
  

   

 
LEARNER GUIDE 

 
 
 

Unit Standard Title:  Investigate the need to provide 
financially for own retirement 

 
Unit Standard No:   114960 
 
Unit Standard Credits:   3 
 
NQF Level:    3 

 
 
 
 
 
 
 
 
 
This outcomes-based learning material was developed by Masifunde Training Centre with funding from INSETA in July 2014. 
The material is generic in nature and is intended to serve as a minimum standard for the industry. 
  
This material may be used and copied for your own personal use. This material may not be republished, nor may it be reverse 
engineered, translated, modified or used to make derivative information of materials without the express written permission of 
INSETA which can be obtained by contacting insetacallcentre@inseta.org.za. Short excerpts from the material may be 
reproduced without authorisation on condition that the source is indicated. 

Disclaimer 

Whilst every effort has been made to ensure that the learning material is accurate, INSETA and Masifunde Training Centre 
(Pty) Ltd take no responsibility for any loss or damage suffered by any person as a result of the reliance upon the information 
contained herein. 

 



114960 Learner Guide  

INSETA copyright 2014 

 

1

Table of Contents 

 

Section Page

 

Introduction 

 

2

Module 1: Role players in own pension provisioning  

 

4

Module 2: The needs of a pensioner in relation to lifestyle 

 

8

Module 3: Different avenues that exist for retirement funding and providing 

financially for one's retirement. 

 

17

Module 4: Assessing the adequacy of retirement provision 24

 

Module 5: Legal environment and avenues for assistance 30

 

 

 

 

 

 

 

 

 

 

 

 

 



114960 Learner Guide 
 

INSETA copyright 2014 

   

2

 

Introduction 

 

Retirement is the point where a person stops employment completely. A person may 

also semi-retire and keep some sort of retirement job, out of choice rather than 

necessity. This usually happens upon reaching a determined age, when physical 

conditions don't allow the person to work anymore (by illness or accident), or even for 

personal choice (usually in the presence of an adequate pension or personal savings).   

Most individuals do not realise the importance of saving until it is too late. With 

increased longevity because of better health care, most individuals cannot rely on only 

having their pension fund pay-outs to live off once they retire. For a great many South 

Africans, saving from an early an age as possible can make the difference between a 

comfortable old age and poverty. In this course we will be analysing the concept of 

retirement funding to provide a broad introduction to the concept of financial planning for 

retirement in order to assist clients to make an informed choice. 

 

Of the 94% of South Africans who do not have adequate pension provision, 16% make 

use of a monthly pension received from Government 

 

Purpose of the unit standard 

This unit standard introduces the concept of retirement funding and provides a broad 

introduction to the concept of financial planning for retirement in order to make an 

informed choice.  

 

The qualifying learner is capable of: 

 Identifying the role players in own pension provisioning. 

 Investigating the needs of a pensioner in relation to lifestyle. 

 Identifying the different avenues that exist for retirement funding and providing 

financially for one's retirement. 

 Assessing the adequacy of retirement provision. 

 Identifying the legal environment and avenues for assistance  
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Learning assumed 

to be in place 

Learners should be competent in 

 Communication at NQF Level 2 

 Mathematical Literacy at NQF Level 2 

 

Unit Standard 

Range 

The typical scope of the unit standard is: 

 Retirement annuities, pension funds and provident funds.

 Unplanned events such as retrenchment, mergers, 

change from one scheme to another, ill health, job 

hopping, death of a spouse, inflation, changes in 

economic policy. 

 Needs include financial needs. 

 Ancillary options at retirement include provision for 

dependents, guarantee periods and death benefits. 

 Pre- retirement ancillary options include death disability 

and withdrawal. .   

Unit Standard 

Essential 

Embedded 

Knowledge 

 

N/A 
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Section 1 

Identify the role players in own pension provisioning 

 

Learning Outcomes 

 

By the end of this module you will be able to: 

 Discuss the State pension system and give an indication of the benefits and 

conditions for qualification as a State pensioner 

 Discuss the role of the employer in retirement provision with reference to the 

implications of changing employment for pension provisioning 

 Discuss the role of the family and the community in retirement provision with 

reference to current trends 

 Discuss the responsibility of the individual to provide for his/her own retirement 

with reference to the limitations of State funding and the need to preserve 

retirement fund contributions 

 

SO1 AC1: The State pension system is researched and an indication is given of 

the benefits and conditions for qualification as a State pensioner.  

 

The older person’s grant (also called the ‘old age pension’) is intended to provide for the 

basic needs of older men and women who are deemed to be in need.  If you are a 

woman older than 60 or a man older than 65, you may get a monthly payment from the 

government called an old age grant.  

You must be a citizen or permanent resident of South Africa and living in South Africa at 

the time of applying for the grant, You cannot get the grant if you are in prison, living in 

a state institution (such as a state old age home), living in a psychiatric hospital, getting 

care from a state treatment centre, or if you are getting state care for a drug habit.  

Only people whose financial situation is below a certain level can get the grant. The test 

to decide this is called a means test.  
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The Means Test 

The financial position of the applicant is the most important factor if he/she wishes to 

receive a social grant. Only those whose income is below a certain level will get the 

grant. In determining whether an applicant qualifies for a grant, the income and assets 

of the applicant and spouse are assessed. This is called a means test. The means test 

changes every year and for the old age grant this depends on your income, whether or 

not you are married, and on the income of both you and your spouse if you are married. 

There are two ways of testing whether you qualify for an Older Person’s Grant. The 

department will look at how much you earn and what assets you own.  

 

The income threshold is: 

 Earnings of not more than do not go beyond a stipulated figure in a year for a single 

person; 

 Joint earnings (your income plus that of your spouse) of not more than a stipulated 

figure per year if you are a married person. 

 

The asset threshold test is: 

 Assets up to a stipulated value or less if you are a single person (the value of your 

home is not taken into account, as long as you are living in the dwelling); 

 Assets up to a stipulated value or less if you are a married couple (the value of your 

home, whether it belongs to you or your spouse, is not taken into account as long as 

you live in it). 

 

SO1 AC2: The role of the employer in retirement provision is discussed with 

reference to the implications of changing employment for pension provisioning. 

The most important fact is that the contributing member must be employed by an 

employer in order to belong to a pension fund or a provident fund; in other words there 

must be an employer-employee relationship. Legislation makes it compulsory for new 

employees to join the pension or provident fund of their employer, if they have such a 

scheme. 
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Contributions to a pension or provident fund are based on the employee's annual 

retirement funding income. The contribution is calculated on the retirement funding 

income earned from the employer and therefore other income, such as rental income 

and interest are excluded. 

 

The main difference between these retirement funds is how you receive your fund 

benefit at retirement. 

