity and socially desirable outcomes.
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PREFACE
This paper can be regarded as a continuation of my 2009 paper “Retirement Fund Reform for 
Dummies’” The thinking is also inspired by Rusconi’s 2005 paper “Saving for Retirement in 
South Africa: Charges to the Consumer”. In order to fully appreciate the arguments made in 
this paper, the former two papers are essential pre-reading, and for brevity’s sake knowledge of 
these papers’ contents is assumed. In particular, some of the concepts and expense measurement 
methods as explained by Rusconi are not again explained in this paper. Rusconi summarised his 
findings as regards occupational retirement funds as follows:

With scanty data, clear conclusions are hard to come to, but it appears that, in 
comparison with most countries, South African retirement funds are expensive 
to run

and
On the whole, though, concerns that the occupational retirement-fund industry 
in South Africa might be running at a high cost are supported by this analysis. 
(Rusconi, 2005)

My 2009 paper effectively concluded that these problems appear to be systemic, but that the 
most pragmatic way to reform the industry is by means of harnessing market forces to gradually 
improve the situation whilst minimising any transition risks or costs. As regards systemic 
reform, the following measures were recommended in the paper:

 — The most obvious method is via consolidation of funds so as to enhance 
economies of scale.

 — Industry agreed expense disclosures … in the wider retirement funds industry 
is recommended.

 — … effective competition in an environment underpinned by consumer 
education and awareness will result in cost reduction.

 — The important point is that we need to find ways to increase consumer awareness 
of their rights and all costs that are paid, and to break down the information 
gap that exists between consumers and providers. (Gluckman, 2009)

It would appear that the 2011 National Treasury thinking (as outlined in the Abstract) is very 
much aligned with my 2009 thinking. But can we produce hard evidence to support such a 
policy direction? This paper represents a start to gathering such evidence. This research will 
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need to be continued, expanded and refined in future years so as to optimise the potential 
benefits from the recommended systemic reform.
 I perhaps should highlight a personal conflict of interest in undertaking this research. I 
head Sanlam’s umbrella fund business. But on the other hand, this affords me unique insights 
into Sanlam’s umbrella fund pricing models, and affords me the advantage of publishing research 
on the topic of charges that to a large extent circumvents the very significant data challenges 
that Rusconi encountered in his earlier research. Although I would like to think that my aims 
here are honourable, readers are nonetheless urged to take note of this conflict of interest in 
interpreting the findings of the research.
 My co-author, Megan Esterhuysen, whilst also a Sanlam employee, is perhaps not 
conflicted to the same degree. Megan is the actuarial student who in 2010 helped build the 
models used in this research. But she is much more than a data analyst, and has shaped my 
thinking on this topic, and very often either challenges some of my ideas or proposes ideas of 
her own. 
 Megan and I would also like to emphasise that all views in this paper are ours alone, and 
do not necessarily reflect the views of our employer.

David Gluckman, Cape Town, September 2011

1. INTRODUCTION
Why are charges important?
Firstly and obviously “workers pay for the opportunity to save for retirement through a 
variety of charges that erode the prosperity of their later years”. (Rusconi, 2005)

But perhaps no less important is that by consumers appreciating all charges, they 
must be better placed to make informed product choices. This principle is applicable 
across all industries, and underlies all well functioning free markets. Just because 
retirement funds are complex beasts, it should not follow that we cannot find relatively 
simple and understandable ways for consumers to compare charging structures 
between funds.

Of course charges are but one element of any retirement fund’s overall value 
proposition. We are not advocating always choosing the cheapest fund design or 
provider. We are simply arguing that charges are an important factor to consider, and 
surely consumer choices can only be optimised when charges are appropriately taken 
into account in the purchase decision process.

So the challenge is to find a sound and effective method to compare different 
retirement funds charging structures, and this then can be implemented as an industry 
standard.

Although the methods advocated in this paper were initially considered from an 
umbrella fund perspective, there is no reason why these identical methods cannot be 
applied to all defined contribution retirement funds.
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The idea for this research stems from our work on the 2010 Sanlam Employee 
Benefits Benchmark Survey Umbrella Fund Study. This is a survey conducted by an 
independent research company by way of one-on-one interviews with 100 participating 
employers in umbrella funds. The survey indicated real room for improvement as 
regards charges because:

 — Cost savings was identified as the second most important reason for the 
participating employers having chosen to participate in their then current 
umbrella fund, and the main reason why these employers might move to another 
umbrella fund in the future.

 — But a disappointingly very low number of survey respondents were able to 
populate all their charges in the prescribed Excel format.

 — Although 91% of employers surveyed knew how administration fees were 
expressed, only 70% were able to quantify these charges in Rand terms.

 —  Although 54% of employers surveyed knew how consulting fees were expressed, 
only 34% were able to quantify these charges in Rand terms.

 — Although the average operating costs (excluding investment management fees) 
was estimated at 0.7% of salaries in the survey, we decided we had no choice but 
to qualify these results given the obviously poor quality of many of the responses.

 — In any event, it is obvious that, particularly for commercially-sponsored umbrella 
funds, it is quite feasible for administration costs to be cross-subsidised by other 
revenue streams (e.g. investment management fees), and hence a more holistic 
charges measurement is required.

Rusconi made the call “it would be useful if this research were taken further in future, 
with a complete data set facilitating sound conclusions”. (Rusconi, 2005)

This gave us the idea to analyse the Sanlam Umbrella Fund data as a start towards 
developing an industry-agreed method of comparing charges across all defined 
contribution retirement funds. We appreciated that our access to this data potentially 
had a number of benefits:

 — Analysis of a very rich data set of many hundreds of participating employers’ 
data was possible i.e. we had access to the desired complete data set to facilitate 
sound conclusions. 

 — Furthermore this data would be fairly easy to extract in a consistent format thus 
circumventing many of the data challenges that Rusconi encountered.

 — Furthermore because the commercial umbrella fund market is competitive (at 
least to some degree), it might be that the analysis results provide some wider 
insights as to charges in this sector of the retirement funds industry especially 
noting that Rusconi had excluded this sector from his analysis because data was 
then not available.

Rather than concentrating on the results of the 2010 Sanlam Employee Benefits 
Benchmark Survey Umbrella Fund Study at the associated 2010 Benchmark 
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Symposium, we decided to make charges the main theme of the Umbrella Fund 
Study presentation. The slides from this segment of this presentation are shown as 
Annexure 1.

2. PROPOSED PRINCIPLES
Rusconi writes:

Are charges to be considered, or costs? The former concern the actual levies, 
administration fees, or policy deductions that reduce the retirement savings of 
an individual over their lifetime. The latter refer to the expenses incurred by the 
provider of the administration or investment service. For any given saver, charges 
and costs are unlikely to be the same. Over time, however, charges in aggregate 
are likely to match actual costs reasonably well, assuming that competition drives 
down profit to roughly equivalent levels among providers.
  Regardless of these arguments, since the objective of the research is to 
determine the effect of these expenses on the retirement savings of the individual, 
the measurement of charges is more important than the determination of the costs 
incurred in provision of the services. The focus of this study, for this reason, is on 
the actual charges levied for services offered. (Rusconi, 2005)

This study also focuses on charges rather than costs for the identical reasons. 
Furthermore charges can be measured objectively, whereas measurement of costs 
necessarily involves a much more subjective approach (e.g. many different but 
reasonable methods exist to apportion institutional overhead costs between products).

We also agree with Rusconi (who in turn quotes Whitehouse) that “When 
comparing funds or systems which rely on different types of charge, reliance on a 
single measure can be misleading, and the best approach is to use both the charge ratio 
and the charge as a proportion of assets”. (Rusconi, 2005) So we advocate the use of the 
reduction in yield method and the charge ratio as also used by Rusconi.

But we believe that such globular measures also should be criticised for losing too 
much important information, and completely disguising the implicit cross-subsidies 
between members. Surely it must be possible to design a measurement system that not 
only gives an indication of the reduction in yield and charge ratio for a fictional new 
entrant (which we agree might be useful information were a similar profile member 
to be selecting a retirement funding solution), but simply and consistently illustrates 
these charges for all fund members appropriately grouped in summary format (which 
would surely be a more useful measure in the practical situation where an employer is 
selecting between different group retirement funding options for its staff)?

The following principles are proposed as appropriate in designing any industry 
agreed expense disclosure model/system:
1. Use actual charges at date of measurement
2. Measure charges prospectively
3. Avoid subjectivity as much as possible
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4. Apply to actual fund membership and actual fund data at date of measurement
5.  Appropriate summary format of results to facilitate understanding and 

comparisons
6. Methodology can be used for all defined contribution retirement funds
7. Clearly stated, consistent parameterised assumptions used
8. Model easy to use
9. Model freely available
10. Model easy to adapt to changing circumstances

Although every effort has been made to present a full and meaningful analysis, and to 
use data and methods that would result in unbiased and actuarially sound results, we 
decided on the following key business and ethical principles in advance of commencing 
the analysis:

 — The results would be presented in such a way so as not to disclose what we regard 
as business trade secrets of Sanlam.

 — The results would be presented in such a way that the confidentiality of employer 
and fund data is at all times protected, and such that it would be very difficult 
or impossible for a reader to attribute any results to specific employers or funds.

3. PROPOSED METHODOLOGY
The thinking behind our methodology is to calculate the reduction in yield (“RIY”) 
and charge ratio (“CR”) from date of measurement to normal retirement date for 
every member, and then to summarise the results in a standard template. By analysing 
charges at member level, we are able to:

 — Aggregate and summarise the data and results in a variety of ways as will be 
illustrated later in this paper.

 — Analyse possible cross-subsidies and the desirability or equity thereof.
 — Compare charging structures for specific segments of the data to possible 

alternative savings vehicles (e.g. retirement annuities).

We acknowledge that existing members with accrued assets would have borne charges 
in accumulating these assets to the effective measurement date. These historic charges 
are, however, not taken into account in our CR measure because:

 — This would significantly complicate the charges measurement process with full 
information on all historic charges then being required. It is submitted that 
these would practically be impossible to obtain especially when one considers 
complications such as changes of administrators, archiving of historic records, etc.

 — But more importantly, these historic charges have no bearing on any future 
decisions e.g. negotiation of charging structures with current providers, market 
comparisons, choice between different retirement funding options. It is therefore 
submitted that a CR calculated using prospective charges only is a much more 
useful measure than one that combines historic charges and prospective charges.
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In principle, all charges should ideally be included for the RIY and CR measurement 
calculations including:

 — All retirement fund administration fees no matter how expressed (e.g. percentage 
of salaries, percentage of contributions, percentage of assets, Rand per member 
per month).

 — All consulting fee/commission payments to brokers/consultants/intermediaries/
advisers no matter how expressed.

 — All investment management fees and charges no matter how expressed (e.g. 
flat percentage of assets, performance fees, investment trading costs, brokerage, 
Securities Transfer Tax).

 — All other charges including FSB levies, fidelity insurance premiums, actuarial 
services, audit services, independent trustee expenses, member communication 
costs, and other fees and disbursements.

 — VAT on all the above.

It is also important to carefully consider how to allow for ad hoc charges. Some 
retirements fund providers might quote all inclusive retainer fees, and very rarely 
charge for additional work. Others might quote low retainer fee levels for basic 
services, and have a practice of charging for all additional work on an ad hoc basis. In 
the latter case, it would be necessary to budget the likely annual fee arising from such 
ad hoc fees, and to use this budgeted figure in the RIY and CR calculations.

We recommend that charges in respect of insured benefits group risk premiums 
are not included in the retirement savings charge measurements on the condition that 
these would be zero were the insurance to be cancelled, and that there would also be 
no increase in any other charges in such cases.

This is because:
 — We are attempting to measure the charges related to retirement savings and not 

those related to group risk insurance products.
 — There is no reliable way to distinguish between charges that are implicit to the 

quoted insurance premiums (i.e. expense loadings in the risk premium basis) 
and those that are explicitly stated (e.g. intermediary commission) e.g. expenses 
related to direct marketing forces can be covered either as a stated commission 
or as an implicit risk premium loading.

 — We therefore adopt the approach that intermediary group risk commission is a 
payment in lieu of servicing these insurance policies, and not a charge against 
retirement savings.

It is recognised that different participating employers in any commercial umbrella 
retirement fund might choose more or less complexity in their benefit design (e.g. the 
extent of investment options selected), and these would then be reflected as higher or 
lower retirement savings charges to the members of these participating employers. 
Our proposed methodology measures the level of the actual charges based on the 
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actual chosen benefit design, and does not measure the level of complexity in the 
benefit design itself. Similarly the quality and range of services are not measured. It is 
therefore very important that any outputs from our proposed charges measurement 
model are interpreted with care noting again that charges are but one element of any 
retirement fund’s overall value proposition.

It is worth noting that costs incurred by the sponsoring employer are by their 
nature very difficult to measure, and we do not propose including these costs in our 
RIY and CR measures. These costs, whilst acknowledged, are separate from retirement 
fund charges. Rusconi also considered this problem and adopted a similar approach 
viz. “Rather than attempting to estimate these figures, they are excluded with the 
acknowledgement that total administration costs are understated, probably for all 
firms, and significantly for larger companies, because they undertake more in-house 
administration.” (Rusconi, 2005)

So we have built a model whereby data is uploaded into Excel in a predetermined 
format, and then a macro is run to calculate prospective RIYs and prospective CRs per 
member, and to summarise the results in a specified format.

The model requires the following data at member level applicable at the 
measurement date:

 — Member reference number
 — Employer reference number
 — Total operating expenses (i.e. administration fees, consulting fees, contingency 

reserve account levies and VAT) expressed as either a Rand amount per member 
per month or a percentage of salary.

 — Annual review date (for simplicity the model currently assumes that annual fee 
review dates and annual salary review dates coincide)

 — Net retirement funding contributions per month before charges (but net of any 
risk insurance premiums) expressed as a percentage of salary.

