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Investigate the range of options available for wealth 

management 

Introduction to Unit Standard 

Wealth management is a professional service that involves advising individuals on their 

financial needs. These range from investment advice to cashflow management, tax 

services, estate planning, retirement planning, risk management, insurance and 

healthcare planning. The strategy used by a wealth manager will be tailor made to an 

individual’s specific needs or requirements which change over the financial life cycle of 

that individual.  

The financial needs of a natural person will vary from time to time largely influenced by 

certain life events such as marital status, death, employment, the birth of children 

amongst others. A financial adviser should be able to analyse these factors and present 

options that will address the specific financial needs of the individual.  

Purpose of the Unit Standard 

This Unit Standard is intended for learners in a financial services environment who 

require a basic introduction to investments. It will add value to Healthcare Benefits 

Administrators, Trainee Financial Planners, Intermediaries, Product Developers, 

Coordinators of Medical Schemes, Financial Call Centre Agents, Trustees and Principal 

Officers of medical schemes and retirement funds. It complies with the current legislated 

practices in giving financial advice 

At the end of this Unit Standard, the qualifying learner should be capable of… 

 Analysing the different types of risk associated with the needs of a specific 

individual.  

 Describing insurance based options available for wealth management.  

 Describing investment type options available for wealth management.  
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 Applying technical knowledge and skill to propose a financial solution for a 

selected client 

 

Module 1 

Analyse the different types of risk associated with needs of a specific 

individual 

Learning Outcomes  

By the end of this module, you should be able to: 

 Analyse a client’s personal and financial situation to identify potential risks and 

determine current and future needs. 

 Establish the needs of the client based on their current financial situation. 

 Identify gaps in the client’s present and projected financial position and propose 

a financial solution. 

 Explain the concept of risk in financial planning and give an indication of the 

different types of risk that could potentially affect an individual. 

 Identify potential events in a client’s life cycle, relate events to time horizons and 

revisit a needs analysis.  

 

1. Analyse a client’s personal and financial situation to identify potential risks 

and determine current and future needs 

It is not easy to unveil a need and make the appropriate recommendation. There are 

various influences that shape the client’s mind about financial planning based on their 

values and attitudes. As a financial planner or financial advisor, you need to bypass or 
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combat those influences to assist the client in focusing on what the unexpected events 

in life and the pitfalls of not having enough money can bring. Examples of these events 

are: death, disability, retirement, healthcare, a child’s education, and so on.  

1.1 Differing needs  

Financial needs differ from person to person. It is important to establish upfront in which 

stage the person is of the lifecycle. The stages of a lifecycle can generally be matched 

to the needs during that stage. These are:  

 formative years - no financial responsibilities 

 single and starting out - career planning, saving for a rainy day, budgeting 

 single and established - housing, saving for a rainy day 

 investing, paying taxes, protecting assets, retirement planning 

 married - first house, saving for a dream, paying taxes, insurance, retirement 

planning, estate planning (includes death and disability cover) 

 family life - savings for children’s education, protecting the family, retirement 

planning, estate planning (includes death and disability cover) 

 after retirement - tax planning, invest retirement capital to provide income, 

choosing an annuity, managing investments and income 
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Figure 1.  Lifecycle stages  

Unexpected events will also impact on the needs relevant for the lifecycle, increasing or 

rearranging the needs mentioned above.  

It is important to bear in mind that people can be in one of various financial positions:  

 Stage 1: Income to live from.  

 Stage 2: Cash reserves for a rainy day.  

 Stage 3: Provision for financial security.  

 Stage 4: Speculative endeavours to create wealth. 
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Stages 3 and 4 are the individuals who are most likely to pursue further investment 

options.  

 

There will be times when a prospective client will only invite your expertise on a 

particular need rather than giving you a full mandate for his financial planning. He may 

be unaware that he has not planned for his future sufficiently. During the discovery 

process, you will find that you need to identify what the problem is before you are able 

to identify the need. This discovery process will lead to a point where you are able to: 

 

 Advocate the solution by identifying the problem;  

 Suggesting the solution and presenting the advantages of the products of your 

choice; and  

 Should the client accept your solution, this will lead you to a process wherein you 

will support the client in making the right choice by listening, sharing, clarifying, 

presenting and acting on the need by doing a quote or selling the product. 

The client may sign a full mandate, requiring a full portfolio, which entails assisting with 

the budget, retirement planning, estate planning, investments planning, or life cover. 