If you are a member of a pension fund, you may elect to receive up to a third of your 

retirement benefit as a cash lump sum, with the remaining two-thirds being paid 

monthly. This monthly income will be taxed at your average rate of taxation in 

retirement. If no cash lump sum is taken, your full benefit will be paid monthly, resulting 

in a higher monthly pension. 

If you are a member of a provident fund, you can choose to take your entire retirement 

benefit as a lump sum. A portion of this may be tax-free, but you will be taxed on the 

portion which is not exempt from tax. 

 

The Institute of Retirement Funds (IRF) highlights that with pending changes to 

legislation, without legislating any provision for compulsory contributions to retirement 

funds or compulsory membership, employers may in fact close funds and opt to allow 

their employees to use retail schemes for retirement savings on a voluntary basis. 

Should the employer be taken out of the equation and it is left to the individual 

employee to voluntarily decide how much to contribute to retirement savings, what is 

likely to happen is that younger employees may save too little for retirement and as 

older employees may be left destitute for not adequately providing for their retirement 

savings when they were young. 

 

Another concern relates to the provision of insured risk benefits. Many employers/funds 

offer group death and disability benefits to their members/employees through the 

retirement fund vehicle. If employers withdraw their participation from retirement funds, 

then the group policies could be terminated too.  
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The implications of changing employment on pension provisioning 

Reg Thomson, national sales manager for Investec Management Services, says if you 

resign from your job before reaching retirement age, you can choose between five 

options on what to do with your pension or provident fund: 

 Withdraw the full amount in cash and pay tax on it. This is far from the best 

option because you may end up spending the money that you have put aside for 

your retirement. 

 Leave the proceeds in your former employer’s fund and get paid a pension when 

you retire. This is not very popular because most people prefer to cut ties with 

their last employer. 

 Transfer the proceeds to your new employer’s retirement fund. This is also not so 

commonplace because people prefer to keep a degree of control over their 

money — you have no say on where your new employer’s retirement fund is 

invested. 

 Buy a retirement annuity. This was the route traditionally taken by most people 

until the advent of preservation plans. 

 Buy a preservation plan, sold by a life assurer or a linked-products company. 

 

SO1 AC3: The role of the family and the community in retirement provision is 

discussed with reference to current trends. 

 

The role of the community and family in retirement planning 

The following also play a role in retirement provision: 

 relatives 

 friends 

 community leaders and churches  

This they do through the provision of support facilities to enable a smooth transition into 

the retirement stage and continued support thereafter: 

 family might provide financial support to the retiree through the provision of 

o food 

o shelter 
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o clothing 

o paying for medical costs 

 friends will also lend a hand should any need for financial support be needed 

 the community also helps the retired through provision of 

o food parcels 

o basic homecare 

 

SO1 AC4: The responsibility of the individual to provide for his/her own 

retirement is discussed with reference to the limitations of State funding and the 

need to preserve retirement fund contributions 

 

Most people find themselves reaching retirement without having done any preparation 

or planning. The most of us strive to have financial independence at 

retirement. Research has shown that only 3 out of every 10 South Africans can retire 

financially independent at the age of 55 or 65.  

 

The rest will have to rely on government pension scheme’s or be dependent on other 

members of their families to support them at old age, the majority will work till death 

even if they are old and ill. After working actively for years, we are sure without a doubt 

you earn the reward to retire financially independent. Precise and accurate financial 

planning will lay a platform for you to build your future the right way. 

 

The Finscope survey indicated less knowledge on special retirement terms like: 

 Retirement age  

 retirement planning  

 Retirement annuity or income  

 Pension fund preservation  

 Tax savings on retirement contributions  

 Lump sum injection  

 Fund transfer options 
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Limitations of State Funding 

 limitations in terms of qualification rules (amount of assets you have and income 

threshold) 

 limitations in what is paid out (becomes insufficient compared to the standard of 

living) 
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Section 2 

Investigate the needs of a pensioner in relation to lifestyle 

Learning Outcomes: 

By the end of this module you will be able to: 

 Interview a pensioner and a working adult of similar age in order to compare 

their basic needs 

 Compare the needs of a pensioner and a younger working adult in terms of 

lifestyle and attitudes to retirement funding 

 Discuss reasons why it is necessary to plan for retirement funding with reference 

to the power of compound interest, unplanned events, inflation and earning 

power. 

 

SO2 AC1: A pensioner and a working adult of similar age are interviewed in order 

to compare their basic needs 

 

Pension income versus Working Income 

A pensioner and a working adult of similar age have diverse needs with regards to their 

upkeep and needs requirements. This relates to lifestyle and pure financial needs. In 

this regard it becomes necessary to plan for one’s retirement. 

 

We need to differentiate in economic terms between a pension based income and a 

gainful revenue stream. 

 

Lifestyle needs 

A pensioner who has not made adequate retirement provision will spend money mainly 

on necessities, like food, housing and transport. He will need to lower his standard of 

living. 

 

A working adult has more extensive lifestyle needs, for example, he needs to dress 

professionally and has expenses related to his job. A working adult will spend more 
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money on luxuries because he is still earning a working income. At this point, he has 

not confronted the necessity of adjusting his lifestyle. 

Of course, if he makes sufficient provision for retirement funding, he may not need to 

change his lifestyle. 

 

Pension based income stream  

After the one third cash lump sum payment is made on retirement maturity, the 

remaining two-thirds is used to purchase an annuity. This annuity will pay a monthly 

amount to the pensioner for general living expenses. 

 

Revenue stream 

A working adult has a revenue stream from the wage he is earning.  

Both pensioners and working adults may have additional income sources from rental 

properties, dividends and interest on investments. 

 

SO2 AC2: The needs of a pensioner and a younger working adult are compared 

in terms of lifestyle and attitudes to retirement funding. 

 

It would be amiss if we did not examine the LSM (Living Standards Median) for these 

two distinct categories. 

 

Pensioner  Considerations & Assumptions 

Pensioner households spend the largest component of their pension on food.The next 

largest categories of expenditure are housing and transport. 

 

LSM 

Overall spending on 'necessities' (housing, fuel, food, clothing, household goods and 

services and travel) accounts for nearly three-quarters of the expenditure of pensioners 

living alone and over two-thirds of other pensioners in pensioner-headed households. 

These pensioners have a lower standard of living in these terms than non-pensioners 

who spent 62% of their income on necessities (and 38% on luxuries).  
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Statistically speaking 

Pensioners' average total expenditure compares to non-pensioners and, as would be 

expected, a higher proportion goes on items such as food (26% compared to 20%) and 

fuel (10% compared to 5%). Most of the difference in total expenditure was accounted 

for by higher expenditure by non-pensioners on leisure services, motoring, household 

goods and housing. 

 

Views on retirement funding 

As can be expected, the younger the person is, in the prime of life and healthy, the less 

they think towards retirement funding. The common view is that “there’s plenty of time 

for that”. As a young working adult begins to take on more responsibilities e.g. buying a 

home, starting a family, consolidating a career and income, the more pro-active s/he 

becomes in planning for retirement. 