 — Date of birth
 — Normal retirement date
 — Pensionable salary
 — Member share (individual account value) split per investment portfolio
 — Investment management fees per investment portfolio 

The results summary template is easy to adapt to report in a variety of ways, but as a 
standard we suggest analysing the individual member results by:

 — Monthly Pensionable Salary bands: we decided on four bands being
 — <=R3,000
 — R3,001–R10,000
 — R10,001–R20,000
 — >R20,000

 — Years to Normal Retirement Date bands: we decided on six bands being
 — <=5 years
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 — 5–15 years
 — 15–25 years
 — 25–35 years
 — 35–45 years
 — >45 years

Summarising the results in this way appears satisfactory for a commercial umbrella 
fund such as the Sanlam Umbrella Fund because:

 — There are sufficient member numbers in each band to allow for statistically 
significant interpretations of the results and insights.

 — The summary tables sufficiently summarise the results such that understanding 
is facilitated (the resultant summary data is not overwhelming).

The calculation of RIYs and CRs requires some assumptions to be made specifically as 
regards prospective investment returns, salary inflation and expense inflation. These 
are parameterised, and can be refined in the future, but it seems logical as a start to use 
the similar assumptions as employed by Rusconi in order to facilitate comparisons to 
Rusconi’s research results.

4. THE 2010 SANLAM UMBRELLA FUND ANALYSIS
Annexure 1 sets out in presentation format how we approached the 2010 analysis. The 
measurement date was 1 March 2010 being the annual revision date of the Sanlam 
Umbrella Fund.

As regards the data, we tried to ensure this was unbiased, but cleansed the full 
Sanlam Umbrella Fund membership data by excluding the following categories from 
the analysis:

 — All sub-funds whose fees were not revised as part of the 1 March 2010 annual 
revision exercise (reasoning that such sub-funds were on a different pricing 
formula – being the 2009 pricing basis – which might distort the results).

 — Sanlam Futura clients (being the low frills product option aimed specifically 
at the low earner market). The Sanlam Futura Umbrella Retirement Fund is a 
separate legal entity from the Sanlam Umbrella Pension Fund and the Sanlam 
Umbrella Provident Fund, although all three legal entities are positioned under 
the Sanlam Umbrella Fund product brand.

 — All members with pensionable salaries less than R1,500 per month (reasoning 
that there might be unusual circumstances applying in many such cases e.g. 
unpaid leave).

 — Members already past Normal Retirement Date (as it is then not possible to 
determine RIYs).

 — Members with zero individual account values (very recent new entrants where 
investment choices would not be obvious from the downloaded data, or perhaps 
not yet advised).
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The actual charges and investment management fees as applied for the month of March 
2010 were used in the model:

 — For simplicity the March 2010 operating expenses (being the sum of 
administration fees, consulting fees, contingency reserve account levies and 
VAT) were expressed as the equivalent percentage of salary at participating 
employer level, and thereafter assumed to remain constant until retirement. 
This implicitly had the effect that these employer-level charges were expected to 
increase at the assumed salary inflation rate.

 — Investment management fees were calculated per portfolio in basis points terms 
as follows:

 — Only the basic investment management fees (excluding performance fees 
and guarantee premiums) were taken into account.

 — For global portfolios with a different fee structure for the domestic and 
offshore components, the overall fee was calculated by weighting these 
components 85% domestic and 15% offshore.

It was assumed that the benefit structure and product option applicable to each 
member at the measurement date would remain unchanged until retirement. The 
following economic assumptions were employed:

 — Gross investment returns 10% per annum
 — Salary inflation 7% per annum
 — Expense inflation (implicit) 7% per annum

 This differs from the 5% per annum expense inflation assumption employed 
by Rusconi in calculating individual life policy charges (including retirement 
annuity charges), and should result in higher RIYs and CRs than Rusconi’s 
calculations all other factors being equal. It should, however, be noted that 
Rusconi employed a different approach for his retirement fund calculations 
which were based on a snap shot of publicly available aggregated industry data.

It was further assumed that each member’s mix of investment portfolios as at March 
2010 would continue to apply for that member throughout the period until retirement, 
and thereby a weighted investment management fee can be derived per member. 
The assumed net investment return per member thus equates to the global gross 
investment return assumption less the derived assumed investment management fee 
for the member.

For those investment portfolios where a sliding scale investment fee applied, it 
was assumed that the highest scale fee applied in all cases. This avoids the complication 
of having to make assumptions as to the volumes held in each portfolio at sub-fund 
level for all future periods. This assumption has the effect of increasing the calculated 
RIYs and CRs above the true levels, but it was felt that the financial impact would be 
marginal in this specific case (a different approach should be taken for funds where the 
financial impact would be significant).
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Because the net retirement funding contribution percentage per member is not 
a data item on the administration system, but is instead a calculation involving various 
elements, it was decided to adopt the simplifying, but unrealistic, assumption that this 
percentage was a flat 10% for all members. The 10% was close to the 2010 Sanlam 
Benchmark Survey average for umbrella funds of 10.3% gross of operating expenses. 
Although it was known at the time that this particular assumption was unrealistic, it 
was felt that the simplifying assumption was not inappropriate for the purpose of the 
2010 analysis viz. a high level presentation on the cost effectiveness of umbrella funds.

The RIY and CR calculations thus took into account the following charges:
 — Administration fees
 — Consulting fees
 — Contingency reserve account levies
 — Investment management fees (excluding performance fees)
 — VAT on all the above fees

The RIY and CR calculations excluded the following charges:
 — Guarantee premiums in respect of the two smoothed bonus portfolios with 

guarantees (but the impact was quantified as explained later).
 — Insured benefits premiums and the associated risk management fees (reasoning 

that these represent premiums and fees in respect of risk insurance, and would 
always be zero where no insurance was purchased).

 — Performance fees for benchmark outperformance (although we had some 
misgivings as explained later, our adopted approach is in line with ASISA 
standards because these performance fees would all be zero where performance 
is in line with portfolio benchmarks). (Association for Savings and Investment 
South Africa, 2008)

 — Investment trading costs, brokerage, Securities Transfer Tax.
 — Portfolio switch fees (noting that the first switch per calendar year is in any event 

free, and very few members switch more than once per annum).
 — Sub-fund termination fees (the assumption was that the sub-funds will not 

terminate participation in the Sanlam Umbrella Fund).
 — Ad hoc fees for non-standard services as it is the practice of the Sanlam Umbrella 

Fund to charge all inclusive annually reviewable retainer fees, and to only charge 
ad hoc fees in exceptional and rare circumstances.

Data Analysed
The data analysed can be summarised as follows.

It is submitted that this is a fairly large data sample (almost 700 employers), and 
meaningful conclusions can potentially be drawn from the analysis results.

It is worth highlighting that these are quite small employers on average 
(38 members per employer), and any comparisons to other retirement funds or other 
industry analyses (e.g. the Rusconi research) must appropriately make adjustments/
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allowances to take account of employer size differences. One would expect that RIYs 
and CRs would decrease as employer size increases all other factors being equal.

Total Average per Employer Average per Member

Number of Members  26,339  38  

Number of Employers  698   

Assets R1,507,483,378 R2,159,718 R57,234

Annual Salaries R2,834,634,494 R4,061,081 R107,621

Total Operating Expenses 
(incl. VAT)

R30,250,854  
per annum

R43,339 per annum
R3,612 per month

R1,149 per annum
R96 per month

Summary Results
The results summarised in the suggested standard salary band template were as follows:

Monthly Salary Band Total <=R3,000
R3,001 to 
R10,000

R10,001 to 
R20,000

R20,000+

# Members  26,339  7,950  11,737  4,022  2,630 

Proportion Members 100% 30% 45% 15% 10%

Average Term to Retirement  25  26  25  23  21 

Reduction in Yield (mean) 2.01% 2.63% 1.88% 1.54% 1.43%

Charge Ratio (mean) 20.13% 26.21% 19.03% 15.46% 13.77%

The results summarised in the suggested standard years to retirement band template 
were as follows:

Years to Retirement Total
<= 5 
Years

5 to 15 
Years

15 to 25 
Years

25 to 35 
Years

35 to 45 
Years

# Members  26,339  784  4,354  6,864  8,619  5,635 

Proportion Members 100% 3% 17% 26% 33% 21%

Average Monthly Salary R8,968 R12,837 R11,119 R9,978 R8,805 R5,874

Reduction in Yield (mean) 2.01% 5.02% 2.92% 2.06% 1.63% 1.43%

Charge Ratio (mean) 20.13% 7.76% 14.34% 19.01% 22.07% 24.63%

NB. We have not shown the >45 Years band in the above table as it only comprised 
83 members.

It is worth highlighting the following important points.
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Quoted Charges
RIYs and CRs quoted in the above tables are an unweighted simple average of all 
members’ individually calculated RIYs and CRs per band.

Guarantee Premiums:
Guarantee premiums were excluded from the analysis on the basis that these are not 
an expense charge but rather a premium covering a specific benefit (in this case a 
guarantee that bonus declarations in any month can never be negative for investors in 
the Sanlam Monthly Bonus Fund being the main smoothed bonus portfolio accessed 
by members of the Sanlam Umbrella Fund). Guarantee premiums are, however, 
significant being:

 — 1/12th of 1.6% of assets per month for the Sanlam Monthly Bonus Fund
 — 1/12th of 0.9% of assets per month for the Sanlam Stable Bonus Portfolio

Some 65% of members had at least some exposure to these smoothed bonus portfolios 
(representing approximately 47% of the assets), and including guarantee premiums in 
the analysis would have had the effect of increasing the overall average RIY from 2.01% 
per annum to 3.21% per annum.

It is perhaps worth noting that the proportion of members with exposure to 
smoothed bonus portfolios was possibly artificially high in 2010 for historic reasons. 
The Sanlam Monthly Bonus Fund was the approved default investment strategy for the 
predecessor to the Sanlam Umbrella Fund being the Wizard Universal Umbrella Fund, 
and was also the portfolio that almost all members of the Reinforced Umbrella Fund 
were invested in upon a bulk transfer from that umbrella fund in late 2008. A wider 
range of employer-level default investment strategies is now available, and one would 
therefore expect the proportion of members invested in smoothed bonus portfolios 
to decrease over time to reflect the wider available choices (but this did not occur in 
the 2011 analysis because some of the pre-2008 employers did not have fees revised 
in 2010, and hence were excluded from the 2010 analysis and only included starting 
from the 2011 analysis). 

It is recognised that the split between investment management fees and 
guarantee premiums for smoothed bonus portfolios could be regarded as artificial. 
But our suggested expenses disclosure methodology is to be as objective as possible 
and to simply include the actual quoted investment management fees in the analysis 
and to exclude the actual quoted guarantee premiums.

Rusconi also encountered this problem and decided on an extreme solution: 
“So-called guaranteed funds, offering smoothed returns, have not been included in the 
analysis of asset management fees. It can be difficult to separate asset management fees 
from the charge for the guarantee.” (Rusconi, 2005) Given the proportion of Sanlam 
Umbrella Fund assets invested in such portfolios, we decided it would be wrong for 
us to mirror the Rusconi solution. There are other technical reasons why we believe 
guarantee premiums should be excluded from the RIY and CR measures:
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 — There are alternative techniques that retirement funds can use to purchase asset 
protection and to smooth volatility e.g. using derivatives. The cost impact in 
such cases would be reflected in net investment returns earned and not in charge 
measurements. By including guarantee premiums in our RIY and CR measures, 
we would thereby invalidate charge measurement comparisons with retirement 
funds making use of such alternative protection/smoothing techniques.

 — There are considerable variations in the nature and extent of the guarantees 
between different smoothed bonus products. These differences might be 
overlooked if guarantee premiums are simply regarded as part of the overall 
fund expense charge, and this in turn might introduce an undesirable perverse 
incentive for insurers to try water down the underlying guarantees in order 
to appear more competitive on the basis of charges. By product providers 
separately and explicitly disclosing the nature and extent of guarantees and also 
the associated charges, clients (supported by their consultants) are free to choose 
whether or not to access such products.

In the case of the Sanlam Umbrella Fund analysis, one could reason that the same 
investment manager charges an investment management fee in the region of 30 to 
40 basis points higher for a similar underlying portfolio without guarantees, and this 
might indicate that the analysis should instead be done using this notional higher 
investment management fee. This would have the effect of increasing the overall average 
RIY in the region of 0.2% to 0.3% per annum. Although we include this possibility as a 
comment, we do not advocate reflecting such subjective adjustments in the suggested 
standard expenses disclosure model. Subjective adjustments would have the undesired 
effect of invalidating industry comparisons. If the actuarial profession is of the view 
that smoothed bonus fees should be reflected differently than the current industry 
practice, that is an entirely separate matter, and our suggested expenses disclosure 
reporting would automatically reflect such changes as and when they are introduced.

The subject of what are appropriate charges for guarantees is a massive topic 
suitable for a separate actuarial research paper, and is beyond the scope of this paper. 

Contingency Reserve Account Levies
The Trustees had approved a levy of R2.25 per member per month including VAT at 
the 1 March 2010 measurement date, but the levy was temporarily suspended for a 
short period around March 2010 because excessive money has accumulated in the 
Central Contingency Reserve Account.

Because our suggested methodology is to be as objective as possible, and to reflect 
the actual charges that applied at the measurement date, we used a zero contingency 
reserve account levy in our RIY and CR calculations.

Although it is recognised that a zero charge is not sustainable, the financial impact 
was not material as including the R2.25 per member per month in the calculations 
would only have increased the RIY by 0.05% per annum.
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Investment Performance Fees
In principle, any investment performance fees should be included in the expense 
measure. The danger of not including performance fees in any industry agreed expense 
disclosures is that the business incentive would then be to reduce fixed fees (to appear a 
cheaper offering) and increase performance fees (to compensate for the lost revenue).

But the challenge is that it is very difficult to include performance fees in the 
expenses measurements because:

 — It seems to us that the expected average prospective performance fee should be 
reflected, but the mathematics required to appropriately reflect this optionality 
is very complicated especially when one considers the range of performance 
fee formulae that exist in practice. We cannot think of a simple method to 
encapsulate such a prospective valuation.

