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Apply technical knowledge and skill to advise business entities on 

insurance and group retirement benefits 
 
Introduction 

The main purpose of a retirement fund is to help its members save money for their 

retirement. In addition, most retirement funds also provide their members with death 

and disability benefits. When you join an employer that has a retirement fund, you 

automatically become a member of the fund. You pay a small amount of your salary 

into the fund each month, usually about 7.5%. Your employer also pays money into 

the fund on your behalf.  

 
It is the responsibility of the trustees of a retirement fund to make sure that this 

money is used to the best advantage of its members. At least half of the trustees of a 

retirement fund are representatives elected by the members of the fund. The other 

trustees are representatives appointed by the employer.  

 
Retirement funds are separate from, and do not belong to, the employer. Some 

retirement funds have their own administrators, who manage the day-to-day running 

of the funds, while other funds use the management services of life assurance 

companies and other fund administrators.  

 
Money that is paid into the retirement fund is used for three things (Defined 

Contribution funds only):  

 Most of the money is invested so that it can grow as much as possible to 

provide for the retirement needs of the fund's members;  

 some of the money is used to buy life and disability assurance for members of 

the fund; and  

 a small amount is used to pay the administration costs of running the fund.  

 While there is a lot that is similar in all retirement funds, each one is different. 

Find out what benefits your fund offers.  

 

Typically, a retirement fund offers the following benefits to its members:  

 a retirement benefit, paid out when the member retires;  

 a death benefit, paid out if a member dies before retirement age;  
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 A withdrawal benefit, paid out if the member resigns or is dismissed.  

 

These benefits, towards which you pay each month, are the foundations of your 

personal financial planning. 

Module 1 

Research an industry sector to determine issues and trends 

 

This Module deals with:  

 Current issues in a selected industry or sector to determine events that could 

impact on group benefits in the sector 

 Legislation and the socio-political environment to determine the parameters 

for the selected industry 

 Surveys analysed to determine industry norms and trends 

 

1.1  Current issues in a selected industry or sector to determine events that 

could impact on group benefits in the sector 

 
 
Life is not static but dynamic. A lot of changes happen in the world every day. These 

changes happen in different industries or across multiple sectors. It is therefore very 

important for consultants to know what happening in different sectors so as to advice 

clients accordingly with regards to group benefits.  

 

HIV/AIDS is having an impact on the cost of group life assurance. People are dying 

earlier on average as a result of Aids, so the premiums (that is, the cost of the cover) 

for group life assurance are increasing. 

 

Many people do not realise that when the premium for group life assurance 

increases, in most cases the amount going towards retirement savings decreases. 

 

Many responsible employers implement group schemes for their staff. Besides tax 

efficient retirement savings through pension or provident funds, employees can also 
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get life and disability cover at a significantly reduced cost, sometimes at a saving of 

20% to 30%.  A good scheme can be a retirement life saver. 

 

There are issues that affect only a few industries and others that affect the entire 

world. It is very important to be always abreast of what‟s happening in the business 

world.  

 
 

1.2  Legislation and the socio-political environment to determine the 

parameters for the selected industry 

 
The main legislation impacting on retirement funds are: 

 The Pension Funds Act 

 The Income Tax Act 

 FAIS Act 

 

In its essence the Pension Funds Act governs the rules of retirement funds. Such 

funds must be registered with the Registrar of Pension Funds and overseen by a 

Management Board or a Board of Trustees. There are also a number of 

administrative requirements that must be met including annual audits, specific 

investment requirements, and allocation of benefits and payments of contributions. 

The purpose of both pension and provident funds is to provide employees or their 

dependents with an income upon retirement. Typically group schemes use pension 

and provident funds to assist employees to save tax-efficiently. 

 

The Income Tax Act imposes different sets of taxes on the different retirement funds. 

E.g. currently the taxman allows employers to deduct up to 20% of the contributions 

made for an employee. For pension funds, an employee may deduct the greatest of 

R1 750 or 7, 5% of remuneration. 

 

The FAIS Act regulates the industry and protects the consumer by demanding that 

competent advisors act in the best interests of the client.  
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Financial services companies have to comply with reams of legislation. The latest, 

the Consumer Protection Act 68 of 2008, was signed into law on 28 April 2009. 

Certain provisions of the Act come into effect on 24 April 2010 with the balance in 

force from 24 October. What does the Consumer Protection Act (CPA) mean for 

stakeholders in the broader insurance industry?  