Alternatively the client may want to supplement an already existing portfolio with one of 

the previously mentioned aspects. In both cases, it is imperative that you have the client 

complete a short questionnaire to establish the need. Should the client sign a limited 

mandate, it will form part of the client’s portfolio and protect you should the client 

express dissatisfaction at a later stage. 
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Figure 2. The financial process consists of the following steps:  
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1. The financial planner must clearly define the relationship by stating what he can 

offer the client. Clarify decisions made at meetings and confirm them in writing to 

ensure that the client knows what to expect from the financial plan.  

2. The financial planner must ensure that all the relevant details regarding the 

client’s personal information as well as current financial information has been 

obtained. At this stage a questionnaire can be completed and copies of important 

documents can be requested, for example the client’s identity document, pay 

slip, investment statements, utility bills, marriage contract, and so on. 

3. It is important to establish what the client’s goals are and his or her risk 

tolerance. The financial planner must ensure that the client has expressed clear 

goals, which lead to a specific action. 

Identify the objectives as follows: 

 The client must decide what she or he wants to achieve 

 Link objectives to time lines 

 Document short, medium and long term goals 

 List the priorities 

 Identify constraints 

4. All information presented by the client must then be analysed. The financial 

planner must analyse each goal, match it to the client’s personal information and 

the stage of the client’s lifecycle in order to make the correct diagnosis. The 

financial planner needs to bear in mind that she or he needs to guide the client 

and allow the client to stay in control of the situation. The financial planner must 

analyse which products would match which need. 
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5. Once the analysis has been completed, the financial planner will proceed with 

presenting his or her recommendations. 

6. If the client accepts the recommendations, the financial plan can be 

implemented. 

The financial planner must ensure that the client’s needs are constantly reviewed as the 

circumstances of the client may change. 



243134 Learner Guide 

INSETA copyright 2014 

 

9

1.2 Establishing Current Financial Needs 

The objective of planning for the future should be to achieve long term growth that 

would combat inflation and shield the investment from market volatility. To a large 

extent, the client’s investment needs will be driven by affordability or willingness to set 

aside a portion of his current income to plan for the future. There are important steps to 

the process:  

 Establish what your client current needs are in respect of income and expenditure. 

All current income must be taken into account like the client’s monthly salary and 

income from other sources, for example property, inheritance, and so on.  

 Establish the rate at which expenditure and income are increasing. A fair assumption 

is to escalate these figures by using the inflation rate.  

 Do not forget to account for taxation currently paid by the client on existing income 

and tax that will be payable on future investments. 

Liquidity must be maintained to give the client access to funds in case of emergency. An 

example is a banking account. 

1.3 Risk 

Introduction 

Risk is the chance that unexpected undesirable events happen. In order to manage this 

risk, individuals resort to many options like investing money, taking out a life or disability 

insurance policy, drawing up a will to ensure that their assets are allocated to the right 

people, start trusts, and so on. The problem with risk is that nobody knows when it may 

happen. It is then up to you, as the financial planner, to advise your client on the 

probabilities of risk. This is where the client’s risk profile is analysed.  

The typical risks that an individual faces include the following:  
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1.3.1 Pure Risks:  

These include physical risks affecting our home life or work, such as fire, accident, 

death, fraud and war. They can be physically traced and result in a one sided effect – 

loss to the individual. There is no chance of gain in this case. 

 

1.3.2 Consequential risks:  

These are risks which arise as a result of another event having They include 

hospitalisation and illness following an accident, loss of income and insolvency following 

retrenchment, divorce and separation as a result of a direct risk.  

 

1.3.3 Legal risks: 

Potential losses as a result of the uncertainty that arises from legal proceedings are 

classified as legal risks. These include the following:  

 

 Civil liability – These arise from damages that one can sue you for in a court of 

law as a result of a negligence or ommitance on your part for something you are 

responsible for. An example will be where a within your yard falls and damages a 

neighbour’s property. The neighbour can sue you for the damages as a result.  

 

 Statutory liability – In this case one may be held responsible for any action or 

omission due to a related law that is not open to interpretation. For instance 

amounts due under traffic fines can be classified here.  

 

 Contractual liability – These risks arise from the terms imposed on a contract. 

For example in a contract of insurance, the insurer is required to pay claims 
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which fall within the scope of the insurance policy and should they fail to do so, 

they can become legally liable to make the payment.  

 

1.3.4 Political risks: 

This is the risk that an investment or expected financial outcome will be affected by 

decisions of a government such as government intervention, sanctions, acts of foreign 

governments etc. 