 — It seem inadequate to reflect the value of the performance fee as zero unless the 
mathematical expectation is zero (this could only be the case for the minority 
of cases where performance fee symmetry applies for outperformance and 
underperformance of the benchmark).

 — Although not ideal because it is a retrospective rather than a prospective 
measure, the simplest treatment might be to assume that performance fees per 
portfolio in all future years will equal the actual basis points performance fee in 
the previous calendar year.

Most of the portfolios in which the Sanlam Umbrella Fund invests do not have a 
performance fee element, and hence this is not such a problem in this specific analysis 
as it might be in many other cases. If we weight the 2010 actual performance fees 
per portfolio by the portfolio asset values at 1 March 2010 of the sample members, 
an overall performance fee of 0.02% of assets is estimated using the suggested 
retrospective method. This figure is not material, and thus performance fees have been 
excluded from our calculated RIYs and CRs.

Outstanding Section 14 Transfers
One complication for most commercial umbrella funds given the wider industry 
consolidation trend, is that any growing umbrella fund will have outstanding Section 14 
transfers, and these can possibly be significant.

Although it is possible to adjust expense measures by including the anticipated 
Section 14 transfer amounts in member asset values, we decided not to do so for the 
following reasons:

 — The transfers had not yet been completed at the measurement date.
 — The member level outstanding asset data would necessarily have had to have been 

obtained from multiple sources (the administrators of the various transferor 
funds) and the data might be unreliable, or not precisely at the measurement 
date.
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Because an increase in asset values would translate to lower RIYs and CRs all other 
factors being equal, we can comment that our treatment must mean that our calculated 
RIYs and CRs are overstated all other factors being equal. But the true picture will 
nevertheless emerge over time, and the problem will reduce over time as the industry 
consolidation phase evolves and umbrella funds approach ‘stationary population’ status. 

Commentary on Results
Some commentary and insights on the 2010 results are included within the associated 
2010 Benchmark Symposium presentation attached as Annexure 1, and including:

 — A comparison to the Rusconi results.
 — Indicative replacement ratio calculations assuming the RIY results are sustainable.
 — Sanlam Umbrella Fund RIY comparisons to actual 2010 retirement annuity 

quotations for comparative Rand premiums and investment terms.
 — Some insights potentially impacting retirement fund reform policy direction.

The 2010 results are important as they provided the base results for possible 
refinements/improvements in 2011 and beyond, and also because they allow us to start 
analysing trends by comparing the 2010 and 2011 results (admittedly a one-year trend 
is not sufficient, and the recommendation would be to continue the analysis in future 
years so as to obtain even more meaningful insights).

Since the 2010 Sanlam Umbrella Fund analysis has now been updated and 
expanded for 2011 as will be shown later in this paper, we do not comment further on 
the 2010 results at this point.

5. THE 2011 SANLAM UMBRELLA FUND ANALYSIS
The 2011 analysis was undertaken using the same methodology and assumptions 
as for 2010 (obviously with all dates being moved forward one year), and with the 
following improvements/refinements:

 — More intensive data interrogation and data reasonability checks were undertaken.
 — The actual net retirement funding contribution rates as applied per member for 

March 2011 were used in the RIY and CR calculations rather than an assumed 
flat 10% gross of operating expenses as assumed in 2010.

 — Operating expenses were determined at member level rather than at employer 
level.

 — Some refinements to the Excel model (e.g. more accurate rounding methodology).
 — Members participating in hybrid pension/provident arrangements were 

combined such that each member was counted once in the analysis.
 — Because the restricted access protocols for Sanlam staff schemes make it more 

difficult to access this data, these sub-funds were excluded from the analysis.
 — We decided to also reflect the median (50th percentile) RIYs and CRs in 

addition to the mean (average) RIYs and CRs in order to give better insight into 
the distribution of these charges.
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It is worth noting that although offshore investment maxima had at the March 2011 
measurement date already been increased to as much as 25% of total fund assets, 
these increases had not yet been reflected in the Sanlam Umbrella Fund’s managers 
actual holdings, and we decided there was no need to review the 85% local/15% 
offshore weighting used to determine portfolio charges for those portfolios where 
investment management fees differ between the local and offshore components. This 
is an assumption that should continue to be tested at each measurement date. Two 
complications encountered in the 2011 analysis are highlighted:

 — Inclusively costed flexible group life assurance – here the product structure is 
that premium rates increase as a member moves between the four very wide 
age bands – our implicit simplifying assumption is that affected members will 
decrease cover levels at each move between age bands such that these risk 
premium rates remain unchanged.

 — Inclusively costed reinforced group life assurance – here the product structure is 
that the difference between the desired annual salary multiple and the individual 
account value is purchased as cover each month using a rate per mille cover 
insurance premium basis. The effect is that group life insurance premiums 
decrease as the individual account value increases. This structure proved too 
difficult to accommodate in our model, and for simplicity it was assumed the 
Rand premium applicable in the measurement month of March 2011, converted 
to a percentage of salary, would continue to be charged until retirement. It is 
recognised that this is an invalid assumption, and the effect is that the calculated 
RIYs and CRs are overstated for the affected members.

Data Analysed
The data analysed can be summarised as follows:

Total Average per Employer
Average per 

Member

Number of Members  36,679  46 

Number of Employers  805 

Assets R3,638,491,376 R4,519,865  R99,198 

Annual salaries R4,443,274,053 R5,519,595  R121,139 

Total operating expenses 
(incl. VAT)

 R44,688,218 per annum  R55,513 per annum
R4,626 per month

 R1,218 per annum
 R102 per month

The sample is significantly larger than for 2010:
 — 36,679 v 26,339 members (39% increase)
 — 805 v 698 employers (15% increase)
 — R3.6 billion v R1.5 billion assets (141% increase)
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The averages have also increased over the year:
 — 46 v 38 average members per employer (21% increase)
 — R121,139 v R107,621 average salary (13% increase)
 — R99,198 v R57,234 average individual account value (73% increase)

It is submitted even more strongly than for 2010 that this is a large data sample (just 
over 800 employers), and meaningful conclusions can potentially be drawn from 
the analysis results. However, the changes in the membership profile imply that care 
must be taken before jumping to conclusions about trends especially considering the 
improvement/refinements to the assumptions and calculation methodology.

Summary Results
The results summarised in the suggested standard salary band template were as follows: 

Monthly Salary Band Total <=R3,000
R3,001 – 
R10,000

R10,001 – 
R20,000

R20,000+

# Members 36,679 9,137 16,736 6,443 4,363 

Proportion Members 100% 25% 46% 18% 12%

Average Term to Retirement 24 25 24 23 20 

Reduction in Yield (mean) 1.90% 2.50% 1.81% 1.55% 1.47%

Charge Ratio (mean) 18.68% 24.47% 18.12% 15.32% 13.62%

Reduction in Yield (median) 1.37% 1.82% 1.34% 1.19% 1.21%

Charge Ratio (median) 16.34% 22.15% 15.86% 13.54% 12.13%

The results summarised in the suggested standard years to retirement band template 
were as follows:

Years to Retirement Total
<= 5 
Years

5 to 15 
Years

15 to 25 
Years

25 to 35 
Years

35 to 45 
Years

# Members  36,679  1,540  7,229  10,153  11,367  6,313 

Proportion Members 100% 4% 20% 28% 31% 17%

Average Monthly Salary R10,095 R13,795 R12,138 R11,105 R9,402 R6,562

Reduction in Yield (mean) 1.90% 3.57% 2.37% 1.87% 1.62% 1.49%

Charge Ratio (mean) 18.68% 6.28% 12.55% 17.68% 21.58% 24.92%

Reduction in Yield (median) 1.37% 1.89% 1.60% 1.39% 1.34% 1.30%

Charge Ratio (median) 16.34% 4.15% 10.02% 15.01% 17.40% 23.67%

NB. We have not shown the >45 Years band in the above table as it only comprised 
77 members.
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We decided in 2011 to also analyse the results by employer size (measured by number 
of members), and the results were as follows:

Employer Size Band Total <=10
11 to 

20
21 to 

50
51 to 
100

101 to 
250

251 to 
500

500+

# Employers  805  262  183  186  90  61  17  6 

# Members 36,679  1,509  2,794  6,042  6,293  9,296  6,089  4,656 

Proportion Members 100% 4% 8% 16% 17% 25% 17% 13%

Average Members per 
Employer

 46  6  15  32  70  152  358  776 

Average Assets per 
Employer

R4.5m R0.7m R1.4m R3.2m R6.9m R14.8m R24.4m R110.6m

Average Monthly Salary R10,095 R13,287 R11,856 R11,759 R11,434 R10,315 R7,999 R6,337

Average Term to 
Retirement

 24  22  23  23  24  25  25  22 

Reduction in Yield 
(mean)

1.90% 3.63% 2.97% 2.43% 1.90% 1.56% 1.48% 1.19%

Charge Ratio (mean) 18.68% 26.53% 25.10% 22.07% 19.34% 16.98% 16.64% 13.03%

Reduction in Yield 
(median)

1.37% 2.11% 2.04% 1.71% 1.47% 1.26% 1.25% 1.24%

Charge Ratio (median) 16.34% 21.77% 22.23% 19.38% 17.68% 15.17% 15.36% 14.67%

Before commenting on the results, we again highlight some important points:
 — Some 70% of members had at least some exposure to the two smoothed bonus 

portfolios (representing approximately 47% of the assets) as at 1 March 2011, 
and including guarantee premiums in the analysis would have had the effect of 
increasing the overall average RIY from 1.90% per annum to 3.14% per annum.

 — The Contingency Reserve Account Levy was R1.50 per member per month in 
March 2011, and is included within the above RIY and CR calculations.

 — The actual investment performance fees charged for 2010 equate to a weighted 
average additional fee of 0.03% of assets using the 1 March 2011 portfolio values.

 — Although total assets had increased significantly over the intervening year, 
outstanding Section 14s remained at a significant level at 1 March 2011, and 
the umbrella fund had not yet approached ‘stationary population’ status. Sanlam 
monthly management accounts reflect estimated outstanding Section 14 
transfers in totalling R883m at 1 March 2011 (equivalent to 26% of the sample 
total assets at the same date). It is recognised that this estimation represents 
a summation of estimated transfer values at different effective dates, and 
subsequent investment returns or other adjustments would not be taken into 
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account in the outstanding transfers total. Also that this outstanding transfers 
total includes employers excluded from our 2011 analysis (e.g. new employers 
that joined the Sanlam Umbrella Fund after 1 April 2010).

6. 2010 V 2011 – EXPLAINING THE DIFFERENCES IN RESULTS
The average expense measures improved from 2010 to 2011 as follows:

 — Average operating expenses as a percentage of salaries decreased from 1.07% to 
1.01%

 — Average RIY decreased from 2.01% to 1.90%
 — Average CR decreased from 20.13% to 18.68%

We can explain the main reasons for the 0.11% per annum decrease in the average RIY 
as follows:

 — Operating expenses were determined at member level rather than at employer 
level in the 2011 analysis. This had the effect of increasing the RIY for the lower 
paid members and decreasing the RIY for the higher paid members because 
the cross subsidy from higher paid to lower paid members no longer applied 
for those members charged on a Rand per member per month basis. Because 
approximately 71% of the members earn less than the average salary, and 
because we chose to determine the average RIY as a simple average rather than 
a salary-weighted average, the overall effect of this method change is an increase 
in the average RIY of 0.13%.

 — Method change from assumed flat net retirement funding contribution 
percentage to accurate member-specific net retirement funding contribution 
rate percentages resulted in a 0.29% increase in the RIY. This is a consequence 
of the spread of these percentages around the mean with lower earners typically 
having lower contribution rates, and hence an increased RIY when the actual 
member-specific percentages are used in the calculation. Because approximately 
71% of the members earn less than the average salary, and because we chose to 
determine the average RIY as a simple average rather than a salary-weighted 
average, the overall effect of this method change is an increase in the average 
RIY.

 — Increase in average net retirement funding contribution percentage from the 
assumed 10% flat in 2010 to actual average of 12.6% in 2011 resulted in a 0.19% 
decrease in the RIY.

 — Exits during the one year period resulted in a 0.09% decrease in the RIY. This 
reflects a higher turnover rate for members with lower salaries and with higher 
RIYs (which is intuitively what one would expect) possibly combined with 
some cleansing of the data. It is also feasible that this result reflects increasing 
competition in the umbrella fund market. 

 — ‘New entrants’ to the sample during the one year period resulted in a 0.18% 
decrease in the RIY. This is probably reflective of the wider industry consolidation 



104 | DAVID GLUCKMAN AND MEGAN ESTERHUYSEN A CRITIQUE OF THE UMBRELLA RETIREMENT FUND

2011 CONVENTION, JOHANNESBURG, 8–9 NOVEMBER 2011

trend whereby larger employers are joining umbrella funds. It is also feasible that 
this result reflects increasing competition in the umbrella fund market. 

 — Ancillary reasons amount to a decrease of 0.07%, the majority of which we 
believe is as a result of Section 14 transfers in during the year.

Or in summary format: 

2010 RIY 2.01%

Operating expenses at member rather than employer level +0.13%

Method change – net retirement funding contributions percentages +0.29%

Increase in average net retirement funding contribution percentages –0.19%

Exits from sample –0.09%

‘New entrants’ to sample –0.18%

Ancillary reasons and rounding –0.07%

2011 RIY = 1.90%

The improvement in the various expense measures does offer some cause for 
optimism. Although it would be premature to extrapolate long term trends based on 
this analysis, it does seem that umbrella funds are attracting larger employers, and are 
thereby achieving better economies of scale which logic suggests must be good for the 
members in the medium to long term.

