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Determine the needs and wants of an entity in order to 
propose an appropriate financial solution 

 

Introduction to the Unit Standard 

Financial planning is not only about current needs. It is important to put measures in 
place in order to meet expected future needs, as building investments is a slow 
process, while it may not always be possible (or cost effective) to buy the type of risk 
insurance cover needed when the person concerned has reached an advanced age. 
 
Are you ever bothered by the possibility that our house and all your possessions 
might be burnt to ashes one night, or that our car might be demolished by a runaway 
lorry as it waits for you at the side of the road? The possibilities of sudden and 
unexpected increases in your debt due to accidents or loss of property are endless; 
so too are the chances that your income or capital might be abruptly and significantly 
diminish. Buying insurance is one way by which you or indeed your clients can 
remove some of their worries and gain a little peace of mind.   
  

Purpose of the Unit Standard 

 

This unit standard is intended for people who are required to conduct a needs 
analysis in order to propose an appropriate financial solution. It is relevant to 
Trustees, Principal Officers, learners in Actuarial positions, Underwriters, Trust 
Funds, Financial Advisors, Intermediaries, Financial Planners, Retirement Fund 
Consultants, Broker Consultants, Financial Planners and Product Developers.  
 
 
At the end of this Unit Standard, the qualifying learner should be capable of: 

 Obtaining information in order to determine a risk profile and ascertain the 

needs of an entity.  

 Analysing information to crystallise the needs of an entity.  

 Determining potential financial solutions.  

 Comparing and evaluating a potential solution against key financial aspects.  

 Proposing a potential financial solution to an entity. 
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Module 1 

Obtain information in order to determine a risk profile and ascertain 
the needs of an entity 

 
This Module deals with:  

 Questions to obtain background information, and to ascertain the needs, 
wants and current financial position of an entity 

 Probing questions to identify and clarify priorities and problems and ascertain 
the financial wellbeing of the entity 

 Questions to test possible solutions (covered in the assessment) 
 
 

1.1  Background Information  

 

 The Nature of Risk 

 
Risk is present whenever human beings are unable to control or perfectly foresee 
the future. For example, the risk of home-ownership arise because no one can know 
for certain whether or not his house will be burned down, struck by lightning, flooded, 
or burgled; nor can the house be entirely protected from these contingencies. 
Similarly, there is risk in running a business because no businessman can guarantee 
that he will make profits rather than losses. 
 

 The relationship between Risk and Insurance 

 
Insurance Controls Risk 
Buying insurance is one method of controlling the financial aspects of the unknown 
future. If you buy an insurance policy, you exchange a situation of risk (where 
different financial outcomes are possible) for one of financial certainty (that is, with 
only one definite financial result). 
 
The Law of Large Numbers 
 
Insurance works only because insurers can collect together large numbers of similar 
exposure units („Exposure unit‟ refers to the object which is exposed to the possibility 
of loss or damage and the duration of that exposure). Consider two neighbours, Bob 
and Steve. Both own houses worth R500 000, but Bob has insured his house against 
possible loss by fire at a premium (monthly payment) of R150.00, while Steve is 
uninsured. The possible financial consequences are set out in Table 1. 
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TABLE 1 

 Premium Loss if house is 
destroyed by fire 

Money received 
from the insurer in 
the event of loss 

Net loss in the 
event of 

    Fire No Fire 

Bob R150 R500 000 R500 000 R150 R150 

Steve  R500 000 R0 R500 000 R0 

 
For Bob and Steve, the exposure units were houses per year. The Law of Large 
Numbers means that the greater the number of exposure units, the more accurate 
the insurers can be in calculating their premiums. This is because they are better 
able to assess the size of future loss payments and hence to work out an appropriate 
charge that will enable them to cover those losses.  
 
Ideally, insurers would like to operate a pool of identical exposure units. This is not 
possible in practice – no motor insurer could ever only say, 40 year old female 
drivers of 2 year old Volkswagen City Golf‟s. Slight differences between exposure 
units can be overlooked, however provided that the units are separate from each 
other. There is no benefit to an insurer in being able to pool the experience of 
thousands of identical houses exposed to the risk of earthquake if they are all in the 
same are, because they are not then independent of each other. But if the homes 
are widely scattered across the country, they will be independently exposed to loss. 
 
The Package of Insurance Services 
 
All insurance contract offer the insured a guarantee that a valid claim will be paid, 
provided the contract conditions have been complied with. It is this guarantee that 
enabled Bob to enjoy the certainty that this wealth would remain a constant whether 
or not a fire occurred. Of course, the guarantee cannot be absolute since it depends 
on the continuing solvency of the insurer. Since premiums are generally received by 
the insurer before claims are paid, the insurer can earn investment income from the 
money. The investment income, comprising interest, dividends and capital gains can 
then be returned to the insured entities in the form of lowered premiums.  
 

Types of Risk 

As we saw in 2 above, risk is present whenever human beings are uncertain about 
possible risks in the future. 
 