 

1.3.5 Financial risks:  

This is a general term used to describe risks associated with financing and financial 

transactions. It is a broad term that covers such risks as Credit, Market, Liquidity, 

Investment and Currency. For example an individual owns tangible assets such as 

houses and has financial commitments paid monthly via monthly debit orders. In the 

event that they do not have sufficient funds to in their bank account to pay for these 

commitments, they are said to be faced with a liquidity risk.   

 

1.3.6 Credit Risks: 

Credit risk is the risk that a company or individual will be unable to pay the contractual 

interest or principal on its debt obligations. 

 

1.3.7 Market Risks: 

This refers to the day-to-day fluctuations in a stock's price or prices of other financial 

products. An investor might purchase a stock at R25 today and face the risk that it will 

be worth R15 or in the best case above R25 at a future date when they decide to sell it.  
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1.3.8 Interest rate Risks 

The risk one faces in a debt contract to changing interest rates. For example a person 

who buys a home through a mortgage (where the interest rate is not fixed) may be 

required to pay differing interest amounts varying as the interest rate goes up or down. 

In certain cases the rate can go so high that the individual might not be able to afford 

the payments.  

 

1.3.9 Currency Risk 

When investing in foreign countries you must consider the fact that currency exchange 

rates can change the price of the asset as well. 

 

1.3.10 Inflation Risk 

This is the risk that the purchasing power of an investment will be eroded or reduced by 

inflation (see  

 

1.4 Client Risk Profile - Main factors  

Five main factors determine a client’s risk profile, namely:  

 The client’s age  

The older the client is, the bigger the risk. Not only is illness more prevalent in older 

people, but the time span is much shorter for older folks resulting in a shorter period: 

1. to invest 

2. to recover losses on the stock market and  

3. To recover insurance charges. 
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 The client’s income  

A client who earns more money can take bigger risks as he has more money at his 

disposal. The risk of investing funds may be small in relation to his earnings. 

 

 The client’s health 

Medical expenses can erode the client’s income quite substantially and could cloud a 

secure financial future. This client would be more wary about making long-term 

commitments and may want more liquidity of his finances to take care of medical and 

living expenses. 

 

 The client’s assets 

The client may already be exposed to risks with his or her current investments. The 

financial planner may need to look at other options to provide short-term options with 

lower risk. 

 

 The client’s level of knowledge 

Someone who knows the risks involved in financial planning will have a better 

understanding and will be able to deal with risk exposure much more easily.  

Many questionnaires have been designed to try and guide the client in establishing his 

or her risk profile. Another school of thought is that financial planning does not actually 

determine the client’s risk profile:  

 The client will invest according to his or her own goals and objectives in relation 

based on affordability; and  

 The client’s lifestyle is being established rather than a risk profile.  

 

Nevertheless, it is important for the client to consider how much risk he is willing to take 

as opposed to the financial risk he can tolerate.  
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 There are three risk profiles that dominate the financial planning industry and the 

financial planner must, together with the client, determine which is best:  

 Aggressive portfolio  

This generally suits young investors with money at their disposal and many years of 

investment ahead of them or the older investor with high levels of disposable income.  

The portfolio is exposed to assets with high risk or volatility and therefore greater 

rates of return. However, capital losses (e.g. 40% capital erosion) can also occur 

in short periods of time which may require a longer investment period to recoup.  

 Moderate portfolio 

This generally suits young clients who fear risk and who may suffer with poor health. It 

also suits the older client who has more disposable income than those in the same age 

bracket investing in the conservative portfolio. The portfolio aims to seek a balance 

between moderate capital growth and protection from losses. For example only 20% of 

the portfolio will be exposed to high risk or volatility assets, with the balance of 80% 

invested in fixed return assets where no variation in results can occur.  

 Conservative portfolio 

The general trend is for financial planners to advise older clients approaching retirement 

or in their retirement age to go the conservative route. This profile is charaterised by low 

risk exposure and therefore low returns. The main use of this portfolio is to preserve 

capital value as the individual might not have a longer life span to recover losses 

incurred in a high risk portfolio. However, people are living longer with new medical 

advances and therefore their investments may have a longer lifespan than originally 

planned for. 

Four risks, namely taxation, inflation, market risks and the risk of fluctuating interest 

rates, need further explanation because these aspects are not within the client’s control 

and most clients need professional advice on how these risks impact on their lives. 
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1.5 Taxation 

Tax system in South Africa 

The South African tax system is based on source of income and place of residence, 

implying that South Africans are taxed on their world-wide assets. 