7.  COMMENTS ON THE SANLAM UMBRELLA FUND ANALYSIS RESULTS
7.1 Analysis by Salary Bands

2010 Results

Monthly Salary Band Total <=R3,000
R3,001–
R10,000

R10,001–
R20,000

R20,000+

# Members  26,339  7,950  11,737  4,022  2,630 

Proportion Members 100% 30% 45% 15% 10%

Average Term to Retirement  25  26  25  23  21 

Reduction in Yield (mean) 2.01% 2.63% 1.88% 1.54% 1.43%

Charge Ratio (mean) 20.13% 26.21% 19.03% 15.46% 13.77%
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2011 Results

Monthly Salary Band Total <=R3,000
R3,001– 
R10,000

R10,001– 
R20,000

R20,000+

# Members 36,679  9,137  16,736  6,443  4,363 

Proportion Members 100% 25% 46% 18% 12%

Average Term to Retirement  24  25  24  23  20 

Reduction in Yield (mean) 1.90% 2.50% 1.81% 1.55% 1.47%

Charge Ratio (mean) 18.68% 24.47% 18.12% 15.32% 13.62%

Reduction in Yield (median) 1.37% 1.82% 1.34% 1.19% 1.21%

Charge Ratio (median) 16.34% 22.15% 15.86% 13.54% 12.13%

Comments:
 — The first point to note is that the sample comprises a significant number of low 

earners with 25% of members earning less than R3,000 per month in 2011. This 
is very important from a retirement fund reform perspective as any proposed 
new model must deal satisfactorily with low earners. An average RIY of 2.50% 
and an average CR of 24.47% appears to us to be a satisfactory result compared to 
other savings products especially considering that the results reveal a marginal 
improvement from 2010 to 2011, and also considering that further gains might 
be possible as the umbrella fund model achieves improved economies of scale. 
Many individual savings products and even group retirement annuities have 
Rand contribution minima that would be above the contributions to the Sanlam 
Umbrella Fund of these low earners, and hence are not a viable alternative option 
for this class of member.

 — RIYs and CRs fall as salaries increase. This is because charges are related to costs, 
and many costs are not a function of salary. 

 — We calculate that for the 2011 sample, the average salary for the highest salary 
band is approximately 16.8x the average salary for the lowest salary band. Yet the 
average operating expenses reflect a much lower multiple of 3.2x. This indicates 
that the umbrella fund model is delivering a very significant cross-subsidy from 
high earners to low earners, which we would argue is socially desirable. This 
is a consequence of many of the charges being expressed at employer level as 
a percentage of salaries, and also because investment management fees are 
expressed as a percentage of assets.

 — But it is also important that any cross-subsidy is not so significant that it results 
in a bad deal for the higher earners. If that were the case, the model would 
face the significant risk that high earners might choose to opt out. This in turn 
would have adverse consequences for the low earners. But the results also yield 
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a satisfactory result for the high earners – a RIY of 1.47% and a CR of 13.62% is 
highly competitive versus other savings product offerings.

 — The RIY and CR pattern between the various salary bands appears to us to be 
reasonable.

 — The finding that the median RIY and CR is substantially below the mean RIY 
and CR is something we did not anticipate, and in fact we only discovered 
this quite late in the research process once we began to analyse the variance 
of the results. It is an important finding, and one that we will consider later 
in this paper. Although a reasonable argument could be made that the median 
result reflects the average member (50th percentile) and hence might be a more 
important statistic than the mean result, it is the latter statistic that we mainly 
highlight in most of this paper simply because that was our frame of reference 
for most of the research process.

7.2 Analysis by Years to Retirement Bands

2010 Results

Years to Retirement Total
<= 5 
Years

5 to 15 
Years

15 to 25 
Years

25 to 35 
Years

35 to 45 
Years

# Members  26,339  784  4,354  6,864  8,619  5,635 

Proportion Members 100% 3% 17% 26% 33% 21%

Average Monthly Salary R8,968 R12,837 R11,119 R9,978 R8,805 R5,874

Reduction in Yield (mean) 2.01% 5.02% 2.92% 2.06% 1.63% 1.43%

Charge Ratio (mean) 20.13% 7.76% 14.34% 19.01% 22.07% 24.63%

2011 Results

Years to Retirement Total
<= 5 
Years

5 to 15 
Years

15 to 25 
Years

25 to 35 
Years

35 to 45 
Years

# Members  36,679  1,540  7,229  10,153  11,367  6,313 

Proportion Members 100% 4% 20% 28% 31% 17%

Average Monthly Salary R10,095 R13,795 R12,138 R11,105 R9,402 R6,562

Reduction in Yield (mean) 1.90% 3.57% 2.37% 1.87% 1.62% 1.49%

Charge Ratio (mean) 18.68% 6.28% 12.55% 17.68% 21.58% 24.92%

Reduction in Yield (median) 1.37% 1.89% 1.60% 1.39% 1.34% 1.30%

Charge Ratio (median) 16.34% 4.15% 10.02% 15.01% 17.40% 23.67%
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Comments
 — Although the mean RIY is high for those members near retirement (<=5 Years), 

we do not think this is a major cause for concern because:
 — The CR is low reflecting the short term to retirement.
 — This is a small proportion of the members.
 — These members would in many cases have other retirement savings outside 

the Sanlam Umbrella Fund, and the overall RIYs for such members for 
their entire retirement savings portfolios might be much lower.

 — It could very well be that the outstanding Section 14 problem identified 
earlier in this paper (whereby RIYs and CRs are artificially high pending 
receipt of transfer values) is particularly applicable to these members.

 — From a retirement fund reform system design perspective, it is perhaps best to 
consider those members in the 35 to 45 years band as these would reflect younger 
members who could potentially contribute throughout their working lives to an 
alternative new model. For these members the 2011 mean RIY is 1.49% and the 
mean CR 24.92%. This is slightly above the mid-point over 40 years of a RIY 
of 1.35% and a CR of 22.0% as calculated by Rusconi for retirement funds as 
shown in Annexure 1. But Annexure 1 also reveals that Rusconi analysed much 
larger retirement funds (average of 900 members and R116m assets per fund 
in 2001 terms compared to our 2011 sample averages of 46 members and R4m 
assets per employer). Furthermore Rusconi was aware of possible significant 
understatements of costs, but was unable to quantify these owing to paucity of 
data and implicit charges. We would submit that the Sanlam Umbrella Fund’s 
calculated mean RIYs and CRs are quite acceptable compared to the Rusconi 
results after taking account of the abovementioned profile differences.

 — The RIY and CR pattern between the various Years to Retirement bands appears 
to us to be reasonable. 

7.3 Analysis by Employer Size

2011 Results
Comments

 — This employer size analysis was not undertaken in 2010, but we believe it is an 
important consideration. We would suggest it is obvious that there must a fixed 
cost component at employer level given the need to reconcile contributions 
at employer level, and to liaise with payroll and human resource officers at 
employer level, and to target some communication via employer channels. This 
fixed cost component would then be reflected in the umbrella fund pricing 
basis. Similarly there is a fixed cost element to the consulting role at employer 
level, and it would seem logical that this factor was taken into account when a 
regulated sliding scale was introduced in respect of broker commission. One 
would thus anticipate that charges would decrease as employer size increases.
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 — The above table reflects exactly such a pattern. Again the fairly smooth decrease 
in RIYs and CRs between the various employer size bands seems to us broadly 
appropriate.

 — Although the mean RIY is, at 3.63%, quite high for the smallest band (<= 10 
members), it is perhaps not out of line with retail savings products. The sample 
here is small, and we suspect that in many cases the attraction of the umbrella 
fund for employers of this small size could be the possibility of accessing risk 
insurance at group rates and with some cover free of medical evidence. We 
can confirm that the Sanlam business strategy is to target employers with 
>20 members (and this is reflected in the increase in the average membership 
numbers from 2010 to 2011), and the mean RIYs and CRs are much more 
satisfactory for these larger employers.

 — An interesting data pattern is that average salary decreases as employer size 
increases. Possible reasons include larger companies requiring a proportionately 
lower executive overhead than smaller companies, and senior management 
in larger companies possibly participating in different retirement funding 
arrangements than ordinary staff. Since a lower average salary would result 
in increased RIYs and CRs all other factors being equal, but here we see that 
RIYs and CRs decrease as employer size increases, the implication is that the 

Employer Size Band Total <=10
11 to 

20
21 to 

50
51 to 
100

101 to 
250

251 to 
500

500+

# Employers  805  262  183  186  90  61  17  6 

# Members 36,679  1,509  2,794  6,042  6,293  9,296  6,089  4,656 

Proportion Members 100% 4% 8% 16% 17% 25% 17% 13%

Average Members per 
Employer

 46  6  15  32  70  152  358  776 

Average Assets per 
Employer

R4.5m R0.7m R1.4m R3.2m R6.9m R14.8m R24.4m R110.6m

Average Monthly Salary R10,095 R13,287 R11,856 R11,759 R11,434 R10,315 R7,999 R6,337

Average Term to 
Retirement

 24  22  23  23  24  25  25  22 

Reduction in Yield 
(mean)

1.90% 3.63% 2.97% 2.43% 1.90% 1.56% 1.48% 1.19%

Charge Ratio (mean) 18.68% 26.53% 25.10% 22.07% 19.34% 16.98% 16.64% 13.03%

Reduction in Yield 
(median)

1.37% 2.11% 2.04% 1.71% 1.47% 1.26% 1.25% 1.24%

Charge Ratio (median) 16.34% 21.77% 22.23% 19.38% 17.68% 15.17% 15.36% 14.67%
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employer-level economies of scale are more than compensating for the reduced 
average salaries.

 — It would be interesting to compare the results for the larger employer sizes 
to similar analyses for similar size standalone funds. This could have some 
interesting insights for the minimum size when a standalone fund solution 
might be appropriate.

7.4 Sensitivity Analysis
We tested the sensitivity of the results to small variations in the economic assumptions, 
and we concluded that the charge measures are not very sensitive to these variations;

 — 1% increase in the salary inflation rate and the expense inflation rate from 7% 
per annum to 8% per annum results in a 0.06% increase in the mean RIY from 
1.90% to 1.96%. 

 — 1% decrease in the salary inflation rate and the expense inflation rate from 7% 
per annum to 6% per annum results in a 0.06% decrease in the mean RIY from 
1.90% to 1.84%. 

8.  FURTHER ANALYSES OF THE 2011 SANLAM UMBRELLA FUND 
RESULTS

Our findings, as described in the previous sections, prompted us to consider other 
ways to analyse the data and results with the aim of expanding the insights to be 
derived from the research.

8.1 Analysis by Assets: Annual Contributions
We considered whether a cause of some of the higher RIYs and CRs might be in respect 
of new funds that had not yet had time to accumulate sufficient assets, and hence 
might not yet be enjoying optimal economies of scale. In order to test this theory, 
we analysed the 805 employers into bands based on the ratio assets to annual gross 
contributions as follows:

Asset to Annual 
Contribution Ratio

Total <=2 2 to 4 4 to 6 6 to 8 8 to 10 >10

# Employers 805 228 228 142 69 56 82

Reduction in Yield (mean) 1.90% 2.51% 2.20% 1.57% 1.36% 1.29% 1.28%

Charge Ratio (mean) 18.68% 23.08% 21.80% 16.16% 14.82% 13.05% 13.42%

Reduction in Yield (median) 1.37% 1.71% 1.60% 1.26% 1.20% 1.05% 1.14%

Charge Ratio (median) 16.34% 21.19% 18.76% 14.47% 13.34% 12.05% 11.94%
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Although this analysis does indeed indicate that benefit is being derived by members 
of those employers that have accumulated assets in their sub-funds, and that there is a 
clear pattern that RIYs and CRs decrease as this ratio increases, the mean RIY of 2.51% 
and the mean CR of 23.08% for those employers in the lowest band is by no means 
penal. In other words, the umbrella fund model appears reasonably cost effective for 
first time buyers of retirement funding products.

8.2 Analysis of Average Member in Age Last Bands
This analysis is shown in tabular form as Annexure 3. The idea was to understand the 
average member at every age between ages 20 and 64 to give further insights into the 
pattern of savings. The table shows for each age:

 — The number of members
 — The mean RIY
 — The mean CR
 — The mean net contributions towards savings (i.e. net of risk premiums but before 

charges)
 — The ratio accumulated savings to annual salary

We can make a number of interesting observations from this analysis:
 — Younger members appear to pay reasonable charges, and can at the start of their 

careers anticipate that the umbrella fund will deliver very reasonable retirement 
payouts on the assumption of continuous membership and preservation of 
retirement savings throughout a ±40 year savings period.

 — Although net retirement savings per member increase reasonably steadily with 
age, the increase is only 1.6% of salary over this 44 year period. We surmise 
that this is possibly an indication that many employers have fixed contribution 
structures in respect of retirement savings, and do not permit employees to vary 
contributions as their circumstances change.

 — The key concern is that despite reasonable contribution levels (more or less 
in line with industry averages, albeit below the oft-mentioned 15% ‘rule of 
thumb’), the actual accumulated savings at retirement are low (e.g. only 2.67 x 
annual salary at age 64 last). Whilst the outstanding Section 14 problem alluded 
to elsewhere in this paper is undoubtedly a contributing factor, and also the 
members might well have other savings outside this umbrella fund, it does seem 
likely to us that low preservation levels on changing jobs are a key contributing 
factor to this problem.

8.3 Net Replacement Ratios
We decided to model a Net Replacement Ratio (“NRR”) for all members between ages 
20 and 64 last birthday.

Although we opted for a 10% investment return and 7% salary/expense inflation 
assumption for the purposes of our RIY and CR calculations (mainly for consistency 
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with, and comparability to, other research and standards), we recognised that these 
assumptions might not be appropriate for NRR calculations (we believe best estimate 
assumptions are appropriate for this purpose).

We would suggest that it would be ideal if the identical assumptions were used 
both for purposes of calculating charge measurements such as RIYs and CRs, and 
also for NRR calculations. We further suggest that ideally best estimate assumptions 
are appropriate for all these calculations. This statement does not invalidate the 
methodology employed in this paper because:

 — The need for consistency with other research and standards is indeed an 
important consideration.

 — We tested and concluded that the RIY and CR measurements are not overly 
sensitive to small changes in the economic assumptions.