There are 2 main types of risk, being Fundamental and Particular risks on the one 
hand and Pure and Speculative risks on the other hand. 
 

a) Fundamental and Particular risk 
We can distinguish between different kinds of risk by looking at their effects. 
Fundamental risk affects either society in general or groups of people, and cannot be 
controlled even partially by any other person. Such risk is present in the forces of 
nature and the economy, since the outcomes of say, the weather or inflation or mass 
unemployment are beyond individual influence. Particular risk, on the other hand, 
refers to those future outcomes that we can partially control: it arises from individual 
decisions to drive a motor vehicle, for instance, to own property or ever to cross a 
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road. Since Particular risks are the responsibility of individuals, each individual must 
live with their consequences. Fundamental risks, on the other hand, are generally 
regarded as the domain of society and government, and the State now undertakes to 
deal with the consequences of events such as unemployment, retirement or riot. 
 

b) Pure and Speculative risks 
Another way of categorizing risk arises when we look at their outcomes. The 
distinction between Speculative and Pure risks depends on whether the unknown 
future holds out prospects of both good and bad or merely the possibility of damage 
or hurt. Speculative risk is present if either beneficial or adverse outcomes could 
stem from a specific event, whereas if possible harm is the only alternative to the 
present status quo the situation is one of pure risk. The possibilities of damage by 
fire or of accidental injury are pure risks, since the property-owner or the injured 
person concerned cannot gain from such calamities. The outcome of a business 
venture may be either profit or loss however, and this comes under the heading of 
Speculative risk.           
 

Insurance Classes 

 
Nowadays a wide variety of insurance contracts is available. In total 25 
subcategories or classes of insurance are recognized in South Africa. The 25 types 
can be broken down into 5 main classes: 
(a) Transportation insurance, covering land vehicles, railway rolling stock, aircraft, 

ships, goods in transit, motor vehicle liability, aircraft liability, and liability for 
ships; 

(b) Property insurance, covering damage to property, including damage by fire an 
natural forces; 

(c) Pecuniary insurance, covering credit, surety ship, miscellaneous financial 
losses, and legal expenses; 

(d) Other liability insurance, covering general liability; 
(e) Personal and long-term insurance, covering life and annuity, marriage and 

birth, linked long term, permanent health, tontines, capital redemption, 
pension fund management and accident and sickness insurances.     

 
Now that you have an understanding of the nature of risk, and the classes of 
insurance products available to cover the risk, you can create a risk profile of your 
client with the intent to ascertain his needs for insurance.  You can do so by asking 3 
main categories of questions. 
 

Creating a Client Risk Profile  

 

Category 1: Risk identification  

 
This is an attempt to identify all possible events, situations or activities that could 
cause or enhance losses. It has 3 main stages: 

(a) An analysis of the major types of loss affecting the individual or firm; 
(b) A systematic search for all the immediate causes of such losses; 
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(c) A systematic assessment of the underlying causes and their 
consequences.   

 
There are generally 5 classes of risk profiles which may be used to classify 
companies or individuals:  
 

Types of Risk Profiles  

 
 
(i.) Conservative – This refers to a risk profile which is risk averse, aims to 

preserve capital value in the long term and avoids volatility: 
 
 

 
 
 
(ii.) Prudent – Looks for current income with capital preservation. The type of 

portfolio chosen has limited volatility, with the goal of providing a stable 
income stream whilst preserving capital value: 
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Bonds and 
Fixed 

Income 
Securities, 

50%

Cash , 10%

Equities, 
40%

Prudent Profile

 
 

(iii.) Moderate – Seeks out income and growth. A typical portfolio would 
comprise of a greater chunk in equities than cash and fixed income, 
however this maintains a lower level of volatility than in the market.   
 

 
 
 

(iv.) Venturesome – Here the typical profile seeks out long-term capital 
appreciation and growth from high quality growth equities. The portfolio 
would be exposed to greater volatility and higher than average market 
returns. 
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(v.) Aggressive – This profile seeks out a greater level of growth than the 

venturesome, obviously subjected to greater market volatility as they invest 
in equities with a high potential for growth. The investment time horizon 
aims to be long term, thus enabling for investment returns to be realized.  

 

 
 
 

Category 2: Affordability 

 
In order to reduce the risk of the client defaulting, you need to establish if he has a 
consistent source of income either through a salary or other sources that are 
sustainable in the long term. 
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Category 3: Possible solutions 

 
You need to employ knowledge of all of the above in order to provide a possible 
solution. Remember the client is calling on your expert knowledge to answer his 
questions and meet his needs. 
 

1.2 Questions to obtain background information, and to ascertain the 
needs, wants and current financial position of an entity 

 

 How to ask questions: 
In order to solve the customer‟s query and get it right the first time, you need to ask 
them what they actually need, not what you think they need.  
 
This is done by: 

 Asking the right questions about the issue at hand. Asking questions helps 
you to retain control of the situation and lets the customer see you are serious 
about assisting him. 

 Listening to the customer‟s responses. Quality listening leads to quality advice 
and action. 

 Confirming your understanding of the customer‟s needs in order to take the 
correct action.   

