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Trustee Daily Bread    
 Daily one-liners to empower trustees
A policy regarding details of gifts, rewards and favours should be established. This policy should take into account the materiality and relevance of a gift, reward or favour.  A gift should be refused where its value exceeds a value set by the board.




LOCAL NEWS
Sactwu uses HCI stake to rescue pensioners’ funds 

The union injects R200m from its HCI stake to workers’ pension funds. 
JOHANNESBURG – The South African Clothing and Textile Workers Union (Sactwu) will transfer R200m worth of its stake in Hosken Consolidated Investments (JSE: HCI) towards retirement funds of over 20 000 clothing and textile workers affected by the Trilinear retirement fund saga.
“Sactwu will immediately inject R200m into the retirement funds of clothing and textile workers who are affected by the mishandling of their funds, by Trilinear,” Sactwu General Secretary Andre Kriel said.
“This decision was taken yesterday [Thursday], at the Sactwu National Executive Committee (NEC) meeting, currently being held in Durban. Kriel, will now urgently meet with the boards of trustees of the affected retirement funds, to progress the practicalities of the R200m injection.”  Sactwu has a 40% stake in HCI, whose business interests are in media, leisure and casinos.
Former unionist and now HCI Chairman Marcel Golding told Moneyweb he was aware of Sactwu’s pledge.
“It’s a pledge with the share they own in HCI, which is about 40%. The benefits of the shares will go to the retirement funds,” Golding said.
He added that Sactwu’s stake in HCI would be diluted, but not significantly. According to Golding, Sactwu’s stake in HCI is currently worth about R4bn. Five retirement funds in the clothing and textile industry will benefit from this capital injection. The five funds had put their monies in Cape based asset manager Trilinear. Some of the monies are allegedly missing or have been distressed after being funnelled to leisure and resort firm Pinnacle Point (R300m) and Canyon Springs, a company linked to Deputy Minister of Economic Development Enoch Godongwana and his wife.
Canyon Springs is said to owe Sactwu provident funds close to R100m including interest. Canyon Springs cannot pay the monies and has been put under provisional liquidation. The loan is said to have been facilitated by Trilinear group of companies Chairman Sam Buthelezi allegedly without the knowledge of Trilinear Empowerment Trust’s trustees (TET) – an allegation Buthelezi has denied. The TET trustees are behind the provisional liquidation application.  The R200m injection by Sactwu from HCI will mean that there is a shortfall of about R200m for the provident funds.
Asked why Sactwu had decided to inject R200m worth of its investment towards the retirement funds, Kriel told Moneyweb: “We have decided to do it because we expect the recovery process to take long. We do not [want] our members to be prejudiced in the interim.
“The [Sactwu] NEC is of the view that workers must receive immediate relief and assurance, whilst the union’s investigation and recovery process continues.”  Sactwu has appointed law firm Eversheds to do a forensic investigation in a bid to find out what happened to the funds lent to Canyon Springs.
TET trustees’ lawyer Barnabas Xulu from Xulu Liversage said the R200m injection was good news for the workers.
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How you have been saving How you have been saving

The Old Mutual Savings Monitor is a bi-annual study of financial savings trends in South Africa, tracking and evaluating the financial habits and attitudes of 1 000 working urban households through face-to-face interviews conducted by independent research house Peppercorn Research. Here are some of the findings of the Old Mutual July 2011 Savings Monitor from research conducted in April and May. 
The recession has forced South Africans to become more conscious of the need to save, with one in five people commenting that the recession made them realize the importance of saving to build up a buffer against hard times, the Old Mutual July 2011 Savings Monitor shows. 
According to the survey, 65 percent of South Africans are saving either more or the same than they were a year ago. 
While this figure is down from the 69 percent of South Africans who were saving either more or the same in November last year, it is still in stark contrast to the first Old Mutual Savings Monitor published in July 2009, in which 52 percent of South Africans said they were saving less. 
This highlights the effects of the recent recession and is backed up by the fact that 82 percent of South Africans in the Old Mutual July 2011 Savings Monitor say they have felt the effects of the recession, regardless of their income levels. 
Just under a third (29 percent) of those who are saving more attribute the fact that they are saving to a shift in mindset driven by a recognition of the importance of saving and a growing awareness of the need to watch their expenses and budget carefully. 
This shift in mindset is highest among households with a total income of more than R40 000 a month.  In 2010, South Africa’s financial climate was characterised by decreasing interest rates, negotiated wage increases, inflation within the government’s target range of three to six percent and general euphoria round the 2010 Soccer World Cup. 
However, this year the general cost of living has rocketed, with increases in the cost of electricity, food and petrol. Demand for residential property has declined and consumers are financially less confident than they were just six months ago. 
The Old Mutual July 2011 Savings Monitor reflects that although the effects of the recession have been felt across the board, the effect has been weaker among lower-income groups. This does not mean that poorer households are not struggling – on the contrary, they are – but some of these households feel nothing has changed for them, because they have always struggled financially. Some low-income earners are of the perception that the recession is something that only affects people in a high-income bracket. 
Because recessionary effects have kept salary increases to a minimum, households are struggling to make ends meet, and a common complaint is that people simply can’t buy what they used to before the recession. 
Young people aged between 18 and 30 are most likely to claim little effect from the recession, with a number reporting that they were still being supported by their parents during the worst of the recession in 2009. It is important to bear in mind that these are young working adults and many are working and earning their own money for the first time. It is also important to consider South Africa’s high unemployment rate, which means that these young working adults are better off than their unemployed peers. 
The survey shows that the vast majority of young people (75 percent of them) were still affected by the recession to some extent and cited the same factors as other age groups – inflationary pressures, more cautious budgeting, cutting out extra expenses and a renewed appreciation of the importance of saving. 
The Old Mutual Savings Monitor has revealed that people have reacted to the recession in two different ways. In the first group, people have become so unnerved by the state of their finances that they’re ignoring them and thus aggravating their problems. This group has been named the “Panicked Procrastinators”. The people in the second group have taken cognisance of the need to act and are doing so. They are known as the “Contented Organisers”. 
Since the Old Mutual July 2010 Savings Monitor, the Contented Organisers have increased by nearly a fifth, from 20 percent to 24 percent, while the Panicked Procrastinators have increased from 30 percent to 40 percent. Respondents who fall between the two categories decreased from 50 percent to 36 percent. 
According to the Old Mutual July 2011 Savings Monitor, 53 percent of South Africans who are saving less than a year ago say this is due to inflationary pressure – that is, the cost of living has increased to the extent that there is no discretionary money left to save. Another 22 percent of South Africans are saving less than a year ago due to retrenchment or reduced commission or unemployment, which has affected them either directly or indirectly. 
South Africans appear to have become more cautious with their finances in the past six months, and the percentage of people who believe the only way to improve their finances is to take risks decreased from 66 percent in the second half of 2010 to 61 percent. 
The percentage of people who are optimistic about their financial future dropped from 86 percent in the November 2010 Savings Monitor to 81 percent this year, while the number of people who tend to make financial decisions quickly based on their “gut feel” dropped from 57 percent to 48 percent. 
More than 82 percent of the South Africans surveyed want advice on overall money management. 