 — We have clearly stated that our research represents the start of a process, and 
should be expanded and refined in future years.

For purposes of the NRR calculations, we decided to use:
 — A 5.8% real return assumption before all charges (consistent with the approach 

taken in the 2010 presentation attached as Annexure 1, and based on real returns 
presented to the Actuarial Society in 2009 by the independent actuary Jeremy 
Andrew). (Gluckman, 2010)

 — Annuity factors based on the PA(90) Ultimate mortality tables with a 2-year 
downward adjustment, and with all members assumed married at point of 
retirement with husbands three years older than their wives, and with a 50% 
pension to the surviving spouse, and with pension increases targeted at 75% of 
price inflation.

The average NRR for all members is approximately 50%, but this point estimate 
disguises important detail:

 — Members starting to save for retirement at around age 20 can anticipate a NRR 
of above 100%.

 — The average NRR at age 30 is only slightly below 75%.
 — The average NRR falls below 50% from slightly before age 40.
 — The average NRR falls below 30% from age 50.

This pattern is reflected graphically in Figure 1, and is consistent with our findings 
above as also reflected in Annexure 3. This analysis again demonstrates the problem of 
low preservation levels in South Africa.

8.4 Variability of the RIY and CR Measurements
We decided early on in our research process to present the mean RIY and mean CR 
as the main measurement of charges. This represents an unweighted average of the 
individual member RIYs and CRs.
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This was also the approach adopted for purposes of the 2010 presentation on 
charges included as Annexure 1.

Our unstated but implicit assumption was that RIYs and CRs would be normally 
distributed around the mean. It turns out that this is an erroneous assumption. The 
distribution of both these measurements is in fact considerably skewed as illustrated 
in Figures 2 and 3:

Figure 2 omits ± 4% of the analysed members with RIYs above 5%.
Figure 3 omits ±2% of the analysed members with CRs above 50%.

There are a range of valid reasons for some of the alarmingly high RIY and CR 
measurements for a small minority of members:

Figure 1 Spread of replacement ratios

Figure 2 Spread of RIV
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 — Outstanding Section 14 transfer values.
 — New entrants very near retirement age.
 — Rand per member per month charging structures for low earners (as opposed to 

percentage of salary or percentage of assets).
 — High risk premium charges as a proportion of gross contributions (in the case of 

some small funds, we surmise that a key motivation for starting the retirement 
fund might have been the possibility of cost effective insurance cover on 
favourable underwriting terms).

 — Low contribution levels selected either by the employer or by the member.
 — Combinations of the above reasons.

Figure 3 Spread of CR

Figure 4 Spread of salaries
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These outliers point to yet another use for our proposal that an individual member 
level charges analysis can be a useful planning tool for any board of trustees (or 
consultant), and sometimes points to surprising yet useful insights. The identified 
problem areas above should be investigated further by the trustees and sponsor of the 
Sanlam Umbrella Fund.

Another key reason for the skewed distribution of RIYs and CRs is that the 
membership data itself is very skewed on a number of measures. This is perhaps 
not surprising given the very skewed distribution of income and wealth in South 
Africa – one would expect a commercial umbrella fund to reflect this skewness in its 
membership data e.g. the distribution of salaries as shown in Figure 4.

The result is that the mean RIY and mean CR measurements in isolation disguise 
the distribution of these measures. These average measures reflect:

 — A substantial 71.2% majority of members have RIYs below the mean, but often 
not significantly below. 

 — A clear 58.7% majority of members have CRs below the mean, but often not 
significantly below. 

 — These good results are counterbalanced by a small minority of members who 
have RIYs and CRs substantially above the mean.

A reasonable argument could be made that the median RIYs and CRs are better 
measurements because 50% of members have lower charge measurements than these 
averages and 50% of members have higher charge measurements than these averages.

Possibly the best solution is to show both the median and mean numbers as both 
measurements contain information that can be usefully employed by boards of trustees 
and their consultants (and sponsors in the case of commercial umbrella funds).

8.5 The Impact of Minimum Contributions
One technique to lower RIYs and CRs is to increase the net contributions towards 
retirement savings – particularly for those members with very low net retirement 
funding contribution rates (which in many cases are the same members who have 
alarmingly high RIYs and CRs as shown above).

This is easier said than done as increased retirement savings could cause short 
term financial hardship for many South Africans.

In any event, we tested the impact of enforcing a minimum 5% and minimum 
10% net retirement funding contribution rates on the Sanlam Umbrella Fund members, 
and the results are as follows:

 — 3,490 members (i.e. 9.5% of these members) have a net retirement funding 
contribution rate lower than 5% of pensionable salaries. By imposing a minimum 
5% contribution rate (and assuming that no members exit the umbrella fund as 
a result), the overall average net retirement funding contribution rate increases 
marginally from 12.6% of salaries to 12.7% of salaries, and the mean RIY falls 
from 1.90% to 1.74%.
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 — 17,101 members (i.e. 46.6% of these members) have a net retirement funding 
contribution rate lower than 10% of pensionable salaries. By imposing a minimum 
10% contribution rate (and assuming that no members exit the umbrella fund as a 
result), the overall average net retirement funding contribution rate increases from 
12.6% of salaries to 13.7% of salaries, and the mean RIY falls from 1.90% to 1.53%.

This demonstrates the positive impact of getting members to increase contributions 
towards retirement savings. This is perhaps also a more socially desirable policy than 
simply excluding members that cannot afford to make specified minimum contribution 
levels.

8.6 The Impact of Expressing Operating Expenses as a Percentage of Salary
As set out in Annexure 2, Sanlam Umbrella Fund participating employers can choose 
to have administration fees and consulting fees expressed and charged monthly either 
as a flat percentage of salary or as a Rand amount per member. Other expenses are 
covered by a monthly contingency reserve account levy that is expressed and charged 
as a Rand amount per member.

By expressing all these charges as a percentage of salary, the existing cross-
subsidy from high earners to low earners would be increased.

The impact would be negligible for the majority of employers that have in any 
event selected this charging basis as only the contingency reserve account levy would 
change. But for the remaining employers, we wanted to test to what extent this change 
would impact the reported skewness in the charge measurements and possibly improve 
some of the outlier very high RIY and CR measurements.

It should be noted that although this change has no impact on the overall Rand 
charges, it will reduce the mean RIY and CR. This is because of the simple unweighted 
averaging methodology we have employed in these calculations combined with the 
skewed salary distribution of members (i.e. there are many more low earners than 
high earners).

The results are that the mean RIY decreases from 1.90% to 1.77%, whilst the 
median RIY reduces from 1.37% to 1.32% – this demonstrates that this change has the 
effect of not only reducing these charge measures, but also making the distribution of 
these charges less skewed.

The biggest improvement shows in the lowest <=R3,000 salary band where the 
mean RIY reduces from 2.50% to 2.07% – a very substantial improvement. 

It is also worth mentioning that the mean RIY improves from 3.63% to 3.35% for 
employers with 10 or less members.

There is certainly an argument that this change should be considered from the 
point of view of socially desirable outcomes. This, of course, needs to be weighed 
against the right of an employer to negotiate its own preferred charging structures.

In any event, the analysis shows that these measurement tools can be useful to 
any board of trustees in making policy decisions on charging structures.
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8.7 Solidarity
Solidarity was one of the five core principles underlying the Government’s 2007 reform 
proposals.

We tested the extent to which the umbrella fund charging structures reflect 
solidarity principles by analysing the effect of removing the top 10% of salary earners 
and the bottom 10% of salary earners respectively.

Removing the bottom 10% of salary earners decreases the operating expenses 
by 4%, whilst removing the top 10% of salary earners translates to a 28% decrease in 
operating expenses. As the effect on the number of employers is minimal, we assumed 
for simplicity that this reduced membership would still incur the same overall costs, 
and therefore that the providers would commensurately increase the charges applicable 
to the remaining members to maintain profit neutrality. 

The effect of excluding the low earners is almost negligible for the remaining 
members with the required increase in average operating expenses being only from 
1.01% to 1.02% of salaries. 

The effect of excluding the high earners is very significant, even punitive, for the 
remaining members with the required increase in average operating expenses being 
from 1.01% to 1.70% of salaries. 

We conclude that the charging model works well from a solidarity perspective, 
and there is a significant financial benefit to the low earners participating in an 
umbrella fund together with higher earners.

8.8 A Breakdown of the RIY into its Component Parts
We thought it might be interesting to analyse the mean RIY into its component 
parts being investment management fees, administration fees, consulting fees and 
contingency reserve account levies.

Such an analysis might be particularly insightful if analysed by employer 
size in order to better appreciate the impact of any fixed cost elements within these 
component parts.

The results of this more detailed analysis are as follows:

Membership Band Total <=10
11 to 

20
21 to 

50
51 to 
100

101 to 
250

251 to 
500

500+

# Members 36,679 1,509 2,794 6,042 6,293 9,296 6,089 4,656

# Employers 805 262 183 186 90 61 17 6

Mean RIY (Investment Fees) 0.54% 0.54% 0.52% 0.57% 0.54% 0.52% 0.57% 0.50%

Mean RIY (Administration Fees) 0.78% 1.84% 1.36% 0.96% 0.72% 0.58% 0.65% 0.50%

Mean RIY (Consulting Fees) 0.56% 1.24% 1.07% 0.88% 0.62% 0.44% 0.23% 0.16%

Mean RIY (CRA Levies) 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02%

Mean RIY (Total) 1.90% 3.63% 2.97% 2.43% 1.90% 1.56% 1.48% 1.19%
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We did these calculations by expressing the investment management fee 
component of the charge measure as the weighted average basis points fee charged 
to each member in March 2011 based on the members’ actual investment holdings 
at the start of that month. The balance of the mean RIY per membership band was 
then attributed to the other three components pro rata to the actual Rand charges 
applicable for the month of March 2011.

These results are interesting:
 — The investment fee component is fairly constant across all employer size bands.
 — Administration fees show a clear size effect as expected. This is important 

(and also actuarially sound) as administration fees need to mirror underlying 
costs else there is a risk of anti-selection (an average across-the-board charging 
structure will attract smaller employers and price away larger employers with a 
consequent spiralling effect on charges over time). 

 — Consulting fees show a clear size effect. This reflects both the fixed cost element 
of consulting at employer level, and also the regulated broker commission scales.

 — The model appears to be working well for other expenses with all members 
sharing in the economies of scale of the umbrella fund.

We will consider these matters further when we discuss retirement fund reform 
insights later in this paper.

9. APPLICABILITY TO STANDALONE RETIREMENT FUNDS
Our interest is to explore whether the suggested methodology can be applied in the 
case of standalone defined contribution retirement funds. We therefore approached 
16 standalone retirement funds to establish whether there would be interest to participate 
in the research. We were hoping to be able to report results from ten such funds.

Although initial high level ‘in principle’ agreement to participate was obtained 
from the funds’ representatives without any great difficulty, we soon encountered some 
of the challenges that Rusconi no doubt also encountered:

 — Delays in supplying the requested data and information.
 — Some reluctance to supply the required detailed membership data which 

necessarily includes pensionable salary information (although of course names 
were not requested).

 — Some complicated benefit structures (e.g. flexible group life structures) that 
made the analysis difficult (but not insurmountable).

 — Incomplete information. 

But we have managed to perform the analysis for four of these 16 funds, which is 
probably good enough to decide if the suggested methodology can be applied to 
standalone retirement funds, but certainly is not sufficient to draw any meaningful 
new conclusions on the standalone fund model versus the umbrella fund model for 
purposes of the retirement fund reform debate.
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We do point out that we did have to make estimates as to some items of 
information but in all cases we tried to do so as reasonably as possible under the 
circumstances.

The results below should be gauged with the above perspectives in mind.
Because we are very concerned to protect the confidentiality of the research 

participants, we do not report individual standalone fund data such as number of 
members and total assets.

But what we can state is that all four standalone retirement funds each 
comprised in excess of 500 members, and therefore it could be interesting to compare 
the summary results to the >500 member band for the 2011 Sanlam Umbrella Fund 
Analysis. These are as follows:

Sanlam Umbrella Fund  
(>500 Members Band)

Standalone Funds

# Employers  6  4 

# Members 4,656  5,288 

Reduction in Yield 1.19% 0.91%

Charge Ratio 13.03% 11.32%

Average # Members per Employer  776  1,322 

Average Assets per Employer R110,647,416 R452,493,832

Average Assets per Member R142,587 R342,280

Average Monthly Salary R6,337 R14,283

Average Term to Retirement 22 22

It is also interesting to compare these mean RIYs to the standalone funds’ industry 
average RIY as reported in the 2009 ASISA Study (discussed further in Section 10).

We have determined that the ASISA Study RIY was calculated using a crude 
aggregate methodology as follows:

=   R177.91 average monthly charge × 12 months
  ×  (1,790,867 defined contribution members + 34,131 defined benefit 

members) 
 / (R384.6 billion defined contribution assets + R50.9m defined benefit assets)
=  0.89% (Compass Management Consulting, 2010)

But since we are only concerned with defined contribution funds for the purposes of 
this analysis, this should be adjusted as follows:

=  R177.91 average monthly charge × 12 months
 × 1,790,867 defined contribution members 
 / R384.6 billion defined contribution assets
=  0.99%
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The implicit assumption in the above adjustment calculation is that the identical Rand 
average monthly charge applies to both defined contribution and defined benefit 
arrangements.

We also note that the above is a fairly crude aggregate calculation, and to the 
extent any pensioner assets or employer surplus account assets might have been 
included in the denominator that would imply the calculation understates the RIY.

But it means that the crude aggregate calculation is indicating an industry 
average RIY for standalone funds of approximately 1%, which is not far out of line 
with the 0.91% average RIY in our very small sample of four standalone funds (and 
considering that our sample averages 1,322 members per standalone fund versus an 
average 826 members per defined contribution standalone fund in the ASISA Study). 
Although, as highlighted in Section 10, the use of a single point industry average 
charges measure is not particularly meaningful when one considers the very skewed 
distribution of membership between standalone funds. 