 

 Types of Questioning 
 

Questions may be closed-ended and restrictive, or open-ended and expansive. 
 

a) Closed-ended and restrictive 
Closed-ended, restrictive questions are those that can be answered very briefly, 
often with a simple yes or no. This type of question is useful for obtaining a specific 
bit of information, directing a conversation to a desired area or gaining commitment 
to a definite position. Some typical examples of restrictive questions are: “You want 
this to be delivered by Monday, right?” “Can we do the Installation on Saturday or 
Sunday?”  
 

b) Open-ended and expansive 
Open-ended, expansive questions do not lead your customer in any specific 
direction. Generally speaking, open-ended questions reveal much more about your 
customer‟s objectives, needs, current situation and behavioural style than restrictive 
questions do. Some typical open-ended questions are: “How do you feel about 
receiving the consignment before Christmas?” “You seem to be upset with my offer. 
Which aspects seem to be the biggest problems?” 
When communicating with your customers, misunderstandings can be avoided by: 

 Using words the customer understands; 

 Avoiding making a negative statement, for example, “it can‟t be done”. Rather 
advise the customer that you will investigate the matter and see what can be 
done; 

 Being clear about what you mean; 
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 Looking at the customer when you are in a face-to-face situation; 

 Identifying yourself when a customer calls; 

 Always restating what the customer has said. This allows the customer to 
know that you have been listening and that you have a good grasp of the 
issue; 

 Taking cognisance of the non-verbal clues you may subconsciously 
communicate to the customer through tone of voice, pitch, volume level, 
speed and pronunciation.   

 Closing off the conversation by assuring the customer of your commitment 
and the company‟s high internal standards of customer care.  

 

1.3 Probing questions to identify and clarify priorities and problems and 
ascertain the financial wellbeing of the entity 

 
Probing questions are, in essence, follow-up questions that ask for additional 
information, request the person expand on what she has said, or ask the person to 
go deeper. Using probing questions can be helpful in increasing understanding, 
since most people need to be encouraged to go beyond what they have said to help 
someone understand their deeper feelings, and opinions. 
 
A risk profile of a client is compiled in order to find the client / investor‟s profile so 
that an appropriate mix can be selected. The matching of the investment portfolio 
mix to the client‟s personal profile is critical for the following reasons: 
 

 the client will naturally be more appreciative of the planner‟s efforts; 

 there is less of a chance of the client abandoning the long term plan along the 
way if s/he feels comfortable with it. (For example, a risk-averse client would 
be tempted to cash in a high risk investment at the first sign of a market 
decline, or even worse, after the decline has reached its bottom point, while a 
client that is willing to accept risk would be frustrated by the pedestrian 
performance of low risk investments.); 

 it helps to form a strong base around which future changes can be made. 
 
The following factors influence a client‟s / investor‟s risk profile: 
 

 Time 
It is usual to accept a higher level of risk over a longer term investment, probably 
because the risk factor as measured by the deviation from the mean, tends to 
become lower over a longer period of time than when viewed in the short term. 
 

 Age 
The impact of age on the investment risk profile is that usually the older investor 
leans towards less risk. This is probably as a result of several factors - the increased 
need for income as opposed to capital growth, conservatism growing with old age 
and the shorter time period over which the investment plan is for seen. 
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 Wealth 
Wealthier investors tend to accept a higher risk profile in general. This is especially 
true where the money under consideration is what is known as “discretionary funds” - 
i.e. money over and above that needed for a comfortable lifestyle. 
 
A contributing factor in this could be that wealthier individuals have reached a higher 
level of sophistication and understanding in the financial instruments which they use. 
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Module 2 

Analyse information to crystallise the needs of an entity 

 
This Module deals with:  

 An analysis tool to assess the needs of the entity in relation to potential risk 

 The problem or risk quantified for actual or potential events (covered in the 
assessment) 

 The regulations for the financial needs analysis with reference to the Financial 
Advisory and Intermediary Services Act (FAIS), Finance Intelligence Centre 
Act (FICA), Prevention of Organised Crime Act (POCA) and Protection of 
Constitutional Democracy Against Terrorism and Related Activities Act 
(POCDATARA) 

 

2.1 An analysis tool to assess the needs of the entity in relation to potential 
risk 

Risk management is very important for insurance industry. Insurance means that 
insurance companies take over risks from customers. Insurers consider every 
available quantifiable factor to develop profiles of high and low insurance risk. Level 
of risk determines insurance premiums. Generally, insurance policies involving 
factors with greater risk of claims are charged at a higher rate. With much 
information at hand, insurers can evaluate risk of insurance policies at much higher 
accuracy. To this end, insurers collect a vast amount of information about policy 
holders and insured objects. Statistical methods and tools based on data mining 
techniques can be used to analyze or to determine insurance policy risk levels.  
 

2.1.2 Steps in the risk management process 

 

Establish Context 
1. Identification of risk in a selected domain of interest  
2. Planning the remainder of the process.  
3. Mapping out the following:  

 the social scope of risk management  
 the identity and objectives of stakeholders  
 the basis upon which risks will be evaluated, constraints.  

4. Defining a framework for the activity and an agenda for identification.  
5. Developing an analysis of risks involved in the process.  
6. Mitigation of risks using available technological, human and organizational 

resources. 
  

Assessment 

Once risks have been identified, they must then be assessed as to their potential 
severity of loss and to the probability of occurrence. These quantities can be either 
simple to measure, in the case of the value of a lost building, or impossible to know 
for sure in the case of the probability of an unlikely event occurring. Therefore, in the 
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assessment process it is critical to make the best educated guesses possible in 
order to properly prioritize the implementation of the risk management plan. 
 