Households that are saving more than a year ago attribute this to more funds being available for savings due to a number of reasons. These may include more household members working, improved salaries with new jobs, children leaving home, debt having been paid off or debt being sufficiently under control to free up money for savings. 
The Old Mutual November 2010 Savings Monitor showed that 38 percent of consumers rated their satisfaction with their financial situation between seven and eight out of 10, indicating a high level of optimism. The July 2011 monitor reflects that 27 percent of consumers rated their satisfaction with their financial situation between one and four out of 10, while only eight percent rated their satisfaction between eight and 10. 
Those with low levels of satisfaction complained of a hand-to-mouth existence, with feelings of insecurity that stem from having few savings set aside for future needs. 
Those who were more satisfied with their financial situation commented on the relief that financial security brings. Their higher satisfaction appears to be driven by a heightened awareness of the need to budget and keep a handle on their expenses, having the comfort of a savings buffer, and being able to get to grips with their debt levels.  Full Report: http://www.iol.co.za/business/personal-finance/financial-planning/investments/how-you-have-been-saving-1.1104406 
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Allan Gray still top local unit trust manager

Allan Gray once again emerged as the best manager of domestic unit trust funds, based on the risk-adjusted performance of its funds to the end of June, according to a survey by PlexCrown Fund Ratings. 
The PlexCrown Fund Ratings’ ranking of management companies emphasises long-term consistent performance across all a manager’s funds. Allan Gray has been leading its peers in these rankings for every quarter bar one since the first quarter of 2008, when it first qualified for inclusion in the rankings. 
Allan Gray achieved a rating of 4.625 PlexCrowns, excelling in all the domestic and foreign categories in which it competes for the periods to the end of June this year. 
The leading managers are determined from the average ratings that they obtain in various broad unit trust sectors based on the PlexCrown ratings of all their qualifying funds in those sectors. 

The PlexCrown ratings measure a fund’s performance on four or five different risk-adjusted measures over periods up to five years. These performance measures are combined into a single score, with the emphasis on longer-term performance. The highest score is five PlexCrowns and the lowest is one. 
Based on the scores of its funds that invest in domestic markets, Allan Gray achieved the top spot among its peers, with a total domestic rating of 4.500.  The investment house shared first place with Nedgroup Investments in the domestic fixed-interest sector, where its Bond Fund achieved a PlexCrown rating of five. 
Ryk de Klerk, a director of PlexCrown Fund Ratings, says Allan Gray faltered somewhat in the domestic asset allocation and the domestic equity sectors, where it achieved joint third and joint sixth positions. 
Allan Gray’s Equity Fund achieved four PlexCrowns, its Balanced Fund achieved five PlexCrowns and its low-equity asset allocation fund, the Stable Fund, achieved four PlexCrowns. 
The manager’s two funds that invest in foreign markets, the Allan Gray-Orbis Global Equity Feeder Fund and the Allan Gray-Orbis Global Fund of Funds, each achieved five PlexCrowns, ensuring that Allan Gray landed the top position in the foreign equity sector and came joint first (with Foord) in the foreign and worldwide flexible sector. The combined rating of these two foreign funds gave Allan Gray an average score of five PlexCrowns and first position in the overall foreign category. 

Prudential retained its runner-up position ahead of Nedgroup Investments. Prudential achieved an overall rating of 4.042 PlexCrowns. 
Prudential took third position among its peers when the average performances based on PlexCrown ratings of all the funds that invest in domestic markets were compared.  Prudential achieved a total domestic rating of 3.889 PlexCrowns. The company excelled in the domestic real estate sector, coming joint first with Stanlib, and took the fourth place in domestic equity. 
Prudential’s Enhanced SA Property Tracker Fund and its Equity Fund obtained five PlexCrowns each, while its Dividend Maximiser Fund (a domestic equity value fund) obtained four PlexCrowns. 