 

SO2 AC3: Reasons why it is necessary to plan for retirement funding are 

discussed with reference to the power of compound interest, unplanned events, 

inflation and earning power  

 

Power of compound interest 

The sooner one starts saving for retirement, the better. Time is of the essence to grow 

your retirement investment through the power of compound interest. Compound interest 

is the interest earned on a sum of money which is then paid into the account so that 

interest is calculated on the sum plus the interest on that sum i.e. the interest is not 

taken out and spent but left with the capital amount, so it compounds or accumulates 

all the time. 

 

E.g.  Michael invests R2 000.00 at a fixed interest rate of 10% p.a. compound interest 

for a period of 4 years. 
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Year no. Principal Interest  

1 R2000 10% of R2000 = R200 

2 R2200 10% of R2200 = R220 

3 R2420 10% of R2420 = R242 

4 R2662 10% of R2662 = R266.20 

Final Amount R2928.20  

 

Interest = R2928.20 – R2000  = R928.20 

 

So the future value of R2000, due in 4 years time at 10% interest p.a. is 

R2928.20.Alternatively, the present value of R2928.20 due in 4 years time at 10% 

interest p.a. is R2000. 

 

There is a formula which is used for compound interest:  

 

A = P(1 + r/100)n 

 

Where  A is the amount at the end of the investment period 

             P is the principal that is invested at the beginning of the period 

             r is the rate in percentage per annum 

             n is the number of periods ( not necessarily years) 

 

Let’s use the formula to calculate Michael’s interest. 

           P = R2000      r = 10    n = 4 

 

           A = P(1 + r/100)n 

                   = 2000(1 + 10/100)4 

                     = 2000(1,1)4                     = R2928.20 

 

His investment amounts to R2928.20. 
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His interest earned is R2928.20 – R2000.00 = R 928.20 

 

In compound interest calculations, the interest can be compounded half-yearly, 

quarterly, monthly, weekly or even daily. This means that the amount will grow very 

rapidly. This is good news if you are investing money and accumulating interest but very 

bad news if you have borrowed money.  

 

Unplanned events 

Retirement planning can be interrupted by unforeseen events like 

 Disability  

 Health  

 Death 

 Retrenchment 

 

When retirement planning is interrupted earlier, it means that the fund will not be 

adequate for future retirement needs. 

 

Inflation 

We have already touched on present and future values in our compound interest 

calculations. Let’s have a look at them in more depth now. 

We all have a concept of the current value of money and the cost of items. If nothing 

changes, we will also understand the future value of money because that will be exactly 

the same as today’s values. But, is it?  No, definitely not. Why? 

 

Inflation is probably the biggest contributor to the different values. We do not want to 

discuss what causes inflation in this module but rather what the impact of inflation (or 

different values of money at various time intervals) will be. 

 

Inflation may be described as a constant rise in the general level of prices throughout 

the economy.  It is caused when the money supply is allowed to increase at a faster rate 
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than increases in the production of goods and services, or at a faster rate than can be 

absorbed into the production of goods and services. Inflation is normally shown as a 

percentage.  For example, we might hear that inflation this year is 10%. What this 

means, is that if a basket of food costs you R200 last year, this year it will cost you 10% 

of R200 more. That means the same food basket will cost R220 this year. 

 

The effect that inflation has is that the price of items increases every year. If inflation is 

10% and a TV costs R 1 000 this year, then that very same TV will cost R 1 100 next 

year. Had there been no inflation, then that very same TV will cost R 1 000 in 10 years’ 

time. If we needed to replace the TV in 10 years time, we need to put away R 100-00 

every year (even under the mattress!) to have R 1 000 in 10 years to buy the TV at that 

price. 

 

Inflation occurs at different rates for different items. That means that I have to provide 

more to buy the same items that I can buy today at a lower price. 

 

Example 

If the TV costs R 1 000 today and someone plans to buy the TV after ten years, 

knowing that the price of the TV will increase at the inflation rate of 10%, then that 

person will have to provide R2 593-74 at that time to purchase the TV. Saving R 100-00 

per annum will not get to the capital amount needed to buy the TV. This will only give R 

1 000-00 (ignoring any interest earned) – perhaps a deposit on the TV.However, if I 

have R 1 000 today and I can invest that a growth rate equal to the inflation rate, I shall 

have enough to buy the TV cash after 10 years. 

 

The above example gets more complex the moment that the interest rate (or growth 

rate) is different from the inflation rate. This results in me having either more money or 

less money after 10 years. If the growth rate is higher than the inflation, then I will have 

more money than what I need to buy the TV. If the growth rate is lower than the inflation 

rate, then I will not have enough money to buy the TV cash. 
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Inflation causes ‘inflated’ future values. Very few people can comprehend the 

purchasing power of future values in present realities. An example will be the purchase 

power of an endowment policy in present economic terms. However, if the future value 

is discounted to present values, it makes more sense.  

 

To be able to compare values when working into the future on financial planning, we 

need to convert all values to either present values or future values before comparing. It 

is often better to work in present values because we can relate to present values better 

than to future values. 

 

Example 1 

If I plan to sell my house when I retire in 15 years time, what can I expect to get for the 

property if it is worth R400 000 now and inflation runs at 8% over the term? 

 

Present value: P = R400 000        r = 8    n = 15  

 

 A = P (1 + r/100)n 

     = 400 000 (1 + 8/100)15 
        = R1 268 867 

So the future value of the house is R1 268 867 

 

Example 2 

What will the present purchase power be of R 1 million from a maturing policy 20 years 

from now, if inflation is calculated at 7% p.a.? 

 

Future value: A = R1 000 000      r = 7    n = 20 

P  =        A        .               

         (1 + r/100)n  

    =    1 000 000    

          (1 + 7/100)20 

    =   R 258 419 
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So the present value of R1 million rand in 20 years is R258 419. 

 

Now you can see how important it is to take inflation into account when planning for 

your retirement. 

 

Earning power 

Earning power is not static. It may increase or decrease depending on macro-economic 

factors and the current economic climate. This change in earning power may also 

impact on your retirement planning. 

 

 

Survey shows how much you need to put away 
June 2 2013 at 12:10pm  

By Bruce Cameron 

 

 
PF 

Illustration: Colin Daniel 

There are many different views on the size of the pension – expressed as a percentage of your 

final salary – that you will need to survive financially in retirement. However, it is clear that most 

retirement fund members are way off the mark, judging from the views expressed by fund 

trustees, fund members and pensioners in the latest Sanlam Benchmark Survey. 