The fundamental difficulty in risk assessment is determining the rate of occurrence 
since statistical information is not available on all kinds of past incidents. 
Furthermore, evaluating the severity of the consequences (impact) is often quite 
difficult for immaterial assets. Asset valuation is another question that needs to be 
addressed. Thus, best educated opinions and available statistics are the primary 
sources of information. Nevertheless, risk assessment should produce such 
information for the management of the organization that the primary risks are easy to 
understand and that the risk management decisions may be prioritized. Thus, there 
have been several theories and attempts to quantify risks. Numerous different risk 
formulae exist, but perhaps the most widely accepted formula for risk quantification 
is: 
Rate of occurrence multiplied by the impact of the event equals risk 
 
Later research has shown that the financial benefits of risk management are less 
dependent on the formula used but are more dependent on the frequency and how 
risk assessment is performed. 
 
In business it is imperative to be able to present the findings of risk assessments in 
financial terms. Robert Courtney Jr. (IBM, 1970) proposed a formula for presenting 
risks in financial terms. The Courtney formula was accepted as the official risk 
analysis method for the US governmental agencies. The formula proposes 
calculation of ALE (annualized loss expectancy) and compares the expected loss 
value to the security control implementation costs (cost-benefit analysis). 
 
Potential risk treatments 
Once risks have been identified and assessed, all techniques to manage the risk fall 
into one or more of these four major categories: 

 Avoidance (elimination)  
 Reduction (mitigation)  
 Retention (acceptance)  
 Transfer (buying insurance)  

 
Ideal use of these strategies may not be possible. Some of them may involve trade-
offs that are not acceptable to the organization or person making the risk 
management decisions. Another source, from the US Department of Defense, 
Defense Acquisition University, calls these categories ACAT, for Avoid, Control, 
Accept, or Transfer. This use of the ACAT acronym is reminiscent of another ACAT 
(for Acquisition Category) used in US Defense industry procurements, in which Risk 
Management figures prominently in decision making and planning. 
 
 
Risk avoidance 
Includes not performing an activity that could carry risk. An example would be not 
buying a property or business in order to not take on the liability that comes with it. 
Another would be not flying in order to not take the risk that the airplane was to be 
hijacked. Avoidance may seem the answer to all risks, but avoiding risks also means 
losing out on the potential gain that accepting (retaining) the risk may have allowed. 

http://en.wikipedia.org/wiki/Risk_management_plan
http://en.wikipedia.org/wiki/Risk_assessment
http://en.wikipedia.org/wiki/Risk
http://en.wikipedia.org/wiki/Risk_assessment
http://en.wikipedia.org/wiki/Risk_analysis
http://en.wikipedia.org/wiki/Risk_analysis
http://en.wikipedia.org/wiki/Cost-benefit_analysis
http://en.wikipedia.org/wiki/US_Department_of_Defense
http://en.wikipedia.org/wiki/Defense_Acquisition_University
http://en.wikipedia.org/wiki/Acquisition_Category
http://en.wikipedia.org/wiki/Property
http://en.wikipedia.org/wiki/Liability
http://en.wikipedia.org/wiki/Fixed-wing_aircraft
http://en.wikipedia.org/wiki/Aircraft_hijacking
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Not entering a business to avoid the risk of loss also avoids the possibility of earning 
profits. 
 
Risk reduction 
Involves methods that reduce the severity of the loss or the likelihood of the loss 
from occurring. Examples include sprinklers designed to put out a fire to reduce the 
risk of loss by fire. This method may cause a greater loss by water damage and 
therefore may not be suitable. Halon fire suppression systems may mitigate that risk, 
but the cost may be prohibitive as a strategy. 
 
Modern software development methodologies reduce risk by developing and 
delivering software incrementally. Early methodologies suffered from the fact that 
they only delivered software in the final phase of development; any problems 
encountered in earlier phases meant costly rework and often jeopardized the whole 
project. By developing in iterations, software projects can limit effort wasted to a 
single iteration. 
 
Outsourcing could be an example of risk reduction if the outsourcer can demonstrate 
higher capability at managing or reducing risks. In this case companies outsource 
only some of their departmental needs. For example, a company may outsource only 
its software development, the manufacturing of hard goods, or customer support 
needs to another company, while handling the business management itself. This 
way, the company can concentrate more on business development without having to 
worry as much about the manufacturing process, managing the development team, 
or finding a physical location for a call center. 
 
Risk retention 
Involves accepting the loss when it occurs. True self insurance falls in this category. 
Risk retention is a viable strategy for small risks where the cost of insuring against 
the risk would be greater over time than the total losses sustained. All risks that are 
not avoided or transferred are retained by default. This includes risks that are so 
large or catastrophic that they either cannot be insured against or the premiums 
would be infeasible. War is an example since most property and risks are not insured 
against war, so the loss attributed by war is retained by the insured. Also any 
amounts of potential loss (risk) over the amount insured are retained risk. This may 
also be acceptable if the chance of a very large loss is small or if the cost to insure 
for greater coverage amounts is so great it would hinder the goals of the organization 
too much. 
 
Risk transfer 
Means causing another party to accept the risk, typically by contract or by hedging. 
Insurance is one type of risk transfer that uses contracts. Other times it may involve 
contract language that transfers a risk to another party without the payment of an 
insurance premium. Liability among construction or other contractors is very often 
transferred this way. On the other hand, taking offsetting positions in derivatives is 
typically how firms use hedging to financially manage risk. 
 