 

In the past consumers were bound by the terms and conditions contained in the 

contract regardless of how unfair they seemed. When the CPA comes into effect it 

overrides legal history and has the power to set aside unfair contract terms in favour 

of consumers. Before we dwell on technical points of law we must determine 

whether the Act is relevant to the insurance industry. 

 

Will the insurance industry be exempt? 

The definition of Service in the CPA reads: 

“… The undertaking, underwriting or assumption of any risk by one person on behalf 

of another, except to the extent such service –  

(i) Constitutes advice or intermediary services that are subject to regulation in terms 

of the Financial Advisor and Intermediary Services (FAIS) Act; 

(ii) Is regulated in terms of the Long-term Insurance Act… or the Short-term 

Insurance Act…” 

 
It is clear the CPA considers the various consumer protections built in to existing 

legislation. The implication is that the insurance industry won‟t be governed by the 

Act. The short-term insurance industry has taken numerous steps to promote 

consumer rights, including the establishment of Policy Protection Rules (PPR) and a 

voluntary Ombudsman scheme.  The Ombudsman for Short-term Insurance (OSTI) 

was cognisant of the CPA and would use its provisions to guide future rulings. 

Financial services consumers who feel their rights have been infringed have a 

comprehensive list of Ombudsmen with sympathetic ears. They can approach the 

FAIS Ombud, the Ombudsmen for Long or Short-term Insurance and the Banking 

Ombudsman among others. In these environment financial intermediaries who follow 

their FAIS obligations to the letter shouldn‟t run afoul of the CPA. 
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It seems almost certain the Financial Services Board (FSB) will make an application 

to exempt the insurance industry from the Act‟s provisions. The uncertainty lies 

around whether this exemption will be granted – and whether the exemption applies 

to all aspects of insurance stakeholder interaction. There were a number of 

provisions in the CPA that might apply to insurers whether exempt from the bill or 

not... 

 

Plenty of duplication 

The first area where insurance companies may run foul of the CPA is the 

requirement for plain and simple language in all contracts. For the most part policy 

documents are already presented in simple language, but it makes sense for 

insurers to reconsider policy wordings in light of the language proficiencies of their 

target markets. The industry will also have to come to grips with the „aligned‟ 

requirement contained in Schedule 2 of the CPA. Point 10 of this schedule reads: 

“The exclusion of the Short-term Insurance Act… and the Long-term Insurance Act, 

is subject to those sector laws being aligned with the consumer protection measures 

provided for in this Act within a period of 18 months from the commencement of this 

Act, failing which, the provisions of this Act will apply.” 

 

Any gray areas in the respective insurance industry legislations will be overridden by 

provisions in the new CPA.  

 

There are a number of other provisions in the CPA that will affect insurance industry 

stakeholders. These include, but are not limited to, product liability and the ability to 

contract out of gross negligence. Insurance companies and underwriters will have to 

start making changes to their business processes. Financial intermediaries should 

stick with the FAIS Act until CPA codes and regulations are finalised.  

 

1.3  Surveys analysed to determine industry norms and trends 

 
In order to give useful advice, a consultant should have detailed facts and figures. 

The best way to do this is to conduct and analyse surveys. These will assist you, the 

consultant/advisor to determine industry norms/standards and trends.  
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Typically group schemes use pension and provident funds to assist employees to 

save tax-efficiently.  

 

Such funds must be registered with the Registrar of Pension Funds and overseen by 

a Management Board or a Board of Trustees. There are also a number of 

administrative requirements that must be met including annual audits, specific 

investment requirements, and allocation of benefits and payments of contributions. 

 

Another requirement is that there must be an employer / employee relationship. 

Membership must be compulsory and a condition of employment for the class of 

persons for whom the fund was established. So membership is not optional for an 

employee - if they fall into the class of employment stipulated by the fund, they are 

required to join. This may sound draconian but remember that it is helping you start 

saving for your retirement and is a responsible act by your employer. 
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Module 2 

Analyse a business entity to determine needs and existing benefits 

 

This Module deals with:  

 Existing employee benefits analysed to determine current rules of the fund 

and existing cover 

 The hierarchy in a selected business entity to determine the decision makers 

and obtain information about the business 

 A risk analysis to determine the demographics of the workforce, the financial 

position of the entity and the needs or requirements for group benefits 

 

2.1 Existing employee benefits analysed to determine current rules of the 

fund and existing cover 

 
Many Employer Groups have promoted a defined contribution fund actively over the 

past few years. 