South Africa has a progressive scale of income tax. This means that the rate of tax 

increases as your income increases resulting in your income tax burden increasing 

each year.  

It is thus very important for individuals and employers to structure their salaries and 

investments in a tax efficient manner. There are many forms of taxes incurred on the 

consumer, but the taxes listed are of great importance in wealth management:  

  Income tax. The effect on investments can be devastating. Taxes are regarded 

as an expense and the financial planner must be aware of the products that 

attract the least tax and how to minimise the effect on the client’s whole portfolio.  

 Capital Gains Tax (CGT) must be taken into account when the client disposes of 

capital assets, as the client will want to know what the net return would be. CGT 

will also impact on the assets of a client who dies, distorting the returns due to 

beneficiaries.  

  

Estate duty will also be imposed on the assets after death of a client, reducing 

the estate proceeds to the beneficiaries. The financial planner needs to calculate 

these taxes and advise the client accordingly. 

Other taxes like donations tax and transfer duty will also come into play on 

implementation of a financial plan. 
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1.6 Inflation 

The Basics 

Inflation can be defined as a general and sustained increase in prices. The cost of a 

‘basket’ of about 600 goods and services, which the average South African consumer 

would buy, is calculated each year. This is converted into the Consumer Price Index 

(CPI-X).  

Over time, inflation steadily reduces the purchasing power of money. Financial planners 

advise their clients to escalate premiums on an annual basis to combat the effects of 

inflation.  

Economists use the rule of 72 to establish a quick approximate effect of the rate of 

inflation on the purchasing value of money over time. If the current inflation rate is 10%, 

the purchasing power of money will halve after 7.2 years. This is calculated by dividing 

i72 by the inflation rate. The result shows the number of years it will take for the real 

purchasing power of the capital or income to halve. 

EXAMPLE  

Calculate the number of years it will take to halve a current value of R90 000 at an 

inflation rate of 6%. 

72/6 = 12 years. 

Therefore R90,000 received in 12 years’  time will buy goods to the value of R45 000 in 

today’s terms. In financial planning the effect of inflation on the value of money in time 

would impact on financial goals such as retirement planning.  

1.7 Market Risks 

What do Investors wants to know? 

Investors want to know what risk they are exposed to: 
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 What kind of returns can they expect on their investments?  

 If their investments decline, how long will it take before they are able to regain a 

good return?  

 

Of course, these questions are all dependent on the investor’s goals and attitudes to 

risks. He or she may choose:  

 

 A high yielding investment that carries the risk of losing money: or 

 A conservative investment where the risk is not making a real return due to 

inflation eroding the value of the investment. 

  

Depending on the timeframes the client has in mind, she or he may approach 

investment in one of the following ways: 

  

 Speculation - this aggressive approach is high risk and aimed at maximising 

returns.  

 Growth - this is a moderate to high-risk approach that focuses on capital growth. 

Aggressive equity portfolios and blue-chip listed shares are targeted.  

 Capital preservation - this is a conservative approach where cash and property 

portfolios are its main focus.    

 

 

 

 



243134 Learner Guide 

INSETA copyright 2014 

 

18

Module 2 

Describe Insurance-based options available for Wealth Management 

Learning Outcomes  

By the end of this module, you should be able to: 

To prove competence in this outcome, you must be able to do the following:  

 Explain the concept of insurance with reference to term, insurable interest, 

contractual obligations and the legal environment that regulates insurance 

options 

 Analyse long-term insurance products and compare them with reference to the 

advantages and disadvantages of each and the potential of the product to meet a 

specific insurance need of an individual 

 Identify criteria used to underwrite long term products and give an indication of 

how each impacts on the acceptance of cover and rate  

 

Overview of Insurance 

In any activity in life, there is a possibility that a life-changing event may occur. These 

life-changing events are death, disability, illness, and so on. The consequence of such 

an event can seldom be borne by the individual or the individual’s family. In exchange 

for an assessed payment and risk of the benefit, insurance companies carry the risk of 

such a loss. The principle of insurance is funding this loss, from payments received from 

a group funding initiative to protect the individual against loss. The individual, in turn, 

sets aside a negligible amount of money in the present to provide for an uncertain 

future. Long-term insurance is also known as non-indemnity insurance implying that the 
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amount the policyholder is entitled to, does not equate the actual loss suffered.  