One of the important factors the survey addresses is the various role-players’ perceptions of 

what is sufficient money on which to retire. 
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According to the survey, only 30 percent of pensioners believe they have sufficient money to 

sustain their income in retirement. This serves as a major wake-up call for all those who are still 

– one hopes – planning for retirement. 

Unfortunately, the survey found that most people do not plan for retirement; very few display 

much interest beyond making some choices on joining a fund, and then assume they will be 

okay when they reach retirement. 

According to the survey, one in five members of occupational funds said they experienced 

difficulty in filling in forms that asked them to choose a fund and an investment portfolio, while 

one in three members said they did not have sufficient knowledge to select an option. And nine 

in 10 members never review the decisions they made when they joined the fund. 

The survey underscores the fact that most people are simply not going to have sufficient money 

to retire financially secure. 

The most commonly accepted measure of how much money you will need in retirement is your 

replacement rate or ratio (RR for short). 

An RR is the percentage of your final salary that will be replaced by your pension. For example, 

if you earn a monthly pensionable salary (basic pay without allowances, such as a car 

allowance) of R10 000 and you receive a pension of R7 500, your RR is 75 percent – and 75 

percent is the RR that many retirement funds target, based on fund membership of 40 to 45 

years. 

Although it is fairly simple to define an RR, calculating it is something else altogether. The 

calculation takes many factors into consideration, including: 

* How much you earn; 

* How much your save towards retirement; 

* How much your employer contributes towards your retirement savings; 

* The investment returns earned by your savings; and 

* The type of annuity (pension) you buy at retirement. 

An RR calculation assumes that you will not cash in your retirement savings along the way and 

that you will not take one-third of your retirement savings as a cash lump sum at retirement. 

The Sanlam survey found that trustees of employer-sponsored retirement funds believe that 

people who earn less than R10 000 a month at retirement can maintain their standard of living 

with an RR of 76 percent, whereas those who earn more than R10 000 a month require an RR 

of 73 percent. 
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Decision-makers of umbrella funds believe that people who earn less than R10 000 a month at 

retirement require a minimum RR of 64 percent, while those who earn more than R10 000 a 

month require an RR of 58 percent. 

However, the RRs provided by the trustees and decision-makers differ from those that the 

pensioners surveyed believe are required. The pensioners believe that people who earn less 

than R10 000 need less in retirement, whereas those who earn more than R10 000 require 

more, percentage-wise. 

Pensioners believe that people who earn less than R10 000 a month should be able to maintain 

their standard of living with an RR of less than 68 percent, and an RR of 52 percent will provide 

the minimum income required to survive. 

They believe that people who earn more than R10 000 a month at retirement require an RR of 

79 percent to maintain their standard of living or an RR of at least 63 percent to survive 

financially. 

Actuary Willem le Roux, an investment consultant at Simeka Consultants & Actuaries, says the 

reasons for the view that those who earn R10 000 or less require a lower RR could be because 

of dependence on family and children in old age and on the state old-age grant. 

Le Roux says that nearly everyone in the retirement industry has been using an RR of 75 

percent as a rule of thumb. 

He says there are good reasons for accepting that pensioners can get by on a lower income. 

These reasons include: 

* Pensioners no longer have to save for retirement; 

* Income tax rates are lower after the age of 65, and people over 65 may be in lower tax 

brackets because they receive a lower income; 

* Pensioners normally have no debt to repay; and 

* Pensioners do not have employment-related expenses, such as transport costs. 

However, Le Roux says, pensioners do face additional medical costs, and their hobbies in 

retirement can affect their income needs. 

The opinions of the various role-players, apart from the pensioners, do not reflect the reality of 

the data provided by the retirement funds surveyed. This reality was detailed by Danie van Zyl, 

head of guaranteed investments at Sanlam Structured Solutions. 

Currently, after the deduction of costs and group life assurance premiums, total member/ 

employer contributions to non-union retirement funds is 11.98 percent of pensionable salary. 

This is slightly down on the average of 11.99 percent for the past five years. 
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At this contribution level, the RR will be only 57.4 percent, which is nowhere near the 75 percent 

most funds say they target. And importantly, this assumes: 

* An investment return of 5.5 percent above inflation; 

* That the member will withdraw no money over the 40 years of saving for retirement; and 

* No amount is taken as a cash withdrawal at retirement. 

Van Zyl says that to achieve an RR of 70 percent, you and your employer have to contribute the 

equivalent of 14.6 percent of your pensionable salary over 40 years. This translates into having 

a retirement lump sum equal to 12 times your last annual pensionable pay cheque. 

Only 41 percent of retirement funds provide members with the RR targeted by their fund. 

However, this is up from 35 percent four years ago. 

The RR that your fund targets will probably not be your personal RR. Your RR will be dictated 

by factors such as: 

* How long you have been a member of your existing fund; 

* Whether or not you preserved the savings you accumulated in funds to which you belonged 

previously; 

* Your retirement age; 

* The returns earned by your savings; and 

* What money you have saved outside of your occupational retirement fund – for example, in a 

retirement annuity. 

The main point of the Sanlam survey is that it shows that, in all likelihood, you are not on course 

to retire financially secure – and you need to do something about that now, whether you are 20 

or 60. 

Review your savings situation regularly 

Everyone who is saving for retirement needs to know the following on a regular basis: 

* Your replacement ratio/rate (RR) as a member of an occupational retirement fund. Your fund 

should provide you with this information. 

* Your RR if you take into account your occupational fund savings plus any other retirement 

savings you may have. 

Danie van Zyl, head of guaranteed investments at Sanlam Structured Solutions, says that, to 

achieve an RR of 70 percent, as a rough guide you need to save an amount that is double your 

annual pensionable salary after 10 years of contributing; four times after 20 years; seven times 

after 30 years; and 12 times after 40 years. 

* What additional savings you need to make to achieve your required RR. This can be done by 

increasing your savings to an occupational retirement fund to the maximum of 7.5 percent or by 
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investing in a retirement annuity (up to 15 percent of your total taxable income less your 

pensionable income is tax deductible). 

Most people will need the regular assistance of a financial planner (go to an accredited Certified 

Financial Planner) to get this right and to balance their retirement savings with their other 

financial requirements, such as risk life assurance against death, disability and dread disease. 
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Section 3 

Identify the different avenues that exist for retirement funding and 

providing financially for one’s retirement 

 

Learning Outcomes: 

 

By the end of this module you will be able to: 

 Explain the concept of voluntary and compulsory pension provision with 

examples 

 Research an organisation’s retirement fund and present the benefits and 

conditions diagrammatically 

 Explore three alternative forms of saving for retirement and give an indication 

of the benefits and conditions of each  

 Compare the different forms of retirement funding and give an indication of who 

would be most likely to select each form of retirement funding  

 Identify different benefits at retirement with reference to ancillary options and 

benefits 

 Identify pre-retirement benefits with reference to ancillary options and benefits 

 

SO3 AC1: The concept of voluntary and compulsory pension provision is 

explained with examples. 