Prudential also achieved joint-sixth position in domestic asset allocation with 10 of its peers. 

Prudential’s Balanced Fund achieved four PlexCrowns. 
An average rating in domestic fixed interest, where the company’s Prudential High Yield Bond Fund achieved three PlexCrowns, diluted its overall domestic rating.  Prudential was runner-up in overall foreign, with a rating of 4.500. Its good score was partly due to its first place in the foreign fixed-interest sector, where its Global High Yield Bond Fund of Funds achieved five PlexCrowns. Prudential shared second place in foreign equity, where its Global Value Fund of Funds achieved four PlexCrowns. 
Nedgroup Investments’ overall third place – a rating of 3.750 PlexCrowns – was secured by a very strong showing on the domestic front. It was runner-up to Allan Gray in the rankings of managers based on the performance of their funds that invest in domestic markets, with a total domestic rating of 3.917. 
Nedgroup Investments shared the top spot with Allan Gray in the domestic fixed-interest sector, where its Bond Fund obtained five PlexCrowns, and was ninth in the domestic equity sector.  Full Report: http://www.iol.co.za/business/personal-finance/allan-gray-still-top-local-unit-trust-manager-1.1104407
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Opportunities amid the jitters

It was another eventful quarter for financial markets, with lots of noise about unfolding international events and, as a result, volatility on the global and local equity markets. 

Despite the noise, low yields, rising inflation and increased volatility, fund managers are identifying trends and positioning their funds to take advantage of the opportunities on offer. 
The major issues that are dominating the investment managers’ decisions are: 

Shifting economic power 

Almost all asset managers agree with Armien Tyer, the managing director of Sanlam Investment Management (SIM), that a seismic shift of economic power from developed countries in favour of emerging markets is taking place. 
In SIM’s latest newsletter, Tyer says emerging countries’ economies are structurally sounder than developed ones.  Emerging countries have lighter government debt, younger demographic profiles and faster rates of urbanisation to support better medium- to long-term growth rates. 

Oasis agrees that huge populations in countries such as China and India are big levers of growth, but says China’s growth has also been driven by massive fixed capital investment by its government.

While emerging economies have become the engine of global economic growth over the past few years and are likely to remain so in the coming years, they have also experienced high inflation and asset bubbles, Adam Ebrahim, the chief executive and chief investment officer of Oasis, says. The authorities in the likes of China and India are aggressively addressing these challenges through interest rate hikes and raising bank reserve requirements, which could slow economic growth in these economies in the year ahead, he says. 
By contrast, Ebrahim says, the developed world is expected to realise below-average economic growth over the next few years as it grapples with debt and fiscal crises. 

The consequent austerity mea-sures will affect government- and consumer-related spending over the next few years, he says. 
Herman Steyn, the executive chairman of Prescient Investment Management, says what he calls the old world borrowed too much and now it cannot grow because it has no capacity to take on more debt. The only thing the old world can do is to keep interest rates low, Steyn says. 
Out of emerging markets 

While emerging markets out-performed developed markets until the start of 2011, Tyer says over the past year-and-a-half investors have been taking money out of emerging market equities and bonds, preferring the developed market recovery to the more compelling longer-term emerging market story. 
Oasis says emerging markets (bar Russia) have under-performed developed market equities for the year to date, with developed markets continuing to offer better value.  Plexus reports that the MSCI World index returned 31.2 percent in United States dollars for the year to the end of June and the MSCI Emerging Market index returned 28.2 percent. 
But, Tyer says, the tide seems to be turning again, with rising investor concerns about the sustainability of the global recovery and the extent to which consumers and governments must reduce their debts. 
Emerging market equities will be affected by the extent of any slowdown in the broader global economy, because the fortunes of these countries are tied to the US and other developed countries, Tyer says. 
You can expect debates about the shifts from developed to emerging markets to be a central feature of investing for some time and, as a result, you should expect the markets to be volatile, he says. 

However, the shifts will also throw up some opportunities for fund managers who know how to identify them, Tyer says. 
Problems in the old world 

Investors, fund managers and other market watchers were fed a steady diet of bad economic news about developed countries, in particular the debt crisis in Europe and the US, in the first half of this year. 
US investment writer John Mauldin this week wrote: “Europe is starting to unravel. This is going to be much worse than 2008, at least as far as Europe is concerned, and the odds are high that it will be very bad for the US. 
“There is a banking crisis of massive proportions in our future.” 

John Stopford, the co-head of fixed income and currency at Investec Asset Management, says the downgrading of Portuguese government debt to junk status and Ireland’s debt to sub-investment grade forced managers who are unable to hold low-rated debt in their portfolios to sell these bonds. The contagion spread, Stopford says, with Italy bearing the brunt. 
Ashburton, the offshore fund manager in the Firstrand Group, this week described the spread of the debt crisis to Italy as a “serious development”, and said it had scaled back its equity exposure as a result. 
Tristan Hansen, Ashburton’s head of asset allocation, says Italy poses a risk to the financial system given its position as the third-largest debt market in the world. 
Over the past month, European equity markets outside of the peripheral countries – Greece, Ireland and Portugal – have risen, but now there is a greater risk of a correction, he says.  Stopford says the spread of the crisis should concentrate politicians’ minds and accelerate the process of getting to a solution. 
Getting there will take time and the path could continue to be noisy, with worries in the euro zone spiking from time to time, he says.  Full Report: http://www.iol.co.za/business/personal-finance/financial-planning/investments/opportunities-amid-the-jitters-1.1104411
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SA equities ‘expensive’