 

The reasons for this enthusiasm are clear: Provident Fund contributions are 

determined according to a “fixed amount”. This means that the employer only 

undertakes to pay say 7% or 8% of the employee‟s earnings into the Fund. The 

employee pays a similar amount and the fund, which is created in this manner, 

together with investment / interest earnings, is paid as a single benefit on retirement.  

A responsibility rests upon employers to adjust contributions in order to support the 

benefits offered in the Rules of the Fund. 

 

 The employer must ascertain that all reasonable steps are taken to ensure that 

all contributions are timeously to the fund in accordance with the Act.   

 The employer is responsible for ensuring that contributions are paid into the 

fund in accordance with the Act.   

 The employer is required to pay in full to the fund any contribution deducted 

from the member‟s remuneration and any contribution for which the employer is 

liable to pay in terms of the fund rules.   
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 Both employer and employee contributions have to be paid over not later than 

seven days after the end of the month for which they are due, either to the 

funds account, the fund or to an insurer in the case of an audit-exempt fund.    

 In terms of S 13 a (2) there is a requirement to provide certain minimum info 

that refers to the contributions within 15 days after the end of the month to 

which they relate. 

 

In terms of the Pensions Funds Act, payment responsibility lies with the Employer to 

pay the contributions (both the employer and employee) required in terms of the 

rules of the fund. Section 13 A specifies the timeframes within which the payments 

and submission of other requirements should be made. 

Penalty interest is allowed to be charged, should the Employer fail to comply within 

the timeframes specified.  

 

Retirement Investing with Retirement Accounts 

When saving for retirement, you have a few tools that are not available for other type 

of investments. These retirement accounts are built specifically to support your 

retirement investing. There are different types of retirement investment accounts 

available. 

 

2.2 The hierarchy in a selected business entity to determine the decision 

makers and obtain information about the business 

 
 
There are many business entities in South Africa. Example include, Public company, 

public companies, Close corporations, Partnerships, Sole trader etc. It is important to 

know that there are some decisions that can only be made by management in an 

organisation. One of the best way to understand hierarchy in a business entity is to 

view its organisational chart.  

 
An organisational chart (often called organisation chart or organogram? is a diagram 

that shows the structure of an organisation and the relationships and relative ranks 

of its parts and positions/jobs.  

 

http://en.wikipedia.org/wiki/Organizational_structure
http://en.wikipedia.org/wiki/Organization
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An organisational chart of a company usually shows the managers and sub-workers 

who make up an organisation. It also shows the relationships of directors: managing 

director chief executive officer: various departments.  In many large companies the 

organisation chart can be large and incredibly complicated and is therefore 

sometimes dissected into smaller charts for each individual department within the 

organisation. 

 
Usually people at the top level (management) have the clearance to give you 

information about the business. Investigate before requesting for information so as to 

enable you to work with the person who is authorised to part with business 

information.  

2.3 A risk analysis to determine the demographics of the workforce, the 

financial position of the entity and the needs or requirements for group 

benefits 

 
 

Before advising business entities on insurance and group retirement benefits, you 

need to first know the company. The quick way of knowing a company is through 

surveys to obtain details about the company‟s profile.  The best method of collecting 

human resource data is by means of a survey. Surveys can be one of the most 

effective means to collect data needed for research and evaluation. Questionnaires 

are typically used for survey research, to determine the current status or “situation.” 

They are also used to measure the difference in status “before” and “after” to 

determine changes that may be attributed to an educational program. When 

designing a questionnaire, start by asking yourself a few important questions: 

 What do I need to know? 

 Why do I need to know it? 

 What will happen as a result of this questionnaire? 

 Can I get the information from existing sources instead of conducting a 

survey? 

 

A company profile is a concise description which, among other items of information, 

includes: 
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1. Company‟s history,  

2. Number and quality of its human, financial, and physical resources  

3. Organisational and management structure,  

4. Past, current and anticipated performance, and  

5. Its reputation and the standing of its goods or services. 

For the purposes of developing and advising business entities on insurance and 

group retirement benefits we need to know and analyse the following human 

recourses dynamics of the company: 

 

1. Salary range and structure,  

The income of the employees will determine the main objectives of insurance and 

group retirement benefits. The level of income also determines the tax levels of 

the employees. This will be taken into account since another goal of insurance 

and group retirements benefits is to optimise taxation benefits. 