 

Retired workers support themselves either through pensions or savings. In most cases 

the money is provided by the government, but sometimes granted only by private 

subscriptions to mutual funds. In this latter case, subscriptions might be compulsory or 

voluntary. In some countries an additional "bonus" is granted una tantum (once only) in 

proportion to the years of work and the average wages; this is usually provided by the 

employer. One can thus differentiate between voluntary and compulsory pension as 

follows: 
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Voluntary pension: The client chooses to have a pension fund and usually pays the 

whole premium him/herself. 

 

Compulsory pension: The client is usually employed at a company who contribute to 

the pension fund, and is thus the employer makes it compulsory for the employee to 

have a pension fund. 

 

SO3 AC2: An organisation's retirement fund is researched and the benefits and 

conditions are presented in diagrammatically. 

 

Study Old Mutual retirement fund outlined below. 

 

Old Mutual Unit Trusts Retirement Annuity Fund (OMUTRAF) is a unit trust-linked 

retirement annuity that enables you to invest in Old Mutual unit trusts for just R500 per 

month. 

 Investment minimum just R500 per month. 

 Invest a lump sum, make regular payments on a monthly basis, make ad hoc 

payments or opt for all three, with no penalties. 

 Access to the full range of Old Mutual’s unit trust funds. 

 Structure your retirement portfolio to meet your personal retirement needs. 

 Access your portfolio 24/7 in our secure online environment, where you can 

manage your investment at any time. 

 Switch all or part of your portfolio to another of Old Mutual's unit trusts. 

 Retirement annuity contributions are tax deductible. 

 Any capital appreciation in the value of your units is currently tax free*. 

 Option to invest online or through your adviser or broker. 

 

Contributions to retirement annuities are tax deductible annually to the greater of: 

 15% of non-retirement funding taxable income 

 R3 500 less allowable pension fund contributions 

 R1 750 
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SO3 AC3: Three alternative forms of saving for retirement are explored and an 

indication is given of the benefits and conditions of each 

 

Study the following two forms of saving for retirement provided by Old Mutual and 

identify the benefits and conditions of each. 

 

Old Mutual’s Fairbairn Capital Retirement Annuity 

Consider this option if you have a lump sum of R100 000 to invest and want access to a 

variety of unit trusts across the board. 

 Access to a comprehensive spread of underlying investment options managed 

my leading asset managers. 

 Investment minimums from R100 000 lump sum, R10 000 additional investment 

and R2 000 scheduled investments. 

 You may choose up to ten funds from which to structure your portfolio. 

 You may invest directly into the funds of your choice or phase in your capital via 

the Call Account over three, six, nine or twelve monthly instalments. 

 Tailor your portfolio to suit your investment objectives by switching between 

funds (subject to terms and conditions of the funds available at the time). 

 A maximum of 75% of your capital can be invested inequities. 

 Contributions are deductible from taxable earnings, subject to legislative limits. 

 In the event of ill-health or proven permanent disability, you may be entitled to 

an early retirement from the fund. 

 On retirement, from age 55, you are allowed to withdraw a lump sum up to a 

maximum of one third of the value of your investment. A portion of the lump sum 

may be tax-free. 

 Your contract may not be ceded as security. 

 You may nominate beneficiaries but the trustees are obliged to meet the needs 

of your dependants before favouring your beneficiaries. 

 Should you die, your investment does not form part of your deceased 

estate provided no lump sum is taken. 
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 No loans are allowed. 

 

Old Mutual’s Retirement Plan 

Your company pension on its own may not be enough and you can't rely on the state's 

basic old age pension. There's always likely to be a shortfall between the amount you 

receive and the amount you actually need for a comfortable retirement. 

 Save R150 per month or more. 

 The minimum investment term is 10 years. 

 Old Mutual will invest your money in its Smoothed Bonus Portfolio which aims to 

deliver inflation-beating returns. 

 Access to your investment from age 55. 

 You may take up to one-third of your investment in cash, with the balance being 

used to buy a living annuity. 

 You can take six "premium holidays" during the life of your Plan. 

 Your monthly premiums will be increased automatically each year although you 

have the option to opt out of this increase in any year. 

 No medical examination is required and no health questions need to be 

answered. 

 You enjoy tax relief on your monthly premiums - with certain limits. 

We have arranged the independent provision of Family Support Services. Access to 

these services is in addition to your insurance policy benefits. Changes may be made to 

the Family Support Services in future, if necessary. Terms and conditions apply. 

 

The following Family Support Services are available from independent service 

providers: 

 Health Support - Telephone access to health advisers for assistance with health 

queries. 

 Trauma, assault and HIV treatment - Assistance and treatment following 

assault (e.g. rape, hijacking, child abuse), accidental exposure to HIV or other 

kinds of trauma. 
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 Emergency medical response - Advice, emergency treatment and 

transportation to an appropriate medical facility. 

 Legal Support - Telephonic assistance with a wide range of legal issues. 

 

SO3 AC4: The different forms of retirement funding are compared and an 

indication is given of who would be most likely to select each form of retirement 

funding.  

 

When we talk about retirement funds we mean either: 

 Retirement annuity funds; or 

 Pension funds; or 

 Provident funds  

 

Retirement Annuity Funds 

With a retirement annuity fund, a person can arrange his or her own pension without his 

or her employer being part of the scheme. Even a person who has no job, or has his or 

her own business can be a member of a retirement annuity fund. A member of a 

retirement annuity fund pays all the contributions by him- or herself, is the only one that 

gets any tax benefit on the paid contributions and also is the only one who gets a tax 

benefit when s/he retires. An employer can make no contribution and will receive no 

benefits from a retirement annuity fund, even if one of its own employees is a member 

of the fund. 

 

Pension & Provident Funds 

A pension or a provident fund is very different. If a person does not have an employer, 

s/he cannot be a member of a pension or provident fund. Employers have a very 

important role to play in pension and provident funds 

 

Regulations 

People who work in the retirement funds field come from many different walks of life. 

 The human resources (personnel) department of a big company. 
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 Brokers who work as advisers and/or administrators. 

 Trustees who have been elected or nominated to the management  

board.  

 The employee benefits department of an insurance company. 

 The member benefits department of a trade union or industry  

federation.  

 The human resources (personnel) department of a government,  

municipal or government registered organisation or institution. 

 

It is likely that each person will be dealing with one or more different type of fund.  

The people who wrote the Pension Funds Act realised that there were different types of 

retirement funds and thus put different rules in for each one of them. 

These rules differ in the way that the funds are established and administered, as well as 

in the types of reports that have to be sent to the Registrar of Pension Funds. Reports 

are sent to the Registrar so that he or she can ensure that the funds are being 

administered properly. 

