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Dear Christiaan








IRF Ref No: 1007
RE: INTERPRETATION NOTE 2 OF 2010 – RESERVE ACCOUNTS IN RULES
Kindly note the following matters arising:
1.
Par 3: insert “before the surplus appointment date” at the end of the paragraph;

2.
Insert a new par after between par 3 and 4, the paragraph numbering should change accordingly, the inserted par should state “Paragraph 5 of Circular PF117 provides that after the surplus apportionment date, the board of a fund may establish contingency reserve accounts to address future contingencies”;
3.
Par 6: insert the following (in italics); “….However, once it is decided by the fund or if it is required in terms of paragraph 11 o this Interpretation Note to establish a reserve account…”;
4.
Delete the entire paragraph 10;
5.
Par 11 contains a typo – should be fund “returns” plural not singular;

6.
Delete the entire paragraph 13;
7.
Par 14: insert the following (in italics);”…Registrar can exercise the discretion in terms of paragraph 9 of this Information Circular granted to him under the Act…”;
8.
Par 15: delete the following (in italics); “Furthermore, the establishment of a contingency reserve account in a fund in terms of its rules… (insert) it…”;

Insert the following at the end of the paragraph;”that the rules provide for the establishment of a contingency reserve account in a fund, if the fund operates such contingency reserve account”;

Will par 15 not cause more delays with section 14 approvals?

9.
Par 16: in reference to “…specified nature”; “What about combined reserve accounts for instance Data and Processing Reserve Account.  Will that still be acceptable?”;

Par 16.1 may raise some doubts;

10.
Par 17: Does the removal of par 17 of the previous draft, stating that a reserve account must be for a single explicit contingency, mean that the registrar’s interpretation has become less restrictive in this regard?;
11.
Par 19: insert and delete the following (in italics);”…However, this would then have to…(delete) clearly not be (insert) brought in line with the (insert) current rules of the fund (delete) because in effect the valuator would be recommending that the fund establish a new contingency reserve account…….12 months of the date of the decision (insert) of the fund to allow a contingency reserve account (delete) or earlier (insert) However…(insert at the end of the paragraph) , the rules must provide for such reserve accounts before the Registrar could approve the section 14 transfer.”;

In reference to” …If this recommendation is accepted by the fund, the rules of the fund would need to be amended in line with this decision within 12 months of the date of the decision…”, How long after the valuation does a Fund have to accept this or make a decision?  Section 12(2) of the PFA does not allow for this and needs to be amended.
Can S14 still be done even if the reserve created by the actuary in the valuation is not yet in the rules? And also if it is not in the rules by the stipulated 12 months, does that nullify the S14 or any other fund distributions impacted on by that reserve?

General 
12.
We are concerned that the requirement of registering rule amendments to allow for contingency reserves will cause delays e.g. in Section 14 transfer applications. Please confirm if the setting up of a contingency reserve must wait for the completion of a statutory valuation, which in our opinion will lead to further delays;
13.
Please indicate what contingency reserve accounts may be established without affecting a fund’s valuation-exemption status.
Yours Faithfully
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