 

2. Number of employees 

The number of employee an organisation has determines whether the fund will 

be pre funded or arranged on a pay as you go basis. It will also determine the 

contribution especially when the fund has some insured benefits such as death or 

disability. The more the employees a company has, the lesser the risk and the 

lesser the premiums. 

 

3. Profile of the employees and their work profiles 

Organisations, especially larger organisations, comprise of employees in different 

stages of their life and career.  This differentiated spectrum of employees is also 

dispersed over many organisational levels.  This also, however, is dependent on 

the nature of the organisation and its organisational structure. 

 

In structuring a retirement plan for an organisation it is important to assess who 

the organisation employs and what their employment benefit package entails.  

After this has been determined, what the company would like to offer its 

employees must be compared to this. 
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4. Industry 

The industry the company is in will determine the kind of insurance and group 

benefits that can be tied with the retirement fund. For example a company that is 

in the motor industry will more likely to have accidental death and disability tied to 

their group benefits/retirement fund as opposed to a call centre company. 

 

5. Location of employer (locally and offshore) 

Countries have different tax regimes. The location of the employer affects tax 

optimisation issues when planning the insurance and group benefits fund 

structure. Issues like what amount of tax is deductible will need to be considered. 

 

6. Current insurance and group retirement benefits and labour agreements, 

If the organisation has a current group retirement fund, you will need to consider 

the level of benefits it offers and identify gaps. You will also need to consider how 

the fund is structured and check the idealness of the structure with the economic 

conditions. For example a defined benefit fund is good when the investment 

climate is performing well for the employer, since the employer will be more than 

able to meet future liabilities. 

 

Labour agreements here relate to the agreements structures between employees 

and the Trade Unions.  

Some trade unions provide pensions and provident fund products to members 

and some do not. Retirement fund you will propose will depend on the proportion 

of employees who have joined the Trade Unions retirement fund versus those 

who have not. 

 

7. Tax status of the employer 

There are two different companies, a normal company and a section 21 

company. Section 21 companies are also called public benefit organisations 

(PBOs). SARS approved PBOs are exempt from paying tax. When structuring a 

retirement fund for a tax exempted PBOs the employer‟s tax deductions on 

contributions will not have to be considered. 
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Remember that most sound financial plans should, at a minimum, cover the following 

areas: 

 Uncontrollable Risk (Life insurance, health insurance and disability planning)  

 Investment planning  

 Children's education funding  

 Retirement planning  

 Estate planning  

 

Therefore retirement planning would not exist in isolation and this would need to be 

considered in the investment strategy and financial planning of the organisation and 

funds. 

 

The company structure, reigning economic and labour issues must be taken into 

account and assessed as part of the determination of the strategy.  Economic issues 

include inflation, interest rates, and the organisation‟s contribution to GDP.  Labour 

issues would typically include concepts such as trade unions and those elements 

that are associated with collective bargaining, like pay raises, usually in relation to 

inflation, working conditions and benefits. 

 

Economic issues like inflation and interest rates are especially significant since an 

increase in either decrease the potential buying power of salaries paid to the 

workforce.  Likewise, labour issues such as benefits must be managed proactively 

as it can potentially disrupt function. 

 

 

Group Work: 

Below is an abridged company profile of ABC Motors Ltd. 

Name ABC Motors Ltd 

Industry Metal and motor industry 

Nature of work The provide the following services: 

1. Motor dealership 

2. Car Hire and Rental 

3. Logistics 
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Employees  

Remuneration 

Grade 

Income Range per 

month. 

Number of 

employees. 

Grade 1 3000 - 6499 4500 

Grade 2 6500 – 15 000 1400 

Grade 3 15000+ 100 

TOTAL 6000 

  

Branches They are located in all provinces in South Africa, and have 

subsidiaries in Botswana and Namibia. 

Labour 

Agreements 

30% of the employees have NUMSA membership. NUMSA has 

a provident Fund. 

 

Discuss how each demographics of ABC Motors would affect insurance and group 

retirement benefits planning and design 
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Module 3 

Synthesise information to propose appropriate benefit structures 

 
This Module deals with:  

 Industry information and information about the business entity compared to 

determine the excess or shortfall relative to industry norms  

 Different benefit structures investigated based on the risk analysis of the 

business entity 

 Quotes for the suggested structures sourced and evaluated in order to 

produce the most competitive proposal  

 

3.1 Comparison of industry information and information about the business 

entity to determine the excess or shortfall relative to industry norms 

 
In order to propose appropriate benefit structures for a business entity you need to: 

 investigate a company or an industry 

 compare one company to another 

 compare a company to an industry 

 

Comparing industry information and information about the business entity will enable 

you to determine the excess or shortfall relative to industry norms. 