 

It is the responsibility of the Registrar to make sure that the members' retirement 

benefits are kept safe by the people who are running the funds. 
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Fund comparisons 

 

Introduction 

For pension, provident or retirement annuity funds to be registered by the Registrar of 

Pension Funds, and approved by the Receiver of Revenue, there are some conditions 

that the funds must meet. 

 

The table 1.1 provided is brief so that you can use it for reference purposes. Because of 

this, we have provided you with explanatory notes that you can glance at before 

studying the table 1.1. These notes will explain what some of the things in the table on 

the previous page means. 
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Eligibility 

In a pension or provident fund, membership is compulsory for all new employees who 

qualify according to the rules (that is, are eligible); which is to say that the rules will 

probably have an age limit for membership. For example, the rules may state that all 

new employees under the age of 55 must join the fund, but new employees over the 

age of 55 may not join. This is what is meant by the term "stated categories of 

employees". 

 

Benefit Description 

There are major differences between defined benefit funds and defined contribution 

funds. Briefly: 

 Defined benefit funds base the benefits they pay on salary and service; and 

 Defined contribution funds base the benefits they pay on the amount of 

contributions paid and the interest earned on the investment of the money. 

 

Cash Option 

This is the main difference between a pension and a provident fund. 

In a pension fund, only one-third of the benefit at retirement can be taken as a cash 

lump sum, the rest must be used to buy a pension. 

In a provident fund, the full benefit can be taken in cash. 

A retirement annuity fund functions in much the same way as a pension fund. 

 

SO3 AC5: Different benefits at retirement are identified with reference to ancillary 

options and benefits 

 

It is important to understand what ancillary benefits are. Ancillary benefits are 

complimentary or additional benefits that are seen as value adding features of a policy. 

There is no distinct list of ancillary benefits. It is determined by the nature of your core 

product. Therefore, ancillary benefits can be any benefit that can be added onto this 

product, sometimes an extra cost and sometimes not.  
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To bring this into perspective we need to understand exactly what it is, in terms of life 

insurance. The following are examples of ancillary benefits:  

 Dread disease cover  

 Debility cover  

 Critical illness cover  

 Income replacement cover  

 Funeral benefits  

 

And any other 'extra' benefit apart from the core benefit of your product.  

This is the same with retirement products and would depend on the product selected.  

 

SO3 AC6: Pre-retirement benefits are identified with reference to ancillary options 

and benefits 

Many retirement funds now also include other additional features (ancillary benefits), 

like the early payment of the benefits if any of the following should happen to a 

member: 

 Ill-health 

 Physical disability caused through accident or 

 Death 
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Section 4 

Assess the adequacy of retirement Provision 

 

Learning Outcomes 

 

By the end of this module you will be able to: 

 Compare the situations of three people who have been pensioners for 5 years or 

longer and make a decision as to whether pension provision in each case is 

adequate 

 Explain how unplanned events can influence the amount of pension a person will 

receive with reference to case studies 

 Explain the effect of inflation on a post retirement pension and illustrate it 

graphically 

 Discuss the implications of retiring early at 50, 55, 60 and normal retirement age 

and indicate the implications of being retrenched, changing work and ill health 

during the last 10 years of working life with reference to case studies 

 Make a decision about own retirement funding 

 

SO4 AC1: The situations of three people who have been pensioners for 5 years or 

longer are compared and a decision is made as to whether pension provision in 

each case was adequate.  

 

Study the Sanlam survey about pension fund inadequacy. The survey also identifies the 

reasons why pensioners find pension funds inadequate. 

 

SANLAM SURVEY 2010 – FINDINGS ON PENSIONERS 

In addition to the 300 trustees and Principal Officers polled in the 2010 Sanlam Survey, 

this year 754 active fund members and 250 pensioners who used to contribute to 

retirement funds were also polled. The findings regarding the pensioners are 

concerning. Some of the critical findings regarding them are as follows: 



114960 Learner Guide 
 

INSETA copyright 2014 

   

32

 

 60 percent of pensioners polled revealed that they did not have sufficient savings 

to last them the rest of their lives 

 70 percent of pensioners are seriously concerned that that their funds may run 

out 

 30 percent of pensioners experienced a shortfall between their monthly income 

and expenses resulting on cutting back on non-essentials and as a result 54 

percent have been forced to find additional sources of income 

 50 percent of pensioners polled still supported dependants including spouse, 

children or other family members financially dependent on the pensioner so 

further adding to their financial burden 

 29 percent of pensioners still had debt after their retirement 

 

Furthermore pensioners underestimated the severe financial strain that having to cater 

for medical aid costs would have on them. Although the number of funds providing post-

retirement medical aid benefits sits at 25% in 2010, none-the-less 75% of funds do not 

provide this benefit. Of the pensioners polled only 33 percent stated that they took 

medical aid costs into consideration when planning for retirement. The bottom line is 

that active members are just not seeing that they will have to spend a large proportion 

of their income in retirement on medical aid or alternatively do without it at the stage of 

their lives when it is actually required most. 

 

The risk of early retirement is also impacting negatively on pensioners as it can have 

severe financial implications. While most active members advised that they considered 

age 60 as the ideal age to retire, 39 percent of pensioners polled advised that they 

retired earlier than this and of these 29 percent were forced into retrenchment  and 31 

percent retired early due to disablement. Of these early retirees 19 percent advised that 

their pension was less than they had expected and 14 percent advised that they had 

had to utilize their lump sum payout to settle debt leaving no savings and effectively no 

income to live off. 
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The 2010 Sanlam Survey has highlighted some very disturbing trends regarding 

pensioners who have retired from a retirement fund in South Africa. 

Bill Lane-Mitchell, Maxim Consulting Division, examines some of these issues. With 

hindsight 51 percent of pensioners advised that financial advice on retirement should be 

sought 20 years before retirement. But in practice only 24 percent did in fact seek 

financial advice at this time of their lives. Furthermore 23 percent of pensioners sought 

advice five years prior to retirement and 21 percent only at retirement. 

The clear message is that retirement fund members are going into retirement without 

having saved enough, without having saved for long enough and in many instances are 

compounding this by retiring too early and not taking into account fundamental costs 

that they will have to incur in retirement. 

Source: www.maxiweb.co.za 

 

SO4 AC2: Unplanned events that can influence the amount of pension a person 

would receive are explained with reference to case studies. 

 

Personal and family risks - Changes in your life or the life of a loved one that could 

impact your retirement income stream 

 longevity – running out of money 

 Employment- not finding employment to supplement retirement income due to 

one’s age. Also, retrenchments and early retrenchment (due to disability or 

company closure) might affect one’s retirement income. 

 death of a loved one – having to contribute towards funeral costs and taking over 

their responsibilities e.g. grandchildren 

 Change of marital status – divorce will mean that one has to split their retirement 

fund with their former spouse. 

 unforeseen needs of family members  - illness, death, responsibility retrenchment 

of any family will reduce household income consequently affecting one’s 

retirement income 
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 Lack of available facilities or caregivers – increased cost if cheaper facilities are 

not available, cost of caregivers may also reduce the retirement income at faster 

rate. 