Many fund managers believe that local equities are at fair value or expensive, and prefer offshore equities to local ones. This is despite the fact that the outlook for the economy is improving, with managers expecting growth to average between 3.4 and 3.75 percent this year. 
One of the managers that prefers offshore shares to local ones is Oasis. Adam Ebrahim, the chief executive and chief investment officer at Oasis, says local share valuations (prices relative to expected earnings) appear full, with the current market price-to-earnings ratio of 14.9 being significantly higher than the long-term average. This, together with downward revisions to earnings estimates for the market, could cause share prices to fall in the short term. 
Oasis’s portfolios have an above-average exposure to attractively priced global equities and are defensively positioned in high-quality local consumer companies and non-commodity rand hedges, he says. 
Oasis is underweight in deep-level mining companies, Ebrahim says, because it believes that these companies are not attractively priced and face significant cost pressures from rising electricity prices, wages, and so on. However, Oasis has used the recent downturn in the sector to increase its holdings in certain attractively priced, high-quality commodity counters, which have significant competitive advantages to their peers. 
Duggan Matthews, a portfolio manager at Marriott, says Marriott anticipates that inflation will continue to rise on the back of increasing food and energy prices throughout 2011, reaching a peak of seven percent. 
The latest consumer price index figures, for the year to the end of June, released this week show inflation at five percent – up from 3.5 percent at the end of last year.  Matthews says earnings growth, and hence dividend growth, from local companies is likely to be subdued in the face of struggling consumers, who face higher inflation, and this leads Marriott to believe that local equity valuations are too high. Marriott expects the rand to weaken and, as a result, favours businesses that earn a substantial portion of their profits offshore, Matthews says. 

Herman Steyn, the executive chairman of Prescient Investment Management, agrees that the local market is expensive once you consider current dividend yields. Offshore equity markets are also expensive but not as expensive as the local market, he says. 
Prescient’s Balanced Quants Plus Fund is about 50 percent invested in domestic equities, 18 percent in cash, seven percent in bonds, 10 percent in gold and 18 percent offshore. 
Steyn says he has not taken the equity exposure of the fund too low, because he is bullish on commodities and believes the rand has yet to weaken. When it does, local share earnings will be boosted.  Prescient has invested in gold shares because, despite the rise in the gold price, the performance of these shares has been disappointing and they need to catch up, Steyn says. In addition, he says, there is more room left in the gold run, which Prescient thinks is only half way through its strong phase. 
Herman van Velze, a portfolio manager at Stanlib who co-manages, among other funds, Stanlib’s Balanced Fund and its Equity Fund, says the Balanced Fund has an exposure of between 45 and 50 percent to equities and a “fair amount” in local bonds. Among local equities, Stanlib favours selected commodity shares and defensive consumer stocks, such as telephony companies. 
Other sectors of the market, particularly manufacturing and construction, are dead, Van Velze says. 

The Equity Fund is avoiding financial shares, including banks, as they have no growth, because consumers are not borrowing, and life assurers, because that market has too many competitors for too small a pool of new business, he says. 

Personal Finance

24 July 2011

By Laura du Preez

Code gives ‘new bosses’ more say

There is a new generation of bosses called “grassroots tycoons”, whom the current bosses and institutional investors need to take into account. 

This is according to John Oliphant, the chairman of the Committee for Responsible Investing by Institutional Investors in South Africa, who was speaking at the launch this week of the Code for Responsible Investing in South Africa (Crisa). 
Oliphant, who is also the head of investments and actuarial at the Government Employees’ Pension Fund (GEPF), says that employees, whom he calls “grassroots tycoons”, should have a much larger say in the running of the companies for which they work and business in general, because, through their retirement and other savings, employees actually own a large slice of South African companies, particularly those listed on the JSE. 
The GEPF, the largest retirement fund in the country, and the Public Investment Corporation, which invests most of the assets of the GEPF, have led the charge for sustainable investment in South Africa. 
Oliphant says that, although the people who are currently on strike may not be individually rich, their voluntary and compulsory retirement savings mean that they “are our new bosses”. This, he says, raises the question about what they expect “from us, their servants”. 
The people who believe they are the bosses are in fact the servants, “because there is a general lack of understanding of this in the market, in political debates, and among owners themselves, as to who owns who and how much”, Oliphant says.  Ownership has changed hands, but the system of accountability has failed to take account of this reality, he says. 
Institutional investors, which are the custodians of the savings of individuals, have not done enough to exercise ownership of the com-panies in which these savings have been invested. 
Crisa will enable the new bosses to exercise far greater control over the companies in which their savings are invested, to ensure that they adopt policies that will make them sustainable, Oliphant says. It is the new bosses who suffer when markets crash because companies chase short-term profits, he says. 
The 2008 financial crisis is a powerful reminder against tolerating an arrangement that allows the rug to be pulled out from under the feet of the masses of people who have worked hard to secure their homes and the financial future of their families, Oliphant says. 
“Our approach to investment as an industry is too focused on the short term, and there is a general lack of appreciation for long-term sustainability issues.  “As fiduciaries and custodians of people’s savings, we need to think more about sustainable returns. We need to ensure that we deliver on our promise of long-term prosperity through investments,” he says. 
There is no doubt that the activities that led to the 2008 crisis undermined the financial integrity and resilience of many communities, increasing hardship for those already struggling with poverty, Oliphant says.  The long-term sustainability of companies in which the savings of individuals are invested must be based on the principles of protecting the environment, adhering to standards that aim to improve the lot of the poor and sound corporate governance, he says. 
According to documentation accompanying the Crisa launch, the code is aimed at institutional investors that hold the savings of individuals – including retirement funds, life assurance companies, collective investment schemes, asset managers and asset consultants. 
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Co-branding likely for white-label funds

Unit trust companies that allow other parties to use their collective investment scheme licences may soon have put their names to these funds if the party that manages the funds has no intention of obtaining its own licence, a draft notice published by the Financial Services Board (FSB) indicates. 
The notice has been published for comment, and if it is published finally as proposed, unit trust companies will have to put their names to funds run by brokers. 