 

Industry norms are samples of financial statements that are used to compare a 

company's performance against the competitors. They show the current position of 

the company in terms of assets and liabilities. Such records help you to propose 

appropriate benefit structures for the entity.  

 

Financial data is perhaps the most important factor in analysing any company or 

industry. In addition, you will also need the following: 
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Non-Financial Data 

 Biographies - Knowledge of executive officers can sometimes be useful 

 Company History - past activity of the company. 

 Competitors - knowing a company's competitors is critical to an evaluation. 

 Subsidiaries - are companies a company owns 

 

Industry Data 

 Industry Reports - the health or condition of an industry is another critical 

factor 

 Industry Codes - are used to assign a company to a specific industry or 

industries for statistical purposes. 

 Market Share - measures the portion of an industry segment a company 

controls. 

 Ratios, Norms and Averages - allow for comparisons among companies and 

to the industry. 

 
Obtain and make comparisons in order to propose the best benefit structures for the 
entity.  
 
 

3.2 Different benefit structures investigated based on the risk analysis of 

the business entity 

 
Retirement plans may be classified as defined benefit or defined contribution 

according to how the benefits are determined. A defined benefit plan guarantees a 

certain payout after retirement, according to a fixed formula which usually depends 

on the member's salary and the number of years' membership of the plan. In a 

defined contribution plan, the payout is dependent upon the amount of money 

contributed, and the performance of the investment vehicles utilised. 

 

Some types of retirement plans, such as cash balance plans, combine features of 

both defined benefit and defined contribution schemes. 

 

Insured vs Self Administered Funds 
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Apart from "public sector" pension funds, all other funds would fall into two main 

categories: 

 

Self administered funds, and insured funds.  

Private Sector vs Public Sector  

A self-administered fund operates as an entity separate from the employer and is 

administered by trustees. The trustees comprise representatives of both the 

employer and employees in equal numbers. The trustees would consult actuaries, 

lawyers and portfolio managers amongst others to assist them in the performance of 

their duties. Larger pension funds may employ such people on a full time basis.  

The pension fund has an identity separate from the employer, and effective control is 

in the hands of the trustees. This represents a significant change from the past, 

where the employer effectively controlled the affairs of the fund. The increased 

power of the unions and amendments to the Pension Funds Act has changed the 

balance of power. 

 

An insured pension fund also has legal personality and appointed trustees. The 

administrative requirements of such trustees are; however, greatly circumscribed 

because the only asset(s) the fund owns is a policy or policies of assurance issued 

by a life assurer. Such policy or policies would secure the benefits payable by the 

fund to its members. The underwriting life assurer largely performs the various 

administrative functions. The trustees would nevertheless be responsible for 

appointing the institution to underwrite the risk benefits, administer the fund and 

manage the investments. They would also be responsible for the rules of the fund, 

making amendments as and when necessary.  

 

Self administered funds often contract with life assurer in respect of certain specific 

matter, e.g. the underwriting of group life cover, to provide portfolio management 

services to provide administrative services, to purchase annuities, etc. 

 

Defined Contribution vs Defined Benefit 

In a defined contribution fund, or money purchase fund as it is also called, the 

retirement benefit is based on the investment return achieved by the fund on the 
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contributions paid by the member and the employer. The investment risk is therefore 

that of the member.  

 

By contrast, a defined benefit fund provides that the pension payable to a retiring 

member shall be based on a percentage of the member‟s salary over the last 12 

months (or longer) of employment. The applicable percentage shall depend on the 

period of membership of the fund. Usually, an additional percentage amount is 

provided for each completed year of service.  

 

Private Sector vs Public Sector 

The definition of "pension fund" in section 1 of the Act, distinguishes between two 

types of fund. Those established for the benefit of the employees of central provincial 

and local government, state and parasitical corporations, control boards and the 

Development Bank of Southern Africa, on the one hand and any other fund 

(including the Municipal Councilors Pension Fund) on the other. Funds falling in the 

first category are included in paragraphs (a) and (b) of the definition, whilst funds 

falling in the second category are included in paragraph (c) of the definition.  

This distinction is important because the treatment of each category in the Income 

Tax Act differs considerably. An important difference is that the pension funds 

referred to in paragraph (c) are required to be approved by the Commissioner for 

Inland Revenue. 