 

Healthcare and housing risks - These include the risk that failing health will require 

moving to a facility with professional caregivers 

 Soaring health costs – affordability of medical aid becomes more expensive. 

 change in housing needs  - old age homes, terminal illness centres which may be 

costly 

 

Financial risks - These risks revolve around inflation, investments and stock market 

activities. 

 

Public policy risks - These risks involve government decisions that could affect 

retirees. 

 

SO4 AC3: The effect of inflation on a post retirement pension is explained and 

illustrated graphically. 

 

Inflation should be an on-going concern for anyone living on a fixed income. Even low 

rates of inflation can seriously erode the well-being of retirees who live for many years.  

A period of unexpectedly high inflation can be devastating for those living on a fixed 

income. Inflation is normally coupled with the following problems: 

 Lower interest rates reduce retirement income by lowering growth rates for the 

retirement savings accounts and assets 

 Business risks, such as loss of pension funds can occur if the employer that 

sponsors the pension plan goes bankrupt or the insurer that is providing 

annuities becomes insolvent.  

The sequence of good and poor stock market returns can also impact your retirement 

savings amount, regardless of long-term rates of return. For instance, a retiree who 

experiences poor market returns in the first couple of years in retirement will have a 
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different outcome than a retiree who experiences good market returns in the first couple 

of years of retirement, even though the long-term rates of return might be similar 

Retirees and would-be retirees should consider investing in equities, a home and other 

assets and annuity products with a cost-of-living adjustment feature. These types 

of products help offset inflation. In addition, would-be retirees can choose to continue 

working - even if it is only on a part-time basis. 

Assume that the individual's required period for income is 20 years after retirement, with 

a real rate of return of 4% (inflation of 8% and growth of 12%). This income will increase 

annually at the rate of inflation. 

 

The following diagram illustrates the effect of inflation on retirement funding. 
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SO4 AC4: The implications of retiring early at 50, 55, 60 and normal retirement 

age are discussed and the implications of being retrenched, changing work and 

ill health during the last 10 years of working life are indicated with reference to 

case studies. 

 

Workers planning for their retirement should be aware that retirement benefits depend 

on age at retirement.  

 If a worker begins receiving benefits before his/her normal (or full) retirement 

age, the worker will receive a reduced benefit. Starting to receive benefits after 

normal retirement age may result in larger benefits. With delayed retirement 

credits, a person can receive his or her largest benefit by retiring at age 70. 

 where people resign from their jobs simply to get their hands on their retirement 

savings so they can use them for other purposes can also lead to retirement 

package inadequacy at a later stage 

 And in some cases, there are reports of people getting divorced so that they can 

get their hands on their spouse's retirement savings. This has been made 

possible with the introduction of the “clean-break principle”: at divorce the non-

member spouse is entitled to a share of his or her former spouse's retirement 

fund savings. The amount can be taken as cash (less tax) or transferred (without 

any tax being deducted) to another approved retirement fund. 

 

Normally, retirement fund members may take their retirement savings as cash from an 

occupational retirement fund (pension or provident) only if they leave their job for 

whatever reason and thereby resign from the fund 

The consequences of cashing in your retirement savings before you reach retirement 

include: 

 You will not have sufficient money on which to retire. 

 You will have lost the power of compounding growth on the contributions 

(remember that compounded growth is most beneficial for the earlier 

contributions.) 
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 If you belong to a defined benefit retirement fund, where your end benefit 

(pension) is guaranteed, if you cash in your savings in the early years of fund 

membership, you may not receive the full amount that you and your employer 

have contributed plus investment growth because of the complex calculations 

that are used to fund defined benefit funds. 

 The withdrawal is subject to tax. Although the withdrawal is taxed at a beneficial 

rate, the tax-free portion is one-off. Once you have used it, you have used it for 

all time, even when you retire. Also, you have lost the benefit of earning returns 

on money that has been paid as tax. The advantage of tax-incentivised 

retirement savings is that the longer you save, even into retirement, the more you 

are making on money that would otherwise be paid as tax. 

 Your dependants could pay the price. If you die before you reach retirement, your 

dependants will receive a reduced income. 

 

**With a defined benefit fund, your spouse's benefit and any child benefit will be 

calculated on the number of years from joining a fund to normal retirement age. So the 

fewer the years of potential membership, the less your dependants will receive. And a 

spouse's pension can be reduced to about 60 percent of a member's pension, 

dramatically reducing the household income. Your dependants will also receive a lump 

sum life assurance benefit, which is normally about twice your annual pensionable 

salary. 

 

**With a defined contribution fund, your dependants will receive your accumulated 

savings plus any group life assurance. So the fewer years of membership without 

preserving the withdrawals, the less your dependants will receive. 

 

SO4 AC5: A decision is made about own retirement funding 

 

Although most people would like to retire early, you should consider that: 

 The earlier you retire, the longer you'll need to fund your retirement. 
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 Early retirement means the time you have in which to save is diminished (and so is 

the ability to generate growth on your savings). 

 Large scale retrenchments have resulted in many South Africans retiring early. 

 

How much income will you need on retirement? 

This depends on the needs different individuals have, but generally speaking: 

 As a rule of thumb, you'll need approximately 70% of your pre-retirement income. 

 Whilst some costs may no longer apply (commuting to work, work clothes, school 

fees) others may increase such as medical aid, which is no longer subsidised but 

increasingly important as you get older. 

 You should aim to be free of debt, so that it doesn't eat into your hard earned capita 
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Section 5 

Identify the legal environment & avenues for assistance 

 

Learning Outcomes: 

By the end of this module you will be able to: 

 Identify the individual’s rights in seeking financial advice with reference to FAIS

and the Policy Holder Protection Rules 

 Explain the role of the Ombud and Pension Fund Adjudicator in terms of 

consumer protection 

 

SO5 AC1: The individual's rights in seeking financial advice are identified with 

reference to FAIS and the Policy Holder Protection Rules. 

 

FAIS Legislation 

It is important to bear in mind, when seeing FAIS in context with other pieces of 

legislation, that what it aims to create is a formal system of regulating financial advisors 

and intermediaries. As a result of this, aggrieved consumers will be able to seek redress 

when they have been misled or misrepresented to by a representative or financial 

services provider. 

 

It appears that in recent times, compliance and consumer protection have become 

buzzwords in the financial services industry and certainly FAIS is not the first piece of 

legislation in this industry to concern itself with the rights of consumers. Other pieces of 

legislation include the Long and Short Term Insurance Acts - more specifically, the 

Policyholder Protection Rules - The Financial Markets Control Act and the Stock 

Exchanges Control Act. Therefore, in a nutshell, different pieces of legislation are 

enacted with different aims in mind. 
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Why the need for FAIS ? 