The notice says its provisions are aimed at protecting you, the investor, by ensuring transparency about the management company that is responsible for the portfolio, as well as ensuring that white-label, or third-party, branded funds have sufficient assets to be viable. 
The practice of white-labelling funds arose in order to allow new asset managers to launch funds using the licence and services of a larger, established fund manager until they have enough assets under management to stand alone. It also enables larger independent financial advisers to run their own funds, known as broker funds. 
Typically, broker funds are funds of funds in which the broker makes the asset allocation calls and chooses the underlying funds in each asset class. 
But the FSB has been unhappy with the activities of some financial services providers (FSPs) that run white-label funds. For example, earlier this year the FSB finally succeeded in having the FSP licence of Dynamic Wealth Management and that of the group’s stockbroking company withdrawn. 

Dynamic Wealth ran a number of unit trusts on the licence of Metropolitan Collective Investments. 

The FSB, which wanted to close Dynamic Wealth last year but faced an appeal against its decision to withdraw Dynamic’s licences, said in the appeal that it had lost faith in Dynamic’s management, because the company had contravened the law by running an illegal collective investment scheme, had treated its clients unfairly and caused them to lose money in the unregistered funds, and had failed to return investors’ money. 
The appeal, which upheld the FSB’s decision to withdraw the licences, was finalised late last month and Metropolitan was then expected to take over the investment management of the funds.  The notice published this week proposes that two categories of white-label funds be allowed.  One of the categories will cater for managers that are starting up and need to use the collective investment scheme licence of an existing manager before registering a scheme of their own. 
The other category will be for FSPs that have no intention of becoming registered managers in their own right, such as brokers who run their own funds. 
If an FSP has no intention of becoming a manager in its own right, its funds will be known as co-branded funds and will have to be “branded in the name” of the FSP and the unit trust company. 

The FSP and the unit trust company will be expected to enter into an agreement that stipulates that the unit trust company commits to running the portfolio as if it were its own, even though the FSP will be responsible for the investment management of the portfolio. 
The FSP will be prevented from entering into a similar agreement with another unit trust company. 

The agreement must make the unit trust company responsible for the portfolio if the agreement is terminated, stipulate that the unit trust company must identify itself and its role in the portfolio to you, the investor, and stipulate that the portfolio must be marketed under the company’s registered name. 
In the agreement, the parties will be expected to address all potential conflicts of interest. 

The second category of white-label funds, for FSPs who intend to become managers in their own right, will be called incubator portfolios, the draft notice proposes.  Full Report: http://www.iol.co.za/business/personal-finance/financial-planning/investments/co-branding-likely-for-white-label-funds-1.1104404
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Bid to have provident fund settle home loans fails

A group of 67 employees of newspaper group Avusa have been unsuccessful in an attempt to get their provident fund to settle their home loans, for which the fund provides security. 

This is one of a number of recent determinations by Acting Pension Funds Adjudicator Dr Elmarie de la Rey. 
The Avusa fund members took their complaint to the adjudicator when the fund rejected their application for their home loans from an Alexander Forbes product, HomePlan, to be paid off by the fund. 
The members argued that they were struggling to maintain their standards of living while having to repay the loans. By settling the loans from their retirement savings they would have more disposable income. 
The adjudicator determined that the fund was correct in its decision because it was only in cases where a member left the fund or had defaulted on a loan without any alternative of maintaining repayments that retirement savings could be used to repay home loans. 

Depending on the rules of your fund, the trustees of a fund may not take it upon themselves to decide whether your money should be held until retirement if you resign from the fund before retirement. 
The adjudicator has determined that complainant SKT was entitled to his benefits after he initially became a non-contributory member of the Mine Employees Pension Fund.  The fund had rejected his application for his benefits after resigning from his job because he failed to decide whether to take the money for six months after he resigned. 
The fund argued that the six-month restriction was in place because the South African Revenue Service is concerned that members who take withdrawal benefits some years after leaving service do so when their tax rates have reduced. 
Be careful that what you put into a divorce agreement is sustainable in law – or it may cost you a lot of money.  EWD and his wife spouse KLD were divorced in June 2002. In terms of their divorce settlement KLD was entitled to half of EWD’s retirement savings in the University of Cape Town Retirement Fund plus interest of 15.5 percent a year, which would have been paid out in terms of then legislation when EWD left the fund or retired. 
When the legislation was changed in 2007 allowing former non-member spouses access to retirement savings in terms of divorce agreements, KLD applied for her share to be transferred to another fund. 

However, in terms of legislation only the capital amount and not any interest could be transferred. EWD complained to the adjudicator that the refusal of the fund to pay the interest meant he would be personally liable for the interest, which he could not afford to pay. 
De la Rey agreed that the former spouse had a claim against EWD, but the fund could not be asked to pay the interest. 
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Pensioner's R112,635 removed from her bank account

DID you know that you could be a victim of fraudulent cash withdrawals and the bank could still blame you?