 
This approval means that the deductible contributions to a pension fund by both the 

employer and the employee are subject to certain limits. Similarly, the benefits paid 

by such funds are subject to tax, although tax concessions are available.  

 
Public sector funds on the other hand, are not subject to these restrictions. In theory, 

there is no limit to the deductible contribution a member can make to such a fund. 

Similarly, lump sum benefits are paid completely free of tax. 

 
In March 1998, a government fund became the same as a private fund and in 

respect to paragraphs (a) and (b) fund benefits prior to March 1998 were tax free. To 

date they are subject to the 2nd Schedule of the ITA 
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Benefits  

The rules of a pension fund must provide for the payment of annuity and lump sum 

benefits.  

 

Annuities 

The annuity benefits are usually paid monthly and may either be paid out of the 

pension fund‟s cash flow or it can be paid through a contractual arrangement with a 

life assurer. In the latter case, the pension fund would purchase an annuity on behalf 

of the member. The obligation to make the payment then becomes that of the life 

assurer concerned. In most cases, the member is given the option of selecting from 

a range of annuity options. Some of those available include the following: 

 

 

 A life annuity without guarantee  

A life annuity is payable throughout the lifetime of the annuitant and ceases on 

death whenever it may happen. Because there is no guarantee, the risk of early 

death falls on the annuitant. The annuity rate for such annuities will be higher 

than for the others mentioned below. 

 

 A life annuity with guarantee  

A life annuity with guarantee will be paid for as long as the annuitant lives or the 

guaranteed period, whichever is the longer. The guarantee period can be 

anything from five years upwards. The longer the guarantee period, the lower the 

annuity rate.  

Upon the death of the annuitant within the guarantee period, the annuity will be 

paid to his or her nominated beneficiary.  

 

 A joint life annuity  

A joint life annuity will continue until the death of the last dying annuitant. No 

payment of any kind is made after the second death. A joint life annuity may be 

issued in one of two ways. The annuity may continue to pay the same amount for 

as long as either annuitant survives or the annuity may reduced after the death of 

the first dying annuitant 
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 A linked annuity  

A linked annuity is one where the purchase price is invested in a portfolio of the 

annuitant‟s choosing. The annuitant may then select the level of income that he 

or she wishes to receive from the contract. This must be between 5% and 20% of 

the capital in the fund and may be changed on the anniversary of the contract. 

 

 An insured annuity  

An insured annuity is one where his original purchase consideration is insured 

through a life policy. Upon the death of the annuitant, the original retirement 

capital is paid out free of tax to the annuitant‟s nominated beneficiaries. A life 

annuity will be purchased and a portion of the annuity will be used to pay the 

premiums under a life policy. The net payment to the annuitant is therefore 

reduced. 

 

Lump Sums 

The rules of the fund will allow the commutation of not more than one-third of the 

annuity benefit and for this amount to be paid as a lump sum. The decision whether 

to commute or not is that of the member. In the event of his death, his nominated 

beneficiary makes it. A portion of this lump sum benefit may be free of tax. The 

amount in excess of the tax-free portion will be taxed at the member‟s average rate 

of tax. 

 

Income Tax Consequences  

The definition of "pension fund" in section 1 of the Act, distinguishes between two 

types of fund. Those established for the benefit of the employees of central provincial 

and local government, state and parasitical corporations, control boards and the 

Development Bank of Southern Africa, on the one hand and any other fund 

(including the Municipal Councilors Pension Fund) on the other. Funds falling in the 

first category are included in paragraphs (a) and (b) of the definition, whilst funds 

falling in the second category are included in paragraph (c) of the definition.  

This distinction is important because the treatment of each category in the Income 

Tax Act differs considerably. An important difference is that the pension funds 

referred to in paragraph (c) are required to be approved by the Commissioner for 

Inland Revenue. 
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The Commissioner may approve a fund subject to such limitations or conditions as 

he may determine. He shall, however, not approve a fund unless he is satisfied that: 

The fund is a permanent bona fide fund established for providing:  

 Annuities for employees on retirement from employment, or  

 Annuities for widows, children, dependants or nominees of deceased 

employees, or  

 Benefits other than annuities for the aforesaid, provided the provision of 

annuities was the main purpose for which the fund was established, and  

 The rules of the fund contain certain provisions, the most important of which 

are:  

 That membership of the fund be a condition of employment in respect of the 

class or classes of employee specified therein, who enter employment after 

the date upon which the fund comes into operation,  

 That employees who, immediately prior to the said date within the said 

classes, may, within a period of not more than twelve months, be permitted to 

become members of the fund,  

 That not more than one-third of the annuity or annuities to which the 

employee becomes entitled, may be commuted for a lump sum payment, 

except where the annual amount of such annuity or annuities does not exceed 

R1800.  