The individual standalone retirement fund summary information is as follows:

Standalone 
Fund A

Standalone 
Fund B

Standalone 
Fund C

Standalone 
Fund D

Reduction in Yield 0.93% 0.71% 1.28% 1.21%

Charge Ratio 11.26% 8.92% 15.35% 15.46%

Average Assets per Member R698,172 R234,812 R508,560 R176,013

Average Monthly Salary R20,930 R12,804 R12,871 R13,058

Average Term to Retirement 21 21 21 24

Our key findings are as follows:
 — The suggested methodology can be applied to standalone retirement funds albeit 

with some extra caution:
 — The allowance for fund costs such as audit fees, actuarial fees, FSB levies, 

ad hoc consulting fees, investment consulting fees etc. does require some 
extra preparation.

 — One requires a proper budget in order to measure these costs prospectively. 
In the absence of such a budget, it is necessary to itemise each item of cost 
and make a best estimate of what these costs amount to on an annualised 
basis, and then to convert these to a monthly cost as an input into the 
model.

 — In one case, we found that these costs were being partially funded from 
surplus (i.e. the administration fee and contingency reserve account levy 
were both artificially low), and we have used these artificially low charges 
in the analysis in the same way as we did for the 2010 Sanlam Umbrella 
Fund analysis. But given that such cost subsidies might be financially 
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more significant per member in the standalone fund situation, such results 
should be used with extreme caution (it is of course very easy for a user 
of the model to instead input the estimated sustainable levy and obtain 
adjusted outputs, although for the reasons previously given we do not 
suggest such a subjective approach for the proposed industry standard).

 — Although the model does provide RIYs and CRs for all the suggested Salary 
Bands and Years to Retirement Bands, such granular results must naturally 
be used with extreme caution as the granular samples might often be too 
small for these results to be statistically significant. Nonetheless, provided 
the sample size limitations are not overlooked, these suggested tabular 
results can serve as a useful base for discussion and do indicate some 
insights as regards cross-subsidies between different classes of members.

 — Another approach for standalone funds, could be to examine the member-
level outputs from the model (sorted as required by the user e.g. by RIY). 
Such an approach to the model outputs is much too unwieldy to be used 
by large umbrella funds, but could be suitable especially for smaller and 
medium size standalone retirement funds. 

 — We are reluctant to make any sweeping conclusions on the summary results for 
the four standalone retirement funds, but we note:

 — The average RIYs and CRs for the four standalone funds are slightly 
lower than for the comparable six Sanlam Umbrella Fund participating 
employers (average RIY of 0.91% v 1.19% and average CR of 11.32% v 
13.03%). On the other hand, one could argue that even lower results 
would have been desired from the four standalone retirement funds when 
one considers that average assets per member and average salaries per 
member are approximately 2.4x and 2.3x respectively for the standalone 
retirement funds sample compared to the umbrella fund sample.

 — It should also be noted that the costs to the employer are not included in 
our RIY and CR measures, but are very likely higher for standalone funds 
than umbrella funds.

 — If one considers the individual fund summary results, one could reasonably 
conclude that on the basis of charges (and noting that this is only one factor 
amongst many in the decision-making process):

 — Although actual umbrella fund quotations would be needed in order to 
appreciate the possible savings or otherwise from opting for the umbrella 
fund model (and we would recommend these should be obtained from a 
few providers to properly test the market), it does seem that the charging 
structures for Standalone Funds A and B are satisfactory, and there is no 
urgent reason to consider the umbrella fund model purely on the basis of 
possible expense savings.
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 — Standalone funds C and D, on the other hand, reflect higher RIYs and CRs 
than the comparable umbrella fund sample despite having a considerably 
better profile measured in terms of average assets per member and average 
salary per member. This is a possible cause for concern and further 
investigation by the trustees.

In summary, we conclude that the suggested methodology can be employed to 
measure charges for standalone retirement funds subject to the abovementioned 
health warnings. 

10. 2009 NATIONAL PENSION STUDY
The Association for Savings and Investment South Africa (“ASISA”) commissioned 
this National Pension Study (“ASISA Study”), and the results were presented during 
October 2010 at a Retirement Reform Seminar hosted jointly by ASISA and the 
Actuarial Society of South Africa. The ASISA Study was undertaken by research house 
Compass Management Consulting based on retirement fund information and data 
supplied by various administrators.

The associated media release stated
… local standalone pension fund schemes appear to be managed on a more cost 
effective basis than is the case internationally …

 and 
… umbrella funds, on average, do not appear to have reached economically 
viable levels of operation. According to Anton Davies, the actuary behind the 
study, the South African umbrella business is made up of many small disparate 
schemes, often with their own sets of rules. The proliferation of these small funds 
is the result of South Africa’s unique economic landscape, which has resulted in 
a magnitude of small entrepreneurial companies. In addition, for many umbrella 
funds, investment in IT infrastructure in anticipation of an increase in membership 
numbers has not yet paid off as numbers remain low. (Association for Saving and 
Investment South Africa & Actuarial Society of South Africa , 2010)

A superficial conclusion would then be that the local industry appears to be reasonably 
good at administering standalone funds, and this then might be the appropriate model 
to adopt from a retirement fund reform perspective.

There is, of course, another way to interpret these findings viz. the scope for 
improvement relative to international benchmarks appears greatest in the umbrella 
fund environment, and this is therefore where efforts to bring down industry costs and 
charges should be focussed (possibly via industry consolidation as envisaged within 
the 2011 Budget Review).

The ASISA Study analysis period was 1 January to 30 June 2009 (6 months), and 
collected charges at an aggregate level for standalone funds and umbrella funds (but 
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did not do so for retirement annuities and preservation funds). These charges included 
the following services: administration, professional services (including actuarial, legal 
and consulting), investment (excluding performance related fees) and other (including 
commission, FSB levies and trustees expenses) i.e. a similar comprehensive range of 
services to those taken into account in our 2010 and 2011 Sanlam Umbrella Fund 
analyses albeit differently categorised.

The ASISA Study also focussed extensively on the cost of administration services 
in particular (this element of the study covered standalone funds, umbrella funds, 
retirement annuities and preservation funds).

The umbrella fund component of the ASISA Study extracted data from eight 
administrators (Alexander Forbes, ABSA, Liberty Group, Metropolitan, Momentum, 
NMG, Old Mutual and Sanlam) covering 52 separately registered umbrella funds. 
These 52 umbrella funds comprised 15 429 active participating employers, 786 101 
members and R54.2 billion assets, which can be further detailed as:

Membership Band Total
Very Small Small Medium Large

<10 
Members

10 to 49 
Members

50 to 250 
Members

>250 
Members

# Employers  15,429  4,622  7,436  2,871  500 

Proportion Employers 100% 30% 48% 19% 3%

# Members 786,000  23,000  170,000 282,000  311,000 

Proportion Members 100% 3% 22% 36% 40%

Average # Members per Employer  51  5  23  98  622 

Average charges per member were assessed at R116.76 per member per month in 2009 
monetary terms split:

Administration R46.61

Professional Services R6.41

Investment (excluding performance fees) R30.50

Other (mostly commissions) R33.24

Total R116.76

The ASISA Study reports a total RIY of 2.03% for umbrella funds, which is almost 
identical to our reported 2010 mean RIY of 2.01% and slightly above our reported 
2011 mean RIY of 1.90% for the Sanlam Umbrella Fund.

We have determined that the ASISA Study RIY was calculated using a crude 
aggregate methodology as follows:
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= R116.76 average monthly charge × 12 months × 786,101 members/
 R54.2 billion assets
= 2.03%

Remarkably if we apply this identical crude aggregate methodology to the March 
2011 Sanlam Umbrella Fund data, we get the identical 2.03% RIY. Although this is 
an interesting finding, we believe our individual member calculation methodology 
is a more meaningful and insightful method, and therefore a superior method, to 
determine retirement fund RIYs and CRs.

But it is nonetheless a pity that the ASISA Study (at least in the summary results 
as presented to the public at the aforementioned Retirement Reform Seminar) did not 
indicate either the level of the average charges per member or the crude aggregate RIYs 
for the different employer size bands.

A similar criticism can be levelled at the ASISA Study as regards standalone 
funds:

Membership Band Total
Very Small

<750 
Members

Small
750 to 2,999 

Members

Medium
3,000 to 9,999 

Members

Large
>= 10,000 
Members

# Funds  2,374  2,037  233  74  30 

Proportion Funds 100% 86% 10% 3% 1%

# Members 1,825,000  277,000  368,000  364,000  816,000 

Proportion Members 100% 15% 20% 20% 45%

Average # Members 
per Fund

 769  136  1,579  4,919  27,200 

When a sample is so skewed that the top 1% of funds comprise 45% of members, 
and when the top 4% of funds comprise 65% of members, one must be extremely 
cautious in drawing any meaningful conclusions of a single point average. In this light, 
although the reported standalone fund average RIY of 0.89% (or an adjusted 0.99% 
RIY for defined contribution funds as explained in Section 9) appears acceptable, we 
believe that it would have been more meaningful, and therefore preferable, to also have 
published the average RIY for each of the four suggested fund membership size bands 
and not only a combined result.

The above umbrella fund membership size categorisations are different to the 
Sanlam Umbrella Fund membership bands reported earlier in this paper, and we have 
reworked the 2011 Sanlam Umbrella Fund categorisations for comparative purposes 
as follows:
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Membership Band Total
Very Small

<10 Members

Small
10 to 49 

Members

Medium
50 to 250 
Members

Large
>250 

Members

# Employers  805  240  387  155  23 

Proportion Employers 100% 30% 48% 19% 3%

# Members  36,679  1,289  8,856  15,789  10,745 

Proportion Members 100% 4% 24% 43% 29%

Average # Members 
per Employer

 46  5  23  102  467 

The 2011 Sanlam Umbrella Fund data thus appears to be very consistent with the 
ASISA Study umbrella fund industry data with the identical proportions (after 
rounding) of employers in each membership band, and with a broadly consistent 
spread of membership (but with the Sanlam Umbrella Fund having a smaller than 
average market share in the Large membership band). The average number of members 
is 51 per participating employer in the industry study compared to 46 members per 
participating employer for the Sanlam Umbrella Fund data sample.

The 2011 Sanlam Umbrella Fund results are as follows for the same membership 
bands as used in the ASISA Study:

Membership Band Total
Very Small

<10 
Members

Small
10 to 49 

Members

Medium
50 to 250 
Members

Large
>250 

Members

Reduction in Yield 1.90% 3.57% 2.65% 1.71% 1.35%

Charge Ratio 18.68% 26.34% 23.12% 18.01% 15.08%

These results are not significantly different to those reported elsewhere in this paper, 
and we believe do not warrant any additional comment.

The presentation of the ASISA Study contained some interesting points/insights 
on umbrella funds from a retirement fund reform perspective:

 — The very large number of very small schemes reflects a structural dynamic 
in South Africa, and their requirements for pension provision must not be 
neglected in interpreting costs of provision.

 — South African Umbrella business is generally the grouping of lots of small 
schemes, each with their own set of rules.

 — The South African operations do not appear to have reached economically 
viable levels, and consolidation may be required.

 — Umbrella schemes have an additional layer of cost due to the lack of 
standardisation across participating employers. It is difficult to quantify this 
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number, but is expected to be around 10% … the most effective way to deal 
with this is to have a standardised product offering, with value added options 
at a premium, as appropriate.

 — Umbrella schemes need to grow, in order to spread the largely fixed costs and 
investment in infrastructure. The current membership of around 786,000 
needs to grow to around 1.6m in order to optimise the current infrastructure.

 — Some of this growth could be achieved by making participation mandatory, 
additionally the migration of small standalone schemes will also contribute. 
(Compass Management Consulting, 2010)

Van den Heever in 2007 commented:
 — Remarkably a recent National Treasury discussion paper (December 2004) 
fails to mention the issue of administrative expenses and charges in relation 
to retirement. This omission is concerning given its emphasis in virtually all 
World Bank assessments and international studies.

 — To date no studies exist on retirement fund costs in South Africa other than 
a single report submitted to the Actuarial Society of South Africa (ASSA), by 
Rusconi (2004). (Van den Heever, 2007)

The 2009 ASISA Study represents important research of the subject of charges (and 
even more so on administration costs), and almost certainly was based on better 
quality data and information than was available to Rusconi for his pioneering research.

11. COMPARISON TO OTHER RETIREMENT SAVINGS CHANNELS
The question can be asked as to how umbrella fund charges compare to other retirement 
savings channels. 

It is most natural to consider retirement annuity products being the savings 
channel with similar tax concessions to pension and provident funds.

A comprehensive review of these products is beyond the scope of this paper, and 
we merely aim to highlight some key considerations.

Rusconi cautions “it must be acknowledged that a comparison across channels is 
inherently unfair. The products are very different in what they offer”. The 2004 Rusconi 
analysis, whilst some seven years outdated, is a useful starting point.

The following table is extracted from this Rusconi analysis and shows RIYs 
and CRs for retirement annuities for different savings periods and two different 
contribution levels, and using a 10% per annum investment return assumption, a 7% 
per annum contribution growth rate assumption, a 5% per annum expense inflation 
assumption and industry-average asset management fees.