The banks will exonerate themselves by saying: "Sorry, we cannot be held liable because you have compromised your PIN or you are a victim of a phishing scam because you gave your online banking profile through the use of your security access details to a fraudster," even though you did not.
I just wish our National Consumer Commissioner could learn from New Delhi and place a strict liability on South African banks and hold them liable for fraudulent withdrawals.

Judge Ashok Bhan, India's consumer commissioner, ensured that banks in that country are liable for fraudulent or unauthorised withdrawals while clients are in possession of their cards at the time of a withdrawal.
Bhan said though a PIN is like a password and only known to the card holder, it does not mean that withdrawals cannot be made fraudulently.  Pensioner Niki Diale, 71 , had R112635 fraudulently withdrawn from her fixed investment account without her knowledge and authorization.
In January, Diale's money was fraudulently transferred from her account at Absa Bank to a fictitious account in the name of MMiale at Standard Bank.
A bank official later advised Diale to report the fraud at her local police station, which she did.

But 10 days later she had still not been refunded her money as was promised.
The transfer document in Consumer Line's possession shows that the name and surname of the financial service adviser and the signature were not appended on the transfer form, but Absa nevertheless processed the transfer.
Diale said the bank official who assisted her guaranteed that she would be given a refund.

The pensioner said she never withdrew money from her investment account because she was saving the money for her grandchildren.  Full Report: http://www.sowetanlive.co.za/helpline/2011/07/25/pensioner-s-r112635-removed-from-her-bank-account
Sowetan
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Staring down the retirement abyss

With salary replacement ratios already among the lowest in the world, South Africans are staring down the barrel of having to literally work to the grave.
It came as a shock this week to learn South Africans are saving less for retirement than they were only six months ago. With salary replacement ratios already among the lowest in the world, South Africans are staring down the barrel of having to literally work to the grave.
Why this is so concerning is that only 6% of South Africans will be able to retire at the same level of comfort as their last pay check allowed. And with lower saving rates, lower replacement ratios can be expected because the average replacement ratio drops 3% for every year of delay.

Old Mutual's latest Savings Monitor reports that over 1,000 metropolitan working households report their financial health at 5.7 out of ten, down significantly from 6.5 in November last year. This study is starting to concur with previous findings that only 46% believed that they had saved enough for retirement, despite 26% of them actually coming close to doing so. 
The rule of thumb is to have a 70-80% replacement ratio to still retire comfortably, the assumption being that expenses like mortgages and children will be lower in the sunset years, despite medical costs being higher. Taxes, of course, are also significantly reduced.
But the real bombshell comes from no-holds-barred research by Old Mutual's group economist, Rian Le Roux this week.
Never one to mince his words, and clearly a man who believes in saving for retirement and children's education from a very young age, Le Roux delivered research which laid it bare. Not only are South Africans saving too little (and also investing too little via private business), but investment returns themselves are due to be significantly lower at just 9-11% a year from the 16.5% before. 
The weighted 16.5% is achieved by considering the returns for shares, long-term bonds and cash for the 50 years from 1960, so the drop needs to be taken seriously.  Using a 35 year working life as a guide, those saving just 13% (like most do) at a 9% salary gain and 9% investment return at 6% inflation, will only get a 32% pension as a percentage of their last salary. To get up to 75% a full 30% would be needed!
The message is simple, yet clear - we all need to save more! But apart from that, once entering retirement, a clearer income growth plan needs to be embarked on. This is all too often forgotten about, and cash is not the way to do it, especially as people are living longer - a quarter of a year for every year since 1840, according to Cambridge research. In fact, living to be 100 is expected to become pretty commonplace, according to the experts.
The all share index with a multiple of 37 times since 1983 is, by a long way, still the best place to go when looking to grow an income, even for those in retirement.
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By Evan Pickworth
INTERNATIONAL NEWS

Lagos pensioners receive N2.2bn retirement bond

ABOUT 328 pensioner that retired from the employ of Lagos State Government have received their retirement bond certificates worth N2.2 billion.  Presenting the cheque to beneficiaries at Adeyemi Bero Hall, Alausa, Ikeja Secretariat, Governor Fashola said the presentation was in fulfillment of the government commitment to the welfare of workers in the state.
Fashola, who was represented by his Deputy,  Mrs. Adejoke Orelope-Adefulire, explained that so far the state had redeemed retirement bond worth over N3.5 billion to 649 retirees with the promise to pay additional N1.6 to another set of 240 retirees in the next four weeks.
He said the state government had to discontinue with the old method of Pay As You Go, (PAYGO) scheme because of the inherent bottlenecks that hindered retirees from having prompt  access to their retirement benefits.
Fashola stressed that, in order to demonstrate full commitment to the  scheme, government ensured that monthly contributions were made by the state government into employees’ retirement savings account.
He said: “The funds are set aside religiously as a first line charge along with salaries, and paid into the retirement bond redemption fund and a pension sinking fund account to ensure that anyone retirees, accrued pension rights made up of gratuity and pension entitlements due to the employee for years spent in state service under the old PAYGO which was discontinued are immediately credited into retirement savings.”
The governor, therefore, enjoined the pensioners to engage pension fund administrators in discussions that will enhance their investments for their benefit and that that of their dependants.