 That the employer is prohibited from controlling the assets or management of 

the fund and from deriving any monetary advantage from moneys paid into or 

out of the fund. An exception is made in the case of an employer that is a 

partnership. A partner, who was previously an employee of the partnership, is 

permitted to remain a member of the fund.  

 

Approval by the Commissioner is very important. Only contributions paid to an 

approved fund are deductible, and the tax relief afforded lump sum benefits is only 

available in respect of those benefits paid by approved funds. 
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Income Tax Consequences  

 

Investment Income 

The receipts and accruals of any pension fund used to be exempt from tax.  

In addition, those funds either wholly or partly administered by life assurers were not 

disadvantaged, since the amounts derived by assurers from business carried on by 

them with pension funds was excluded from assurers' taxable income. It is for this 

reason that these portfolios were referred to as untaxed. The returns in untaxed 

portfolios compared to tax portfolios (which housed life assurance business) were 

always slightly higher for this reason. This situation changed in 1996 when the 

Taxation of Retirement Funds Act was passed. This Act provides for the taxation of 

the investment income of a pension fund at the rate of 17%. Investment income is 

defined as net rental and interest income. 

 

 The initial rate in the act was set at 17%.This is not subject to review and changes 

are being made. 

 

The exposure of a fund to this tax will depend on the type of portfolio the fund‟s 

assets are invested. If there is a significant property or cash holding, the tax liability 

will be greater than for a fund, which is mainly invested in equities 

 

 Retirement Fund Annuities 

 

A retirement annuity fund is often described as the individual's personal and portable 

pension fund. Largely the two types of funds are very similar, with the principle 

difference being the absence of an employer\employee relationship in the case of a 

retirement annuity fund. 

 

A retirement annuity fund is established in terms of the Pensions Fund Act and is 

subject to the supervision of the Registrar of Pension Funds who in turn falls under 

the authority of the Financial Services Board. An individual joins a retirement annuity 

fund by signing the relevant application form. Contributions to a retirement annuity 

fund may usually be made at a rate chosen by the member, although most funds do 

impose a minimum level of contribution.  
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The frequency of contributions is usually also flexible and may even consist of a 

single lump sum. Unlike the rules relating to premium variations under life policies, 

no legal controls are applicable to the payment of contributions to a retirement fund, 

consequently, contributions may be increased or reduced or even stopped without 

there being any adverse tax consequence to the member. 

 

A member may retire from a retirement annuity fund at any time between the ages of 

fifty-five and seventy (both male and female).  

No benefit may be paid to a member or his dependants prior thereto, except in the 

case of death or disability. Retirement annuity benefits may not be ceded or 

encumbered in any way, and, consequently, cannot be used as collateral security. 

(Section 37A) 

 

Contributions received by the fund are invested by the trustees in the equity, 

property, gilt, and money markets, in compliance with the prudent investment 

guidelines laid down by the Financial Services Board. A member may choose 

whether he wishes to have life and\or disability cover included in the benefits 

payable. If such options are selected, it will result in a larger amount being available 

to fund the benefits to the member or his dependants in the event of his death or 

disability. 

 

The only benefit payable by a retirement annuity fund to a member or his 

dependants is an annuity. However, not more than one-third of the total value of the 

annuities to which a person becomes entitled to receive from the fund may be 

commuted to a lump sum. There is one exception to this rule. Where the annual 

amount of such annuity or annuities does not exceed R1800, the entire benefit may 

be paid as a lump sum. 

 

The deductibility of contributions to a retirement annuity fund effectively reduces the 

net cost of contributions to the member, since a portion of each contribution is 

funded by the consequent tax saving. The higher the member's marginal rate of tax, 

the lower the percentage net cost he bears. 
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Benefits  

The rules of a retirement annuity fund must provide for the payment of annuity and 

lump sum benefits.  

 

 Annuities 

The annuity benefits are usually paid monthly and will be paid through a contractual 

arrangement with a life assurer. The retirement annuity fund will purchase an annuity 

on behalf of the member. The obligation to make the payment then becomes that of 

the life assurer concerned in terms of the annuity contract. 