Rusconi concluded that individual policies (retirement annuities were included 
in this categorisation) were the most expensive of the three savings channels that he 
considered (retirement funds being the cheapest followed by unit trusts).(Rusconi, 
2005)
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Reduction in Yield Charge Ratio

R200 starting 
premium:

10 Years 20 Years 30 Years 40 Years 10 Years 20 Years 30 Years 40 Years

Firm A retirement 
annuity

4.69% 3.45% 3.03% 2.82% 19.61% 28.06% 36.00% 43.38%

Firm B retirement 
annuity

4.28% 2.74% 2.23% 2.01% 18.09% 23.19% 28.31% 33.78%

Firm C retirement 
annuity

5.92% 3.88% 3.24% 2.89% 23.98% 30.87% 37.88% 44.13%

Firm D retirement 
annuity

5.10% 3.98% 3.21% 2.81% 21.08% 31.47% 37.62% 43.30%

R1 000 starting 
premium

10 Years 20 Years 30 Years 40 Years 10 Years 20 Years 30 Years 40 Years

Firm A retirement 
annuity

3.80% 3.00% 2.74% 2.60% 16.24% 25.05% 33.31% 41.01%

Firm B retirement 
annuity

3.31% 2.27% 1.93% 1.79% 14.34% 19.71% 25.10% 30.83%

Firm C retirement 
annuity

4.25% 3.26% 2.88% 2.64% 17.94% 26.83% 34.68% 41.45%

Firm D retirement 
annuity

4.50% 3.67% 3.02% 2.67% 18.89% 29.51% 35.87% 41.74%

It is perhaps worth mentioning in defence of retirement annuity products that these 
were historically intended as tax effective savings vehicles for individuals that did not 
have access to occupational pension funds. Up-front commission structures were 
necessary in the circumstances following the adage that ‘life assurance is sold not 
bought’, and the alternative to saving via retirement annuities would in many cases 
have been not saving at all but rather consuming. The products have thus fulfilled a 
valuable social need, which talks to Rusconi’s point on it being unfair to superficially 
compare different savings channels.

Logic suggests that retirement annuities would have improved their charging 
structures in the subsequent seven years for a variety of reasons including the effects 
of market forces, consumerism, improved transparency, FAIS, etc.

We tested this during 2010 when preparing our research on umbrella fund 
charges that was presented at the 2010 Sanlam Employee Benefits Benchmark Sympo-
sium (see Annexure 1) as follows:

 — We obtained actual retirement annuity quotations from four life assurance 
companies on the following bases:
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 — R650 and R1,500 monthly contributions (so that the charges could be 
compared to the mid-points in our R3,000–R10, 000 and R10,000–R20,000 
monthly salary bands noting that our 2010 analysis assumed a flat 10% net 
retirement funding contribution towards savings).

 — Quotations were obtained for 20, 30 and 40 year terms.
 — This meant we obtained 4 providers × 2 contribution levels × 3 savings 

terms = 24 retirement annuity quotations.
 — All quotations included standard advisory fees (commission).
 — The identical investment portfolio (Coronation Balanced Plus) was chosen 

for all the retirement annuity quotations so that the quotations could 
easily be compared amongst themselves. It is acknowledged that lower 
RIYs (possibly significantly lower) would have resulted had we instead 
chosen an in house investment portfolio for each of the four providers.

 — Because retirement annuity quotations include a RIY figure determined 
in line with ASISA standards, we were easily able to determine an average 
RIY for the various contribution levels and savings periods, and compare 
these to our 2010 Sanlam Umbrella Fund results.

 — The following table compares the mean RIYs of the various retirement annuity 
quotations with the comparable 2010 Sanlam Umbrella Fund RIYs:

20 Years 30 Years 40 Years
Umbrella funds 

(salary band RIYs)

R650 per month 3.6% 3.3% 3.0% 1.9%

R1500 per month 3.4% 3.1% 2. 9% 1.5%

Umbrella funds (year to retirement RIY) 2.1% 1.6% 1.4%

The umbrella fund results appear favourable, which is perhaps what one would 
intuitively expect given that it is a group savings product being compared to an 
individual savings product.

There are of course so-called ‘new generation’ retirement annuities that can 
also be considered. These products access collective investment schemes (unit trust 
portfolios) typically via a Linked Investment Service Provider (“LISP”). These products 
typical features include:

 — All fees are asset based (investment management fees, platform administration 
fees and intermediary remuneration) except for investment performance fees 
(these operate on a wide variety of different formulae relating to investment 
performance).

 — Intermediary advisory fees are usually negotiable subject to a maximum. The 
up front maximum advisory fee is typically 3% of contributions excluding VAT, 
and the ongoing maximum advisory fee is typically 1% of assets excluding VAT.
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It is difficult to draw any firm conclusions on the relative costs of these ‘new generation’ 
retirement annuity products relative to commercial umbrella funds. As is evidenced 
from the above summary, the charging structures are very different and it is thus a 
complex matter to properly and fairly compare the charging structures. In particular, 
we have very limited insight into the actual advisory fees that are paid, the extent 
to which direct marketing efforts have or have not been successful, the investment 
portfolios actually selected by the clients, and the profile of the clients. This is a possible 
area for further research.

A discussion on alternative retirement savings products would be incomplete 
without a discussion on product minima. Given that our 2011 Sanlam Umbrella Fund 
analysis reveals that no less than 25% of members earn pensionable salaries of less than 
R3,000 per month, it is apparent that product minima are an important consideration 
when evaluating options from a retirement fund reform perspective.

A cursory Internet search for product provider minima revealed the following 
(based on publicly available material on the various providers’ websites):

Product Minima

Allan Gray Group Retirement Annuity “R500 per month per member. If the average contribution is in excess of 
R1 000 per month per employee there is flexibility to reduce the minimum 
contribution to R250 per month for certain employees The minimum 
amount per underlying unit trust is currently R500.”

Discovery Invest Retirement Plan “Monthly contributions start off with R500 or more.”

Momentum Investo Retirement Annuity “Minimum: RA = R250 per month”

Old Mutual Max Investments “A retirement annuity that offers payment flexibility and access to a wide 
range of underlying investment options, from as little as R250 per month.” 

Sanlam Stratus Retirement Annuity “For investments in the Sanlam range of funds, the minimum payment is 
R150 per month if you invest for a term of 15 years or longer …”
“For investments in the External unit trust funds, the minimum premium is 
R350 per month if you invest for a term longer than 10 years …”

The 2011 Sanlam Umbrella Fund analysis reveals the following:
 — In March 2011, 5,780 out of the 36,679 members in the sample contributed less 

than R250 per month to retirement savings (i.e. 15.8% of members).
 — In March 2011, 15,879 out of the 36,679 members in the sample contributed less 

than R500 per month to retirement savings (i.e. 43.3% of members).

It seems to us that, from a retirement fund reform perspective, the product minima 
that currently apply in the case of retirement annuity products make it very difficult 
to propose retirement annuities as a viable holistic alternative solution to many 
workers’ retirement savings needs. This, of course, does not mean that it is not possible 
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for retirement annuity product providers to review these minima downwards, or 
alternatively (noting that this will perhaps be the more difficult option in the absence 
of legislated compulsion) to increase the contribution levels of members to satisfy the 
product minima criteria.

 12. RETIREMENT FUND REFORM INSIGHTS
How big is the South African commercial umbrella fund market?

In order to answer this question, we extracted August 2011 data from the 
Financial Services Board website. This data was based on the most recent submitted 
audited financial statements of all registered funds. We decided to only concentrate on 
the larger umbrella funds being those either with more than 10,000 members or more 
than R1 billion assets. NMG funds were, however, included because these were also 
included in the 2009 ASISA Study. The detailed fund level information is shown within 
Annexure 4 (Financial Services Board, 2011), but can be summarised as follows:

Sponsor # Umbrella Funds Total Assets # Members Effective Date

Alexander Forbes 4 R19,317,010,574 174,341 31/03/2010

Fifth Quadrant 2 R1,770,050,061 40,414 31/03/2010

First Light 2 R1,053,448,030 10,743 30/06/2010

Liberty Group * 6 R17,391,229,914 318,181 30/09/2010

MMI 2 R9,420,243,453 152,746 30/06/2010

NBC 1 R556,954,321 10,827 31/03/2010

NMG 2 R420,140,269 9,723 30/06/2010

Old Mutual 4 R14,433,620,980 291,554 30/06/2010

Sanlam ** 3 R4,861,240,455 76,945 31/12/2010

Total 26 R69,223,938,057 1,085,474

* Amalgam information as at 30 June 2010 ** Sanlam Futura information as at 31 May 2010

It seems to us that this is a reasonably accurate picture of the commercial umbrella fund 
market during 2010 (at least for the larger umbrella funds) being based on audited data, 
and presumably with minimal double counting of data owing to inter-fund transfers 
taking account of the maximum nine month difference in effective reporting dates.

A first obvious point is that the market appears to be growing rapidly. Membership 
has grown from a reported 786,101 members covering 52 registered umbrella funds in 
2009 in the ASISA Study to 1,085,474 in half this number of registered umbrella funds 
in 2010.

The Financial Services Board data also reveals that there are many smaller 
umbrella funds. We counted no less than 553 registered Type A umbrella funds 
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(although not all are what we classify as commercial umbrella funds, and also include 
union and industry umbrella funds), but we also noted that no less than 243 of these 
umbrella funds reported zero members and are presumably at some point in the 
liquidation process in most cases.

Some insights that we extract from this data:
 — The commercial umbrella fund industry is growing rapidly and appears well on 

the way to achieving a 1.6 million membership base as considered optimal in 
terms of the ASISA Study.

 — As regards the 2011 Budget Review’s call for more fund consolidation, it appears 
there is significant scope to achieve this not only via standalone retirement 
funds merging into umbrella funds, but also via the consolidation of umbrella 
funds themselves.

 — The umbrella fund market is very fragmented comprising many relatively small 
umbrella funds. It would be interesting to analyse the charging structures of 
these smaller umbrella funds.

Can our Sanlam Umbrella Fund charges analysis be regarded as broadly representative 
of the wider commercial umbrella fund market?

When we consider that the similarities between the 2009 ASISA Study and the 
2011 Sanlam Umbrella Fund RIYs and membership spreads as shown in Section 10 
of this paper, considered in conjunction with market competitive forces, it seems to 
us that the Sanlam Umbrella Fund data might indeed represent a reasonable base 
to extrapolate umbrella fund industry charging structures in the absence of similar 
published research for other commercial umbrella funds. The average employer size 
is slightly smaller than industry averages, which would indicate the average charges 
should be slightly higher than the average all other factors being equal (this does not 
imply that they are higher as all other factors are not equal), but not substantially 
different to the industry averages.

Key retirement fund reform insights from our analysis of charges include:
 — Whilst there are no doubt improvements that can still be made, the charging 

model seems broadly appropriate from an equity, solidarity and social desirability 
perspective with a fairly significant implicit cross subsidy from higher earners 
to lower earners, and with all members to some extent benefiting from the 
economies of scale. Some areas for possible refinement were highlighted by the 
analysis, and it might be worth agreeing industry positions on some of these 
points of principle.

 — Our major area of concern is the very small funds where charging structures 
are not yet approaching what we would regard as desirable levels – particularly 
employers with less than 10 members, but also those with less than 20 members. 
Given the large number of small South African companies of this size, it would 
appear to us that this should be an area of focus. The breakdown of the RIY 
into its component parts points to trying to achieve savings as regards both 
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the administration fee and consulting fee components. Standardisation and 
simplification of benefit structures would appear to be necessary. A similar 
conclusion was reached in the 2009 ASISA Study. We do not believe that the 
right answer lies in transferring this problem to other entities such as a National 
Social Security Fund (it is true that would shift the problem, but it would not 
solve the problem, and it would simultaneously introduce a host of new problems 
as demonstrated by Gluckman in his 2009 research). Perhaps there needs to be a 
simplified legislative/regulatory solution created within the existing commercial 
umbrella funds i.e. a two tier structure within the same legal entity (e.g. a mini-
fund definition for to-be-defined smaller employers with more streamlined 
administration services, consulting requirements, intermediary servicing 
requirements and governance in order to drive down costs and charges).

 — Investment performance fees were highlighted as very difficult to satisfactorily 
incorporate in any industry agreed methodology to compare retirement fund 
charges. This is a concern because a lack of understanding of all charges hinders 
efforts to create a truly competitive retirement funding market. This aspect 
needs a more detailed study that is beyond the scope of this paper. 

 — The substantial problem of outstanding Section 14 transfers was highlighted 
by the research, and a legislative solution is necessary to resolve the problem. 
The current Section 14 process was designed with a stationary industry in 
mind, and was not designed to cater for massive industry consolidation at the 
levels currently being experienced or as proposed in terms of the 2011 Budget 
Review. This not only results in a problem for members who end up paying 
charges (sometimes for long periods) in both a paid-up transferor fund and 
a new contributory umbrella fund, but also creates steep barriers to moving 
employers and/or members between retirement funds and therefore hinders 
efforts to create a truly competitive retirement funding market. This is a matter 
that requires urgent attention and action from the regulators.

 — Low levels of preservation are a massive problem for both the retirement funds 
industry and the country as a whole. The research shows that not only is this the 
primary reason for inadequate retirement payouts to members, but ironically 
that it also contributes to higher charges to members in terms of both RIY and 
CR measurements. 

Our research findings largely complement the retirement fund reform recommendations 
as proposed by Gluckman in his 2009 research (and which is in turn very much aligned 
to the 2011 National Treasury thinking as set out in the 2011 Budget Review). Nothing 
arising from our 2011 research leads us to alter these 2009 proposals.

We conclude that the Government policy direction as enunciated in the 2011 
Budget Review appears sound and should be supported.
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13. THE RECOMMENDED WAY FORWARD
It is worth reminding the reader that there is much to commend in the existing retirement 
funds industry, including significant protections for the unsophisticated member:

The Rusconi research indicates that the current retirement fund system has a lower 
cost structure than retail systems such as retirement annuities and unit trusts. This 
finding is consistent with what one would intuitively expect.

There is another major advantage to group retirement funds that is particularly 
important in a country such as South Africa where many retirement fund members 
are financially unsophisticated. This is that the more sophisticated members of the 
group can protect the more naïve.

Asher confirms this very important point when he states “In group schemes, 
sophisticated members of the group will act as buyers for all, while communal 
pressures or regulatory intervention can prevent exploitation of the weak or naïve”. 
(Gluckman, 2009)

We had two key objectives when we decided to write this paper:
 — To propose a possible industry-agreed method of comparing charges across all 

defined contribution retirement funds, and to test whether this is practically 
implementable.

 — To use the research to better understand the umbrella fund charging model, and 
thereby to comment on the fund consolidation policy direction embarked upon 
by National Treasury.