Some ways of managing risk fall into multiple categories. Risk retention pools are 
technically retaining the risk for the group, but spreading it over the whole group 
involves transfer among individual members of the group. This is different from 

http://en.wikipedia.org/wiki/Sprinkler
http://en.wikipedia.org/wiki/Fire
http://en.wikipedia.org/wiki/Halon
http://en.wikipedia.org/wiki/Strategy
http://en.wikipedia.org/wiki/Outsourcing
http://en.wikipedia.org/wiki/Self_insurance
http://en.wikipedia.org/wiki/War
http://en.wikipedia.org/wiki/Contract
http://en.wikipedia.org/wiki/Hedging
http://en.wikipedia.org/wiki/Insurance
http://en.wikipedia.org/wiki/Insurance_premium
http://en.wikipedia.org/wiki/Derivative_%28finance%29
http://en.wikipedia.org/wiki/Financial_risk_management
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traditional insurance, in that no premium is exchanged between members of the 
group up front, but instead losses are assessed to all members of the group. 

Create a risk management plan 

Select appropriate controls or countermeasures to measure each risk. Risk 
mitigation needs to be approved by the appropriate level of management. For 
example, a risk concerning the image of the organization should have top 
management decision behind it whereas IT management would have the authority to 
decide on computer virus risks. 
 
The risk management plan should propose applicable and effective security controls 
for managing the risks. For example, an observed high risk of computer viruses 
could be mitigated by acquiring and implementing antivirus software. A good risk 
management plan should contain a schedule for control implementation and 
responsible persons for those actions. 
 
According to ISO/IEC 27001, the stage immediately after completion of the Risk 
Assessment phase consists of preparing a Risk Treatment Plan, which should 
document the decisions about how each of the identified risks should be handled. 
Mitigation of risks often means selection of Security Controls, which should be 
documented in a Statement of Applicability, which identifies which particular control 
objectives and controls from the standard have been selected, and why. 
 

 Implementation 
Follow all of the planned methods for mitigating the effect of the risks. Purchase 
insurance policies for the risks that have been decided to be transferred to an 
insurer, avoid all risks that can be avoided without sacrificing the entity's goals, 
reduce others, and retain the rest. 
 

 Review and evaluation of the plan 

Initial risk management plans will never be perfect. Practice, experience, and actual 
loss results will necessitate changes in the plan and contribute information to allow 
possible different decisions to be made in dealing with the risks being faced. 
 
Risk analysis results and management plans should be updated periodically. There 
are two primary reasons for this: 

 to evaluate whether the previously selected security controls are still 
applicable and effective, and  

 to evaluate the possible risk level changes in the business environment. For 
example, information risks are a good example of rapidly changing business 
environment. 

 

 Limitations 

If risks are improperly assessed and prioritized, time can be wasted in dealing with 
risk of losses that are not likely to occur. Spending too much time assessing and 
managing unlikely risks can divert resources that could be used more profitably. 
Unlikely events do occur but if the risk is unlikely enough to occur it may be better to 
simply retain the risk and deal with the result if the loss does in fact occur. 

http://en.wikipedia.org/wiki/Insurance
http://en.wikipedia.org/wiki/ISO/IEC_27001
http://en.wikipedia.org/wiki/Risk_Assessment
http://en.wikipedia.org/wiki/Risk_Assessment
http://en.wikipedia.org/w/index.php?title=Security_Controls&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Statement_of_Applicability&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Control_objectives&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Control_objectives&action=edit&redlink=1
http://en.wikipedia.org/wiki/Risk_management_plan
http://en.wikipedia.org/wiki/Risk_analysis
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Prioritizing too highly the risk management processes could keep an organization 
from ever completing a project or even getting started. This is especially true if other 
work is suspended until the risk management process is considered complete. 
It is also important to keep in mind the distinction between risk and uncertainty. Risk 
can be measured by impacts x probability. 

2.2 The regulations for the financial needs analysis with reference to the 
Financial Advisory and Intermediary Services Act (FAIS), Finance Intelligence 
Centre Act (FICA), Prevention of Organised Crime Act (POCA) and Protection 
of Constitutional Democracy against Terrorism and Related Activities Act 
(POCDATARA) 

 

A needs analysis of a client or investor needs to look at the current financial situation 
as well as a projection for major future needs, retirement provision and an estimate 
of the position on death. 
 
Where the client or investor is employed by a business that offers group insurance 
benefits and/or a retirement fund, the benefits need to be carefully analysed. Where 
the individual concerned is in business for him/herself, the various financial 
implications of this on the individual need to be taken into account, depending on the 
legal nature of the business (for example: sole proprietorship, partnership or 
separate company). It is also usual for the financial plan to take into account the 
spouse‟s financial situation, for obvious reasons. 
 
Apart from the specifics of the policy agreement, the long term insurance 
environment is governed primarily by the Long Term Insurance Act, but other 
legislation also plays a vital role in the industry. Legislation is necessary to ensure 
that insurers and clients alike are protected and have avenues of redress available to 
them should they need to complain. 
 

The Long Term Insurance Act (1998) 

Long term insurance is governed by this Act. The Act details how a long term insurer 
must market sell and service policies. There are many guidelines in this act that must 
be followed, in order to remain in business as a long term insurer. 
 
The following are just some of the items covered in the Act: 

 payment of commission 
 classes of policies 
 obligations of the Registrar 
 reporting of the insurer  
 limitations on children‟s policies  
 definitions 

 

 The Income Tax Act 

The Income Tax Act plays a role in the taxation of policies. In other words, it is in 
accordance with the Income Tax Act that the differences between pension and 
provident funds are recognised. It is also in accordance with the Income Tax Act that 

http://en.wikipedia.org/wiki/Risk
http://en.wikipedia.org/wiki/Uncertainty
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the contributions of income protection and health policies are tax deductible. In long 
term insurance this Act mainly affects retirement funds. 
 