Also speaking, the Director-General, Lagos State Pension Commission LASPEC, Mr. Rotimi Hussain, said that the state government is the only state in Nigeria that has been consistent with issuance of bond certificates in line with the provisions of the Pension Reform Act 2004.
Hussain, explained that the ‘retirement bond’, which represents pension obligations made up of actuarially determined gratuity and pension benefits up to 31st March, 2007 saying that provision has already been put in place by the state government to fund the liabilities.
He explained that apart from the five percent of employees’ monthly wage bill statutory funding obligations created under the Lagos Pension Law for accumulation in the Retirement Redemption Fund Account, the state also created a sinking fund into which funds amass for funding of pension deficits.
While explaining the two exit options available to retirees in the contributory pension scheme, Hussain stressed that the Pension Act 2004 does not require Pension Fund Administrators, PFA to neither impose any option on the retiree nor coerce or influence the choice of the retiree between programmed withdrawal and annuity.
He said that where a retiree opts for the programme withdrawal plan, the benefit template is to be signed before the retiree begins to draw monthly pension, in line with arrangement with his PFA.
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By Miriam Ndikwanu

Softer Approach on Pension Problems

Head of Rhode Island's Fund Aims to Win Workers' Support

Standing before hundreds of state employees at a union meeting in late May, Gina Raimondo warned that Rhode Island's pension system could run out of money unless big cutbacks are made.

Then something unusual happened. The workers loudly applauded the 40-year-old Ms. Raimondo, who was elected in November to oversee Rhode Island's $6.4 billion pension fund. "This system as designed today is fundamentally unsustainable, and it is in your best interest to fix it," she said.
Across the nation, state officials wrestling with budget woes are pushing through cuts in public-sector pensions, saying there is no alternative to immediate financial pain. Ms. Raimondo, a Democrat, is taking a softer approach.
Instead of breaking ranks with labor allies to win a round of pension cuts now, as elected officials in New Jersey did recently, Ms. Raimondo has been trying for months to persuade workers, unions and taxpayers to support a top-to-bottom overhaul of Rhode Island's pension system that she says will fix the plan for decades to come.
If she succeeds, the tiny state will plug one of the most gigantic pension holes in the U.S. If she fails, the financial hole could get even deeper.

Rhode Island pensions are so generous that thousands of retirees now collect more than they ever received while working. The system's current assets cover just 48% of future obligations to workers, one of the nation's lowest funding levels.
Another nightmare: There are fewer current state workers paying into the Rhode Island pension system than retired workers collecting money from it. In comparison, the average pension system has 1.9 current workers per retiree, according to the National Association of State Retirement Administrators, a trade group for directors of statewide retirement systems.  Those numbers wouldn't necessarily be a problem if Rhode Island had socked away enough money to meet future pension obligations. For 50 years, though, state officials didn't follow actuarial standards on how much money should be set aside.
To keep the pension plan afloat, Ms. Raimondo, a former Rhodes Scholar, says Rhode Island might need to go even further than other states have in making pension changes. She has floated the idea of converting a portion of guaranteed pension payments into 401(k)-style accounts or suspending cost-of-living adjustments to retirees.
"In the private-equity world, everyone thinks: Get rid of pensions," she says. "I think there is a way to provide a defined-benefit plan that ultimately provides retirement security, but you are never going to get there if all you have is a polarized political debate. The very word 'pension' gets people excited, but this is math."
Rhode Island's smallest city, Central Falls, is expected to run out of money to make pension payments by October. More than 100 Central Falls workers are being asked to give back as much as half of their pensions or risk losing more if the city goes bankrupt. The Central Falls fund isn't part of the statewide fund overseen by Ms. Raimondo. Full Report: http://online.wsj.com/article/SB10001424053111904233404576465003932842770.html?mod=googlenews_wsj
The Wall Street Journal
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THE ECONOMIC WEEK AHEAD: Data to give clearer picture of SA’s recovery

Liquidation and insolvency figures for last month due today while produce price inflation expected on Thursday ECONOMIC data out this week will provide clarity on how fragile the economy’s recovery has been in the past couple of months.
The Reserve Bank kept the repo rate at which it lends to banks at 5,5% last week, although its inflation outlook has worsened since its last monetary policy meeting.
It said the inflation pressures had been offset by the "hesitant" nature of SA’s economic recovery since the 2009 recession.  One indication of how strong the economy is, particularly within the private sector, will be the liquidation and insolvency figures for last month, which are due today.

The number of liquidations plummeted in May, with figures showing a fall of 72,1%, from 384 to 107, over the same month last year. Voluntary liquidations were down 78,2%, from 354 to 77.
The figures may prove to have been a statistical oddity, but there is evidence that private companies are beginning to recover.
"It is very tough out there for businesses at the moment," Credit Guarantee economist Luke Doig says. "We are in the midst of the most difficult times and things are not getting better." 

Tomorrow, the Reserve Bank will release its leading indicator for the business cycle, which points to trends in the economy six to 12 months ahead. The indicator includes average hours worked per factory employee and job advertisements in a weekly newspaper.
"Looking this far ahead, and considering the number of factors that are expected to adversely affect domestic trade, the leading indicator can be expected to soften once more," says Brait economist Colen Garrow. 
In May manufacturing slowed while retail sales took a dive.

On Thursday, Statistics SA will release producer price inflation (PPI) figures for last month. These are expected to show a rapid rise in prices at SA’s factories, mines and farms, spurred mainly by a winter hike in electricity tariffs.
Bloomberg consensus forecasts predict a 3,9% monthly increase, up from 0,4% the previous month. Compared with June last year, PPI is likely to have risen by 7%, little changed from 6,9% in May.