The FAIS Act was introduced to regulate the business of all Financial Service Providers 

who provide advice or intermediary services to clients, regarding a wide range of 

financial products. In terms of the Act, such Financial Services Providers need to be 

licensed, and professional conduct is controlled through Codes of Conduct and 

stringently enforcement measures. 

 

Furthermore, the Act lays down standards for the market conduct of both FSPs and 

representatives. Again, the focus here is on the consumer to receive fair treatment and 

to have full disclosure made to the consumer. 

 

SO5 AC2: The role of the Ombud and Pension Fund Adjudicator are explained in 

terms of consumer protection.  

 

The FAIS Act1 makes provision for the appointment of an Ombud for financial services. 

The function of the Ombud for Financial Service Providers (FAIS Ombud) is: 

 to resolve disputes relating to the rendering of financial services by providers 

where they have either failed to comply with the FAIS Act 

 or where as a result of either wilful or negligent conduct by the provider, the client 

has suffered or 

 will potentially suffer prejudice or damage. 

 

The objective of the Ombud office is to provide a fair, unbiased, reasonable, economical 

and expeditious relief to the ordinary person in the street at no charge.2 The FSP will pay 

a case fee of R1000 to the Ombud. 

 

Since 1 April 2005, the Ombud for Financial Service Providers (FAIS Ombud) was 

granted the authority to act as Statutory Ombud in terms of the Financial Ombud 

Schemes Act 2004 (Act No. 37 of 2004) (“FSOS Act”). 

                                                 
1 Sections 20 to 32 of the FAIS Act 
2 Section 20(3) of the Act 
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This means that the Ombud for Financial Service Providers (FAIS Ombud) can deal with 

complaints where there is uncertainty over jurisdiction and where the other voluntary 

ombudsmen do not have jurisdiction.3 

 

The following fundamental principles apply to the role of the Ombud for Financial Service 

Providers (FAIS Ombud): 

 The Ombud for Financial Service Providers (FAIS Ombud) acts independently 

and objectively and takes no instructions from any person regarding the exercise 

of authority. 

 The services rendered by the Ombud are not to be construed as being similar to 

those of a professional legal adviser and are confined to the investigation and 

determination of complaints in terms of the Act and the Rules. 

 The Ombud has the power to uphold or dismiss a complaint. 

 

Compensation could vary from: 

 Ordering the complainant to be placed in the position in which he would have 

been had it not been for the misconduct of the representative or 

 It could be to simply correct a misunderstanding. 

 

It all depends on the circumstances of the particular case. 

 

 The Ombud for Financial Service Providers (FAIS Ombud) can officially accept a 

complaint for investigation if the complaint relates to a financial service that was 

rendered on or after 30 September 2004.4  

 The maximum amount of the alleged loss or damage must be R800 000.00.5   

 If a case cannot be settled through mediation or conciliation, the Ombud for 

Financial Service Providers (FAIS Ombud) or the Deputy Ombud for Financial 

Service Providers (FAIS Ombud) may issue a determination. 

 A determination has the same legal effect as a judgment of a court. 
                                                 
3 http://www.faisombud.co.za/  viewed on 10 October 2009 
4 Section 27(3)(a)(i) & 4(a)(iii) of BN 81 of 2003 
5 Section 4(c) of BN 81 of 2003. 
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For information on rulings by the Ombud for Financial Services Providers (FAIS Ombud), 

you can go to www.faisombud.co.za. 

 

The Policyholder Protection Rules were issued in terms of Section 55 of the Short-

Term Insurance Act and Section 62 of the Long-Term Insurance Act, and replace the 

rules first issued in 2001. The policyholder protection rules, known in the industry as the 

PPR are intended to enable a policyholder to make informed decisions in regard to 

long-term insurance products and to ensure that intermediaries and insurers conduct 

business honestly and fairly, and with due care and diligence.  

 

The Policyholder Protection Rules are separate from those in the code of conduct for 

financial advisers set out in the Financial Advisory and Intermediary Services (FAIS) 

Act, The rules have a strong consumer protection bias, and ensure that policies are 

entered into, executed and enforced in accordance with sound insurance principles and 

practice, in the as interests of all the parties and the public. 

 

The Short-Term Insurance Policyholder Protection Rules apply to any short-term policy, 

such as motor vehicle or household policies, or public liability policies (for example, 

those covering third party payments after motor vehicle accidents), where the 

policyholder is a natural person. The short-term rules do not apply to commercial 

policies, such as those which solely cover your business. 

 

The Long-Term Insurance Policyholder Protection Rules apply to all long-term policies, 

such as disability or life policies. 

 

 General Provisions:  

In terms of the rules, an insurer must inform the consumer, in writing, of a policy 

issued to them. The insurer must advise the consumer of any internal complaint 

resolution systems and procedures, as well as full particulars relating to the short-

term and long-term insurance ombudsmen. 
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No insurer may ask or induce a consumer to waive their rights in terms of the rules, 

and if they do give any such waiver, it will be regarded as void, No insurer or 

intermediary may allow a consumer to sign a blank or partially completed form 

necessary for entering into a policy.  

 

 Direct Marketing  

    A direct marketer is an insurer who uses direct marketing methods, rather than 

working through an intermediary or broker. Typically, direct marketers use telephone 

sales consultants and advertising to sell their policies. The Policyholder Protection 

Rules relating to direct marketers are similar to those laid out in the FAIS Act that 

applies to insurance brokers.  

 

SO5 AC2: The role of the Ombud and Pension Fund Adjudicator are explained in 

terms of consumer protection.  

 

The office of the Pension Funds Adjudicator was established with effect from 1 

January 1998 to investigate and decide complaints lodged in terms of the Pension 

Funds Act. The word Pension Fund in the Act includes a Provident Fund, and 

Retirement Annuity Fund. 

 

The Pension Funds Adjudicator investigates and decides complaints lodged in terms of 

the Pension Funds Act. In order to lodge a complaint, a complainant must either be a 

member or former member of a pension fund, a beneficiary or former beneficiary of the 

fund, or an employer who participates in the fund. Additionally, the Board of 

Management of the fund or a member of the board can also lodge a complaint.  

 

The Office of the Ombud for Financial Services will serve as an expeditious, cost 

effective dispute resolution system through which customer complaints against FSP's or 

representatives will be processed. The office has been set up in such a way that the 

constitutional requirements of independence and objectivity are achieved.  
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Therefore, the Pension Funds Adjudicator will investigate matters of non-compliance 

with the Pension Funds Act and the Policyholder Protection Rules, whereas the FAIS 

Ombud will investigate matters relating to incorrect advice and related services 

rendered to the members.  
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