2.1 Term 

The term is the fixed period to which the contract would apply, as documented in the 

terms and conditions of the contract. An example is an endowment policy, effective for 

five years. The individual pays contributions for a specified term of the contract, starting 

on the inception date of the policy. This contract attracts interest and bonuses and the 

proceeds are then available on the anniversary date (maturity date) after five years. 

There are mainly 2 types of insurance contracts, however 3 are explained below: 

 Short Term insurance – these are contracts of insurance which generally do not 

cover the life of a person and have a term of 12 months or less. They are 

renewable annually with different terms being applid as necessary. 

 Long term insurance (Life) – these will run for a period more than 12 months and 

can be for the duration of an individual’s life 

 Other Insurances – these will include funeral cover and medical insurance, 

however they are generally classified either as short term or long term products.  

  

2.2 Insurable Interest 

The purpose of life assurance is to provide some form of income for your family after 

your death, for yourself after disability, or a planned event like retirement. The term 

‘insurable interest’, was coined by the English Parliament in 1774 when life assurance 

was considered a form of gambling. Insurable interest was then lawfully introduced to 

stipulate that the owner of a policy must be in a legally recognised relationship with the 

life assured and that the insurance granted be based on the owner or beneficiary 

suffering loss by the happening of the event.  
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Insurable interest must be present at inception of the policy and forms one of the bases 

of the contract.This means that the insured person must prove that they will suffer a 

financial loss in the event that they lose an asset through some loss destruction t heft 

or the death of person. 

Insurable interest is reflected in the relationship of the parties to a contract:  

 The owner, who takes out the contract, signs it and pays the premium. The 

owner will remain responsible for the contract irrespective of whether he cedes it 

or arranges for someone else to pay for it. 

 The life assured, on whose life cover is granted. The owner must have insurable 

interest on the life assured or  

the contract could be of no effect.  

 The beneficiary is the person who would benefit in the event of the life assured 

dying. Insurable interest does not apply to the beneficiary of a life policy. 

Examples 

 Spouses have automatic insurable interest without any financial limit.  

 A person, who is financially dependent or is legally entitled to financial support 

from a relative, has an insurable interest in the relative’s life. 

 Two people who are engaged have an insurable interest in the lives of one 

another.  

 Any person, who would benefit from the continued life of a person who has a 

contractual arrangement has insurable interest in the life assured, for example a 

creditor has an insurable interest in the life of a debtor. 

 Business’ partners or shareholders have an insurable interest in the lives of their 
co-partners.  
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2.3 Contractual Obligation 

What is it? 

A contract is a legal bond, formed by two or more parties. An insurance contract refers 

to the policyholder agreeing to pay an amount for a certain term and a certain product. 

The insurer, in turn, agrees to payout an amount and make good on the agreement in 

the event of the agreement needing to be fulfilled. A valid contract needs to comply with 

the following: 

 The parties must be in agreement. 

 The agreement must be final and enforced (policy is ‘in force’). The contract stays in 

force while the owner of the policy pays the premium as agreed. The insurer keeps 

the policy in force while the premiums are paid. These policies are referred to as 

non-cancelled. 

 The agreement must be lawful and legally enforceable.  

 Performance of the contract must be possible.  

 Parties must have the capacity to contract. Some individuals do not have the 

necessary contractual capacity, like:  

 Minors, in other words persons under the age of 18 years of age 

 Persons who are regarded as insolvent  

 Persons who are incapable of handling their own affairs and who are under 

curatorship 

Companies are regarded as non-natural persons by law, as having contractual capacity 

in the same way as individual persons. 
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2.4 Legislation 

This section of the lesson covers the legislative environment that regulates insurance 

options. The most important legislation is the: 

 Financial Advisory and Intermediary Services (FAIS) Act 37 of 2002;   

 Long Term Insurance, Act 52 of 1 998, including the Policy Protection Rules;  

 Pension Fund Act, 24 of 1956; 

 Income Tax Act, 58 of 1962; and  

 Medical Schemes Act, 131 of 1998.   

2.4.1 Financial Advisory and Intermediary Services Act 37 of 2002 (FAIS Act) 

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

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

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

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

enforcement measures. The main aims of the FAIS Act are: 

· To regulate Professional Conduct of financial services advisers and 

providers 

· To have better informed Clients who, as a result, making sound well 

informed financial decisions 

· To create a professional, responsible sector in which also offers cheaper 

avenues for addressing customer complaints 

The Financial Advisory and Intermediary Services Act, under the general code of 

conduct for ‘Authorised Financial Services Providers and Representatives’ states that a 

provider must, prior to providing a client with advice,  

 Take reasonable steps to seek from the client appropriate and available information 
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regarding the client’s financial situation, financial product experience and objectives 

to enable the provider to provide the client with appropriate advice  

 Conduct an analysis for purposes of the advice, based on the information obtained 

 Identify the financial product or products that will be appropriate to the client’s risk 

profile and financial needs, subject to the limitations imposed on the provider under 

the Act or any contractual arrangement 

 The provider must take reasonable steps to ensure that the client understands the 

advice and that the client is in a position to make an informed decision.  