On Friday the Bank will release data on private sector credit extension for last month. 

Borrowing by households and private companies rose by 5,18% in May compared with a year earlier. This is likely to have edged up to 5,3% in June, according to the Bloomberg consensus.

"In recent months, private credit has shown an erratic path," Citigroup economist Jean-Francois Mercier says.
"Generally, choppy lending to the corporate sector was responsible for that pattern, while growth in loans to households seems to have reached a plateau." 

Borrowing by households has been the main driver of credit extension during SA’s recovery from the recession.  Full Report: http://www.businessday.co.za/Articles/Content.aspx?id=149100
Business Day
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By Alistair Anderson

INTEREST NEWS
PRAVIN GORDHAN: Sovereign debt

European crisis prolonged by contagion will put SA at risk

LAST week, Italy became the latest casualty in the sovereign debt crisis that has engulfed the euro zone for more than a year and resulted in bail-outs from the European Union (EU) and International Monetary Fund for Greece, Ireland, and Portugal. What had been affecting countries among the euro-zone periphery had spread to continental Europe’s third-largest economy. 
This has cast a gloomy shadow on the rest of the globe. 

What are the implications for SA? 

Italy has the biggest sovereign debt market in the euro zone. 
The €1,9-trillion outstanding sovereign debt is three times that of Greece, Ireland and Portugal combined. Default would be a disaster for the global economy. The prospect of sustained stress in Italian and other euro- zone bond markets will increase risk aversion and potentially stymie Europe’s already weak recovery, transmitting the effects to SA and other parts of the world.
The crisis in Europe is the result of an unhappy mix of high fiscal and financial debt burdens and weak growth, and has been worsened by market uncertainty around their interaction and policy indecision. 
Martin Wolf, the chief economics commentator at the Financial Times, wrote last week that "the euro zone might be on the verge of a fiscal cum financial crisis that destroys not just the solvency of important countries but even the currency union and, at worst, much of the European project. These times require wisdom and courage among those in charge of our affairs." 
The current crisis is rooted in political disagreement over how to finance Greece’s debt burdens. 

The policy decisions EU leaders face are difficult, as they try to balance competing needs, including the incompatibility between ballooning euro-wide fiscal obligations and prudent domestic fiscal management. 
With EU governments facing higher funding demands, calls have grown for increased private sector participation in any solution through "haircuts" on sovereign debt. Despite strong opposition from the European Central Bank , which is concerned about the potential implications for access to its liquidity funding and the subsequent effects on bank balance sheets, private investor "haircuts" remain on the policy agenda as Europe struggles to find a solution. 
This has raised investor sensitivity to countries that might need to rely on EU financing to meet their debt obligations.  Countries which rely on debt financing are vulnerable to swings in sentiment, especially since panic spreads easily and confidence is hard to restore once it has begun to unravel. This helps to explain Italy’s predicament.
The complicated feedback loops between sovereign and banking debt compound the uncertainties around policy direction.  Rising government bond yields and a lack of appetite for government debt increases the risk of contagion and the probability that financial institutions will be affected. 

Higher government yields, or in a worst- case scenario government default (selective or otherwise), could trigger balance sheet losses at financial institutions in countries seemingly unaffected by fiscal problems. These include French and German banks that hold significant proportions of debt from Italy and Greece. 
SA’s direct economic exposure to those countries affected by current market turmoil is reasonably low. 

As a regional bloc, the EU is SA’s biggest trading partner, accounting for 22% of total exports. However, exports to Portugal, Ireland, Italy, Greece and Spain constitute just 5% of the total. 

Our financial institutions have limited exposure to foreign funding, only 5% of overall bank funding, which is a small proportion by international standards. According to the latest data from the Bank of International Settlements, the total exposure of SA’s banking system to Portugal, Ireland, Greece and Spain equates to just 0,4% of liabilities. 
The resilience of SA’s financial markets has been evident, with muted signs of stress over the past two weeks despite the events unfolding in Europe. 
Data from the JSE suggest that foreign purchases of bonds have slowed, but remain positive. Bond yields have risen by 0,1 to 0,15 percentage points (the yield on 10-year Italian bonds jumped by almost 1% in two days of trading) while credit default swaps indicate that the cost of insuring against default for five- and 10-year South African government debt has risen by about 0,1 percentage points to 1,36% and 1,77% respectively. 
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Coal strike starts

Workers in the coal industry have embarked on a countrywide strike, warning of "serious implications" for the economy if their demands are not met.

"It began last night... we have 150,000 workers taking part in this strike," said National Union of Mineworkers (NUM) spokesman Lesiba Seshoka on Monday morning.

"Our members are working underground in the coal mine industry -- they play the most important part in the coal chain."
NUM workers were demanding a 14 percent increase and Solidarity members a 12 percent raise.  The Chamber of Mines, which was negotiating in behalf of companies including Anglo Thermal Coal SA, Delmas Coal, Exxaro, Kangra Coal, Optimum Coal and Xstrata Coal, last week offered a revised 8.5 percent wage increase for entry-level employees and seven percent for other employees.
But Seshoka said this was not good enough.  "This strike action will have serious negative ramifications... the entire economy depends on electricity," he said.  While Eskom had said it had a six-week coal stock pile, the union understood that the electricity provider would not be able to function for longer than three weeks without these workers, Seshoka said.
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