 The Pension Funds Act 

The Pension Funds Act outlines how a retirement funds must be sold, managed and 
structured. This act is there to ensure that clients‟ interests are protected, as the 
provision of retirement benefits is of utmost importance to the economy.  
 
The aim of this act is to provide for the registration, incorporation, regulation and 
dissolution of retirement funds. It protects the rights of members and to ensure that 
minimum solvency standards are met by funds. Every retirement fund must be 
registered with the Registrar and each registered fund must have a registered office 
in South Africa. 
 

 The Financial Advisory and Intermediary Services Act 

FAIS, the Financial Advisory and Intermediary Services Act, is legislation that 
impacts on the financial services industry and aims to regulate the giving of advice 
and rendering of intermediary services to clients, as well as certain other issues. 
 
The Act impacts on most financial institutions, financial service providers (such as 
Sanlam), their representatives (such as advisers, legal consultants and para-
planners) and other staff.   
In a nutshell, FAIS ensures that Sanlam protects you, as its clients, by: 

 Providing you with trusted and appropriate advice  
 Providing you with quality solutions  
 Acting with integrity, transparency and a culture of discipline.  

 

 The Financial Intelligence Centre Act 

Money laundering is a worldwide phenomenon and governments have taken 
collective responsibility to address the issue. It was not only to prevent and 
apprehend criminals but also acted as a counter terrorism weapon. Hence the 
creation of the Financial Intelligence Centre Act 28 of 2005 in South Africa, it is the 
intention of this Act to have better mechanisms in place to monitor the movements of 
money by individuals, companies and institutions.  This is an international 
phenomenon and started to combat terrorism. This law is known as the Financial 
Intelligence Centres Act 28 of 2001, also referred to as FICA.  In terms of FICA, all 
accountable institutions (such as banks) have specific duties to help prevent money 
laundering. One of these duties is to perform a "Know-Your-Customer" (KYC) check 
on all customers.  
 

 The Prevention of Organised Crime Act 

The term “money laundering” in South African criminal law refers to a number of 
different offences that can be committed in terms of the Prevention of Organised 
Crime Act 121 of 1998 (“POCA”).2 The concept also overlaps with certain common 
law (for instance fraud, forgery and uttering) and statutory offences (for instance 
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corruption).  Although intentional launderers have been prosecuted successfully in 
terms of South African common law as accessories after the fact, 3 South Africa 
supplemented its law in this regard with statutory provisions in the Drugs and Drug 
Trafficking Act 140 of 1992.  
 
POCA was created: 
“to provide for measures to prevent and combat terrorist and related activities; to 
provide for an offence of terrorism and other offences associated or connected with 
terrorist activities; to provide for Convention offences; to give effect to international 
instruments dealing with terrorist and related activities; to provide for a mechanism to 
comply with United Nations Security Council Resolutions, which are binding on 
member States, in respect of terrorist and related activities; to provide for measures 
to prevent and combat the financing of terrorist and related activities; to provide for 
investigative measures in respect of terrorist and related activities; and to provide for 
matters connected therewith.” 
 

 The Protection of Constitutional Democracy against Terrorism and 
Related Activities Act 

POCDATARA was created: 
“To provide for measures to prevent and combat terrorist and related activities; to 
provide for an offence of terrorism and other offences associated or connected with 
terrorist activities; to provide for Convention offences; to give effect to international 
instruments dealing with terrorist and related activities; to provide for a mechanism to 
comply with United Nations Security Council Resolutions, which are binding on 
member States, in respect of terrorist and related activities; to provide for measures 
to prevent and combat the financing of terrorist and related activities; to provide for 
investigative measures in respect of terrorist and related activities; and to provide for 
matters connected therewith.” 
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Module 3 

Determine potential solutions 

 
This Module deals with:  

 A holistic picture of an entity at risk 

 Knowledge of socio economic and political trends applied to the needs of an 
entity 

 Potential solutions matched to explicit needs and a range of possible options 
formulated for a specific entity 

 

3.1 A holistic picture of an entity at risk 

Most organisations, depending on function, size, context and industry are divided 
into sub-units known as departments.  These divisions can be based on function or 
project.  Different risk types will affect the organisational sub-units differentially.  
Even so, if a risk mostly impacts on one department, it does not mean that the risk 
management strategy should be viewed as an exclusive departmental initiative, 
because each sub-unit has a role to play in the ultimate success or failure of the 
whole organisation. 
 
Because of this integrated nature of modern organisational functioning, the financial 
advisor has to view the organisation as a whole and compile risk management need 
strategies in accordance with this. 
 

3.2 Knowledge of socio economic and political trends applied to the needs 
of an entity 

 

 Socio-Political factors 
Political sociology is the study of power and the intersection of personality, social 
structure and politics. Political sociology is interdisciplinary, where political science 
and sociology intersect. The discipline uses comparative history to analyze systems 
of government and economic organization to understand the political climate of 
societies. By comparing and analyzing history and sociological data, political trends 
and patterns emerge.  
 