 

You should suggest sourced structures to the client. Before doing that, you should 

obtain and evaluate quotes for these structures in order to produce the most 

competitive proposal. Remember, businesses want options that will give them the 

best results while not costing them a fortune at the same time.  
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Module 4 

Recommend a financial solution for a business entity 

 

This Module deals with:  

 Different options presented and substantiated and the implications are 

explained to the client 

 A financial solution proposed for a selected business entity  

 A plan developed to allow for review  

 

4.1 Different options presented and substantiated and the implications are 

explained to the client 

 
Depending on the investment strategy and cost structure, a retirement fund is the 

best way for many investors to save towards their retirement. The purpose of both 

pension and provident funds is to provide employees or their dependents with an 

income upon retirement. Pension and Provident Fund Differences: If you are a 

director or employee of a company, chances are that you belong to either a pension 

or provident fund. Even though this makes up the bulk of most people‟s retirement 

provisions, few people know the difference between the two. 

 

Employers may deduct up to 10% of the remuneration of an employee or a higher 

amount approved by the taxman for pension and provident funds. Currently the 

taxman allows employers to deduct up to 20% of the contributions made for an 

employee. For pension funds, an employee may deduct the greatest of R1 750 or 7, 

5% of remuneration. 

 

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 
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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. 

 

Few individuals remain with the same employer for the whole of their working lives. If 

you resign or are dismissed, you may transfer your provident fund benefit to a 

“preservation provident fund” and your pension fund to a “preservation pension 

fund.” These vehicles are specifically designed to safeguard your retirement savings. 

 

You won‟t be taxed on transfer of your savings to one of these vehicles and you are 

also allowed one withdrawal prior to retirement. 

 

You also have the option to withdraw all the cash when leaving a company before 

retirement. However, this lump sum will be taxed (except the first R1 800, which is 

tax-free). 

 

Certain funds allow their members to choose how their contributions are invested. If 

your fund offers you an investment choice, consult with your financial planner to 

ensure you make the correct investment decision. 

 

Another consideration to be aware of is whether your pension fund or provident fund 

offers death or disability cover. In the event of your death, the retirement fund will 

pay your beneficiaries all the contributions you have made to your retirement fund 

plus the growth on your investments and the group life assurance amount. 

 

You should also consider whether you are a member of an approved or unapproved 

pension or provident fund. If you are a member of an unapproved fund, your 

beneficiaries will receive a tax-free payout on your death. However, if you are a 

member of an approved fund, your beneficiaries will not receive a tax-free payout. 
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In general, provident funds offer greater flexibility and allow members to contribute 

more to their retirement savings than pension funds. 

 

My advice is to engage an independent fee-based certified financial planner who is 

focused on your best interests and who looks at your retirement savings as part of 

your overall financial plan. 

 

 

4.2 Proposing a financial solution for a business entity  

 
 
Having an effective financial solution is an important step for an entity to achieving its 

financial goals.  You should be research findings and current market trends to 

propose a financial solution for a business entity. The solution should favour both the 

business and its employees. One of the things you should do for your clients is 

guidance on effective tax management of their financial solutions. This means you 

should understand the comprehensive situation and when additional taxes may be 

applicable so that the financial solution is constructed on a tax efficient basis to avoid 

(if possible) paying out more than you need.  

 

Proposal  

You should present a possible solution to optimise returns of a business entity. The 

best way to do this is to draft a final proposal that includes recommendations, 

calculations, advantages and disadvantages of the proposal and cost implications for 

the entity to see. In addition, you should draft a plan of action including timeframes 

for the proposal.  

 
 

Group activity 

 
In groups; recommend a financial solution for a business entity of your choice. Use 

the guidelines below: 

I. Present and substantiate different options and explain the implications thereof 

to the client. 
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II. Propose a financial solution for the business entity.  

III. Develop a plan to allow for review. 

Compare and discuss your solution with the rest of the class. 

 
 

4.3 Developing a plan to allow for review 

 
 
Life is not static by dynamic. In this business world, an excellent proposal today may 

not be as excellent tomorrow. The best way to ensure that your client has the best 

financial solution is to develop a plan that allows for constant review of the 

implemented proposal. This way you can be able to monitor the performance of the 

financial solution, identify and control risks and even make recommendations for 

improvement.  

 
Depending on the needs of the client, a review can be done at set/agreed intervals 

that will enable you to manage the financial solution effectively. Develop a plan to 

allow for review and agree this with the business entity. 
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