It seems to us that it is possible to implement an industry-agreed method of comparing 
retirement fund charges and that this would surely be very useful information for 
consumers, and would thereby serve to increase market competition. The methods 
we have proposed have been shown to be implementable albeit with some challenges, 
and we do agree that further discussion and refinement would be desirable before the 
method is finalised and published as an industry disclosure code.

But we do acknowledge that our methods require both careful consideration of the 
appropriate inputs into any calculations taking account of the particular circumstances 
of the retirement fund being measured, and also appropriate interpretation of the 
results. Our model to determine retirement fund charges could fairly easily be used 
by specialists with the appropriate actuarial/technical skills (e.g. retirement fund 
consultants or indeed regulators), but would require refinement before being ready 
to implement on a ‘plug and play’ basis e.g. to be automatically provided alongside 
umbrella fund quotations.

The research has also helped us to better understand the umbrella fund charging 
model, but it is perhaps premature to make sweeping conclusions as to the likely end 
state of the industry. What we can state is:
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 — It would be useful if the methodology could be applied to a wider range of 
commercial umbrella funds so that the similar results to those published in this 
research can be understood at industry level.

 — We believe the suggested methodology should be of interest to trustees of 
standalone retirement funds in order that they are empowered to better 
understand their funds’ own charging structures, and the implicit cross-
subsidies between their members, and as a benchmark to measure their funds’ 
cost effectiveness versus other retirement funds.

 — From a Sanlam Umbrella Fund perspective, we intend to continue, expand 
and refine the research and measurements in future years in order that we can 
better understand the emerging trends, and thereby continue to identify areas 
for possible improvement. Although two measurement dates (2010 and 2011) is 
insufficient to be absolutely conclusive, the research results instil us with hope 
that the current charging structures are reasonable considering the membership 
profile (a large number of relatively small companies), and that the inherent 
cross-subsidies between members and participating employers are broadly 
equitable, and that economies of scale are steadily being achieved which holds 
the promise of likely further improvements (i.e. reductions) in the reported 
expense measures in future years. The analysis has also proved useful to identify 
areas where improvement is desirable (e.g. those members and employers at the 
higher range of the calculated charges measurements). 

We recommend that the work that has commenced with this research be continued, 
expanded and refined in future years so as to optimise the potential benefits from the 
systemic retirement fund reform that has been embarked upon by Government.
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ANNEXURE 1
Extract from presentation, 2010 Sanlam Employee Benefits Benchmark Symposium

How Cost Effective are Umbrella Funds?
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ANNEXURE 2
Sanlam Umbrella Fund Charges

The Sanlam Umbrella Fund’s charging structures are summarised as follows:

Administration Fees
Administration fees are levied by Sanlam to cover the cost of administrating the 
scheme, and are calculated and quoted per sub-fund and deducted monthly. These 
fees are deducted as a flat percentage of salary per member. However participating 
employers can choose to have these fees deducted as a flat Rand amount per member. 

Consulting Fees
A standard consulting fee is payable monthly to each participating employer’s 
FAIS-accredited financial adviser for providing the Contracted Benefit Consulting 
and Contracted Financial Advisory services. This fee is expressed and charged as a 
percentage of salaries or, on request from the intermediary, as a flat Rand amount per 
member per month.

Risk Management Fees
Sanlam levies a risk management fee by way of a 5% loading to the Insurers’ net 
insured benefit premiums for providing risk management services required to ensure 
the ongoing sound actuarial management of the fund’s risk pool. the Risk Management 
Fee is included in the quoted insured benefit premiums.

Contingency Reserve Account Levy
The administration fees do not include the normal costs and disbursements incurred 
by thefund, e.g. the FSB levies and fees, fidelity insurance premiums, actuarial services, 
audit services, independent trustee expenses, member communication, and other fees 
and disbursements. These fees are recovered by way of a monthly contingency reserve 
account levy which is determined by the trustees in terms of a budgeting process. the 
contingency reserve account levy is currently R1.50 per member per month including 
VAT.

Annual Revision Date
Administration fees, consulting fees and insured benefit premiums are reviewed 
annually on 1 March each year following negotiations between the Sponsor, the 
Insurers and the Board of Trustees. The Contingency Reserve Account Levy is subject 
to review at any time.

Investment Management Fees
Investment management fees are calculated and levied on a monthly basis by applying 
specified fee scales per portfolio based on each sub-fund’s actual investment values.
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Termination Fees
The cost involved in establishing a new sub-fund is recovered over a period of 
36 months. If a participating employer terminates its participation in the fund within 
the first three years, a take-on fee will be payable. This is an amount equal to 30% 
of the total monthly administration fee in respect of each of the remaining months 
of the 36-month period and payable on the date of termination. This applies if the 
termination does not arise from breach of contract by the sponsor, the administrator 
or the fund.

A dissolution fee equal to three months’ administration fees will be payable on 
the date of termination. 

Switching Fees
On commencement, or on becoming a member of the fund, there is no charge for 
the member’s initial choice of portfolio/s. Thereafter, if a member decides to make a 
change to his/her current assets and future contributions the first switch per calendar 
year is free and subsequent switches will be charged a switching fee of R450 (VAT 
inclusive) deductible from the relevant member’s individual account value. However, 
should a member decide to make a change regarding only his future contributions, 
there would be no charge.

Additional/non-standard Services
The standard administration fees make provision for English correspondence. The 
Sanlam Umbrella Fund can accommodate correspondence in a second language, and 
this will be quoted for separately on request.

Special fees can be negotiated for additional services. These fees will depend on 
the nature of the requested additional services, and the associated additional resource 
requirements and costs. 
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ANNEXURE 3
2011 Average Sanlam Umbrella Fund Member Per Age Last Analysis

Age last 
birthday

Number of 
members

RIY CR
Net 

contribution
%

Accumulated
Savings / 
Annual

Salary %

20 112 1.28% 25.02% 11.8% 10%

21 234 1.39% 26.23% 11.0% 11%

22 364 1.44% 25.97% 11.3% 11%

23 550 1.47% 25.66% 11.9% 15%

24 677 1.58% 26.05% 11.4% 16%

25 868 1.42% 24.24% 11.6% 19%

26 1,051 1.47% 24.37% 11.9% 21%

27 1,112 1.43% 23.24% 11.7% 23%

28 1,168 1.51% 23.60% 11.8% 24%

29 1,163 1.55% 23.55% 11.7% 27%

30 1,184 1.51% 22.21% 12.2% 29%

31 1,161 1.55% 22.55% 11.9% 33%

32 1,149 1.56% 21.96% 12.0% 34%

33 1,154 1.62% 22.04% 12.2% 38%

34 1,132 1.64% 21.29% 12.2% 42%

35 1,193 1.68% 21.01% 12.6% 45%

36 1,211 1.60% 20.25% 12.7% 52%

37 1,176 1.65% 20.13% 12.0% 53%

38 1,155 1.75% 20.25% 12.7% 56%

39 1,051 1.73% 19.39% 12.6% 65%

40 1,193 1.80% 19.47% 12.7% 65%

41 1,089 1.84% 19.00% 12.7% 71%

42 1,069 1.78% 17.97% 12.7% 69%

43 964 1.78% 17.57% 12.9% 78%

44 958 2.02% 17.95% 12.4% 73%

45 929 1.85% 16.39% 12.8% 80%
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46 985 1.97% 16.75% 12.7% 86%

47 944 1.97% 15.90% 13.1% 103%

48 949 2.15% 15.89% 12.7% 90%

49 862 2.11% 15.01% 12.9% 104%

50 894 2.12% 14.44% 13.1% 100%

51 766 2.13% 13.45% 13.3% 124%

52 847 2.15% 12.77% 13.2% 137%

53 740 2.32% 12.82% 13.1% 145%

54 726 2.38% 12.39% 13.2% 134%

55 652 2.58% 11.74% 13.2% 150%

56 643 2.50% 10.58% 13.3% 158%

57 543 2.82% 10.65% 13.5% 208%

58 515 3.05% 9.69% 12.9% 200%

59 388 3.55% 9.04% 14.0% 190%

60 330 3.30% 8.88% 13.2% 230%

61 254 3.33% 7.37% 13.2% 197%

62 225 3.92% 6.54% 13.6% 175%

63 151 5.18% 6.05% 12.2% 151%

64 116 3.99% 2.05% 13.4% 267%
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ANNEXURE 4
Largest Commercial Umbrella Funds

Fund No Fund Name Sponsor Fund Class Administrator
Registration 

Date

Fund Latest 
Financials Year 

End

Fund Latest 
Assets

Fund Latest 
Total Members

37095 Alexander Forbes Core Plan (Pension Section) Alexander Forbes Pension Fund Alexander Forbes Life 11-Mar-02 31-Mar-10 R128,191,479 3,624

37094 Alexander Forbes Core Plan (Provident Section) Alexander Forbes Provident Fund Alexander Forbes Life 11-Mar-02 31-Mar-10 R324,644,067 14,150

34768 Alexander Forbes Retirement Fund (Pension) Alexander Forbes Pension Fund Alexander Forbes Life 17-Dec-97 31-Mar-10 R7,765,512,719 50,372

34766 Alexander Forbes Retirement Fund (Provident) Alexander Forbes Provident Fund Alexander Forbes Life 17-Dec-97 31-Mar-10 R11,098,662,309 106,195

36748 Retirement-On-Line Pension Fund Fifth Quadrant Pension Fund Sanlam Life Insurance Ltd 29-Apr-02 31-Mar-10 R707,854,352 2,113

36749 Retirement-On-Line Provident Fund Fifth Quadrant Provident Fund Sanlam Life Insurance Ltd 29-Apr-02 31-Mar-10 R1,062,195,709 38,301

37154 Aster Marinus Group Pension Fund First Light Pension Fund Firstlight Administration 16-Sep-03 30-Jun-10 R552,336,815 4,560

37153 Aster Marinus Group Provident Fund First Light Provident Fund Firstlight Administration 30-Sep-03 30-Jun-10 R501,111,215 6,183

35871 Amalgam Defined Contribution Pension Fund Liberty Group Pension Fund Liberty Group Limited 07-Jun-99 30-Jun-10 R253,121,311 3,002

34152 Amalgam Defined Contribution Provident Fund Liberty Group Provident Fund Liberty Group Limited 04-May-98 30-Jun-10 R612,364,586 15,686

36006 Corporate Selection Pension Fund Liberty Group Pension Fund Liberty Group Limited 29-Sep-99 30-Sep-10 R3,059,090,762 37,702

27024 Corporate Selection Retirement Fund Liberty Group Provident Fund Liberty Group Limited 26-Feb-92 30-Sep-10 R9,260,028,931 157,209

36440 Corporate Selection Pension Fund No 2 Liberty Group Pension Fund Liberty Group Limited 14-Jun-00 30-Sep-10 R23,138,848 93

36438 Corporate Selection Retirement Fund No 2 Liberty Group Provident Fund Liberty Group Limited 14-Jun-00 30-Sep-10 R4,183,485,476 104,489

32082 Fundsatwork Umbrella Pension Fund MMI Pension Fund Momentum Group Limited 21-Dec-95 30-Jun-10 R3,864,026,305 38,623

32083 Fundsatwork Umbrella Provident Fund MMI Provident Fund Momentum Group Limited 21-Dec-95 30-Jun-10 R5,556,217,148 114,123

36036 Negotiated Solutions Retirement Fund NBC Provident Fund NBC Fund Administration 25-Feb-00 31-Mar-10 R556,954,321 10,827

36758 NMG Umbrella Pension Fund NMG Pension Fund NMG Consultants And 20-Feb-02 30-Jun-10 R212,529,493 4,577

36750 NMG Umbrella Provident Fund NMG Provident Fund NMG Consultants And 14-Feb-02 30-Jun-10 R207,610,776 5,146

37404 Evergreen Pension Fund Old Mutual Pension Fund Old Mutual Life Assurance 26-Nov-03 30Jun-10 R1,721,802,553 7,832

37405 Evergreen Provident Fund Old Mutual Provident Fund Old Mutual Life Assurance 19-Nov-03 30-Jun-10 R1,667,278,796 14,370

20237 Old Mutual Superfund Pension Fund Old Mutual Pension Fund Old Mutual Life Assurance 17-Jan-86 30-Jun-10 R4,316,881,693 51,292

20246 Old Mutual Superfund Provident Fund Old Mutual Pension Fund Old Mutual Life Assurance 04-Mar-96 30-Jun-10 R6,727,657,938 218,060

36634 Sanlam Futura Umbrella Retirement Fund Sanlam Provident Fund Sanlam Life Insurance Ltd 07-Sep-04 31-May-10 R188,314,584 17,166

36828 Sanlam Umbrella Pension Fund Sanlam Pension Fund Sanlam Life Insurance Ltd 13-Aug-02 31-Dec-10 R2,509,169,734 19,019

36813 Sanlam Umbrella Provident Fund Sanlam Provident Fund Sanlam Life Insurance Ltd 13-Aug-02 31-Dec-10 R2,163,756,137 40,760

26 R69,223,938,057 1,085,474
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ANNEXURE 4
Largest Commercial Umbrella Funds

Fund No Fund Name Sponsor Fund Class Administrator
Registration 

Date

Fund Latest 
Financials Year 

End

Fund Latest 
Assets

Fund Latest 
Total Members
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36036 Negotiated Solutions Retirement Fund NBC Provident Fund NBC Fund Administration 25-Feb-00 31-Mar-10 R556,954,321 10,827

36758 NMG Umbrella Pension Fund NMG Pension Fund NMG Consultants And 20-Feb-02 30-Jun-10 R212,529,493 4,577

36750 NMG Umbrella Provident Fund NMG Provident Fund NMG Consultants And 14-Feb-02 30-Jun-10 R207,610,776 5,146

37404 Evergreen Pension Fund Old Mutual Pension Fund Old Mutual Life Assurance 26-Nov-03 30Jun-10 R1,721,802,553 7,832

37405 Evergreen Provident Fund Old Mutual Provident Fund Old Mutual Life Assurance 19-Nov-03 30-Jun-10 R1,667,278,796 14,370
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