There are four main areas of research focus in contemporary political sociology: 

 The socio-political formation of the modern state.  
 "Who rules"? How social inequality between groups (class, race, gender, 

etc.) influences politics.  
 How public personalities, social movements and trends outside of the 

formal institutions of political power affect politics, and  
 Power relationships within and between social groups (e.g. families, 

workplaces, bureaucracy, media, etc.).  
 
The field also looks at how major social trends can affect the political process, as 
well as exploring how various social forces work together to change political policies. 

http://en.wikipedia.org/wiki/Politics
http://en.wikipedia.org/wiki/Political_science
http://en.wikipedia.org/wiki/Sociology
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Political sociologists apply several theories to substantive issues (a detailed 
discussion of these theories is beyond the scope of this course). Each theory claims 
to be comprehensive, but actually has a few areas of strength because it was 
developed to address specific issues and operates at one levels of analysis. 
 
Three major theoretical frameworks are pluralism, elite or managerial theory and 
class analysis which overlaps with Marxist analysis. Pluralism sees politics primarily 
as a contest among competing interest groups. Elite managerial theory is sometimes 
called a state-centered approach. It explains what the state does by looking at 
constraints from organizational structure, semiautonomous state managers, and 
interests that arise from the state as a unique, power concentrating organization.  
Social class theory analysis emphasizes the political power of capitalist elites. The 
theory emerged from Marxism in the 1850s based primarily on the premise economic 
exploitation of one class by another. It split into two parts: one is the power structure 
or instrumentalist approach, another is the structuralist approach. The power 
structure approach focuses on Who Rules?  The structuralist approach emphasizes 
how the very way a capitalist economy operates only allows and encourages the 
state to do some things but not others.  
 

 Trends 
Financial markets are commonly believed to have market trends that can be 
classified as primary trends, secondary trends (short-term), and secular trends (long-
term). This belief is generally consistent with the practice of technical analysis and 
broadly inconsistent with the standard academic view of financial markets, the 
efficient market hypothesis. 
That market prices do move in trends is one of the major assumptions of technical 
analysis, and the description of market trends is common to the JSE and other 
exchanges. 
 
Expectations play a large part in financial markets. More precisely, attention should 
be paid to reactions to information, chiefly positive surprises and negative surprises. 
The tendency is for positive surprises to fuel a bull market (when the news 
continually tends to exceed investor's expectations) and negative surprises tend to 
feed a bear market (with expectations disappointed). Also, some behavioral finance 
studies show the role of the under reaction-adjustment-overreaction process in the 
formation of market trends. 
Not only markets are subject to trends.  Most external factors to an organisation like 
economics and socio-political factors are subject to trends. 
 

3.3 Potential solutions matched to explicit needs and a range of possible 
options formulated for a specific entity 

 

Problem solving and decision-making are important skills for business and life. 
Problem-solving often involves decision-making, and decision-making is especially 
important for management and leadership. There are processes and techniques to 
improve decision-making and the quality of decisions. Decision-making is more 
natural to certain personalities, so these people should focus more on improving the 
quality of their decisions. 
 

http://en.wikipedia.org/wiki/Pluralism_%28political_theory%29
http://en.wikipedia.org/wiki/Marxist
http://en.wikipedia.org/wiki/Structuralist
http://en.wikipedia.org/wiki/Financial_market
http://en.wikipedia.org/wiki/Technical_analysis
http://en.wikipedia.org/wiki/Efficient_market_hypothesis
http://en.wikipedia.org/wiki/Technical_analysis
http://en.wikipedia.org/wiki/Technical_analysis
http://en.wikipedia.org/wiki/Behavioral_finance
http://en.wikipedia.org/w/index.php?title=Underreaction-adjustment-overreaction&action=edit&redlink=1
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People that are less natural decision-makers are often able to make quality 
assessments, but then need to be more decisive in acting upon the assessments 
made. Problem-solving and decision-making are closely linked, and each requires 
creativity in identifying and developing options, for which the brainstorming technique 
is particularly useful.  
 
Good decision-making requires a mixture of skills: creative development and 
identification of options, clarity of judgement, firmness of decision, and effective 
implementation. For group problem-solving and decision-making, or when a 
consensus is required, workshops help, within which you can incorporate these tools 
and process as appropriate. Here are some useful methods for effective decision-
making and problem-solving: First a simple step-by-step process for effective 
decision-making and problem-solving. 
 

 The decision-making process: 
Define and clarify the issue - does it warrant action? If so, how? Is the matter urgent, 
important or both. See the Pareto Principle.  
 
Gather all the facts and understand their causes.  
Think about or brainstorm possible options and solutions. (See brainstorming 
process)  
 
Consider and compare the pros and cons of each option - consult if necessary - it 
probably will be.  

1. Select the best option - avoid vagueness or 'foot in both camps' compromise.  
2. Explain your decision to those involved and affected, and follow up to ensure 

proper and effective implementation.  

Some decisions are a simple matter of whether to make a change or not, such as 
moving, taking a new job, or buying something, selling something, replacing 
something, etc. Other decisions involve number of options, and are concerned more 
with how to do something, involving a number of choices. Use the brainstorming 
process to identify and develop options for decision-making and problem-solving. 

 
Complex problems and decisions: 

 For more complex decisions and problems involving more than two possible 
options you can use several pros and cons tables in conjunction, to compare 
the overall weight of each option. 

 In such cases the wording of the options is important, for example, if 
considering the best path for one's own career and work development the 
options might be: 

 be employed, working for a big company  
 be self-employed, working as a consultant or freelancer from home  
 start a business, with premises and staff  
 A situation like this can be approached by completing three separate pros and 

cons tables and then comparing the net effects (difference between weighted 
pros and cons) of each one. 

http://www.businessballs.com/brainstorming.htm
http://www.businessballs.com/workshops.htm
http://www.businessballs.com/quotes.htm#pareto_principle_pareto's_law
http://www.businessballs.com/brainstorming.htm
http://www.businessballs.com/brainstorming.htm
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 While this won't necessarily evaluate and compare all possible inter-related 
aspects of the whole situation, it will help to give great clarity and detached 
objectivity (detached as in unemotional), which can be very difficult to find 
when confronted with a complicated and big challenge offering several 
options.  

 Also consider that some decisions and challenges are difficult because you 
don't have the necessary knowledge or experience, in which case you need 
first to decide if the decision or challenge is actually appropriate and 
necessary for you at this stage. 

 Some decisions have to be made whether you are ready or not. Others might 
not be as pressing as you imagine. 

 Do not be forced into a change-based decision if having considered the 
implications carefully you decide that it's not the best thing to do. 

 The decision to do nothing different, in the right way for the right reasons, is 
often a perfectly good option.  

 Whatever you do - try to be as objective as you can be. 
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Module 4 

Compare and evaluate a potential solution against key financial 
aspects 

 
This Module deals with:  

 Current and proposed solutions compared and assessed to determine the 
appropriateness for an entity 

 The entity`s current cash flow situation compared to the cash flow resulting 
from the proposed solution 

 The proposed solutions evaluated against legal requirements (covered in the 
assessment) 

 

4.1 Current and proposed solutions compared and assessed to determine 
the appropriateness for an entity 

 

Because the different polices are so different in the benefits they offer it is not easy 
to do a “scientific” comparison between them. However, the following broad 
comparison is a useful base.  
 

Product  Advantages  Disadvantages 

Life Cover 

 Provides peace of 
mind. 

 Ensures family is taken 
care of financially. 

 Can have an 
investment element. 

 Can assist to pay off 
debts when 
breadwinner dies. 

 Can add 
supplementary 
benefits. 

 Life insured must die in 
order for full benefit to 
pay out. 

 Takes a long time to pay 
out claim. 

 Can be expensive if you 
are sickly and get 
loadings. 

Endowment  

 Provides structured 
savings plan. 

 Ensures disciplined 
saving. 

 Tax free payout. 
 Can add life cover and 

supplementary 
benefits.  

 Term of five years may 
be too long. 

 Life cover and 
supplementary benefits 
are expensive. 

 Growth may be too slow. 
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Product  Advantages  Disadvantages 

Retirement 
Annuity  

 Tax deductible 
contributions. 

 Ensures peace of mind 
for retirement years. 

 Difficult to waste funds 
as they are paid to you 
in monthly installments 
upon retirement. 

 Can add life cover and 
supplementary benefits. 

 Proceeds are taxed at 
retirement. 

 Can only take up to 1/3 in 
cash. 

 Cannot access funds 
until retirement. 

 

Income Protector 

 Provides peace of mind 
for self-employed 
people. 

 Pays benefit monthly to 
assist with bills and cost 
of living. 

 Can select your own 
waiting period. 

 Contributions are tax 
deductible. 

 Expensive product. 
 Expires at 65 usually. 
 Have to be disabled for 

at least 3 months for the 
benefit to pay out.  

 Benefit amount is taxed. 

Health Plan 

 If you are young and 
healthy it is very 
affordable. 

 Pays out for big medical 
bills when needed. 

 Contributions are tax 
deductible. Usually has 
an investment element. 

 Usually only pays out 
after 3 days in hospital. 

 If your account is more 
than the specified 
amount you have to pay 
from your pocket. 

 No cross-subsidisation. 
 You must pay for GP 

visits and medicine, etc. 
from your pocket. Only 
covers major medical 
expenses. 

4.2 The entity’s current cash flow situation compared to the cash flow 
resulting from the proposed solution 

 

Liquidity refers to the degree to which an asset or security can be bought or sold in 
the market without affecting the asset's price. Liquidity is characterized by a high 
level of trading activity. It is the ability of the owner of the asset to convert it to cash 
quickly. Also known as "marketability".  
 
It is safer to invest in liquid assets than illiquid ones because it is easier for an 
investor to get his/her money out of the investment.  Examples of assets that are 
easily converted into cash include blue chip and money market securities.  
Cash flow refers to the amount of available (liquid) currency available to an 
organisation.  Changes in investments and organisational structuring can 
significantly influence cash flow.   
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Module 5 

Propose a potential financial solution to an entity 

 

This Module deals with:  

 A range of options at an appropriate level to allow an entity to make an 
informed decision (covered in the assessment) 

 The implications of changes in key assumptions with reference to information 
on risk, terms, liquidity and other features of the solution 

 A written proposal as required by current legislation and company practice 
(covered in the assessment) 

 

5.1 The implications of changes in key assumptions with reference to 
information on risk, terms, liquidity and other features of the solution 

All proposed changes or new financial solutions should be evaluated against the 
current liquidity position of the company and then to what the proposed changes will 
cause in terms of the company‟s financial position.  All changes must also be in line 
with relevant legislation, including FICA, FAIS, POCA and POCDATARA. 
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