 Where a client has not provided all information requested by a provider or where the 

provider has been unable to conduct an analysis because of the circumstances 

surrounding the case, or there was not reasonably sufficient time to do so, the 

provider must fully inform the client thereof and ensure that the client clearly 

understands that:  

 A full analysis in respect of the client could not be undertaken;  

 There may be limitations on the appropriateness of the advice provided  

 The client should consider whether the advice given is appropriate, considering 

the client’s objectives, financial situation and particular needs or;  

 The client chooses to conclude a transaction that differs from that recommended 

by the provider, chooses not to follow the advice or chooses to receive more 

limited   information or advice than the provider is able to provide. 

 The provider must advise the client to take particular care to consider whether 

any product selected is appropriate to the client’s needs, objectives and 

circumstances. Should any risk exist, the provider must alert the client as soon 

as reasonably possible regarding the existence of any risk prior to committing to 
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a policy.  

Advice to the client must include the following:  

 Obtain appropriate information from the client.  

 Analyse the information obtained.  

 Identify the products appropriate to the client’s situation. 

 Ensure that the advice provided is understood by the client.  

 Keep a written record of the process. 

 

2.4.2 Long Term Insurance Act 

The Long Term Insurance Act 52 of 1998 came into effect on 1 January 1999, replacing 

the Insurance Act 27 of 1943. The Act makes provision for six classes of long term 

insurance business:  

Assistance policy  

An assistance policy is a life policy where the value of the policy benefits or the amount 

of the premium for which the premium is provided, does not exceed R10 000. An 

example is a Funeral policy. 

Disability policy  

This contract is an agreement whereby the insurer agrees to provide benefits in the 

event of a disability. The term ‘disability’ is described as the ‘functional ability of mind or 

body of a person or an unborn becoming impaired’ 

Fund policy  

This policy refers to a contract that undertakes to provide benefits to the members of a 

fund. The term ‘fund’ includes pension, provident or retirement annuity funds, medical 
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schemes, friendly society funds or any other fund arrangement approved by the 

Registrar. 

Health policy  

A health policy contract refers to the provision of benefits in an event relating to the 

health of the mind or the body of a person or foetus. This policy excludes medical aid 

schemes. The benefit amount is agreed upon on commencement of the contract and 

does not cover medical expenses incurred. An example of a health policy is a dread 

disease contract. 

Life policy  

A life policy is an agreement whereby the insurer agrees to pay benefits in the event of 

the life assured’s death. 

Sinking fund policy  

This is a contract that provides a sum of money at a fixed or determinable future date, in 

return for a contribution. An example is an investment policy or a pure endowment 

contract.  

The policyholder can make the proceeds of the policy available to his or her creditors. 

Prior to the event, the insurer must obtain written permission to pay a third party and 

admit to having no knowledge of the policyholder being coerced into ceding the policy to 

the third party. In the absence of the written permission, the insurer is compelled to pay 

the policy proceeds to the policyholder.  

Section 49 of the Act prohibits a long term insurer or intermediary, representing that 

insurer, from providing any consideration other than commission for services rendered. 

 

2.4.3 Short Term Insurance Act 53 of 1998 

The Short Term Insurance Act (STIA ) regulates and supervises the business of Short 

Term Insurers and certain parties who conduct their business in that sector such as 
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brokers and agents  Short tern insurance is defined by the Act as follows as ‘’the 

business of providing or undertaking to provide policy benefits under short term 

policies’’ These policy benefits can be classified as follows:  

a) An Engineering polic 

b) A Guarantee Policy 

c) A Liability policy 

d) A miscellaneous policy 

e) A motor policy 

f) An accident and health policy 

g) A property policy 

h) A Transportation policy  

In summary the STIA aims to: 

 

1. Regulate the short term industry. 

2. Ensure that insurers remain solvent and are able to discharge their duties to the 

public,  

3. Ensure that the insured public is protected.  

4. It also spells out the legal requirements of brokers and other intermediaries as 

regards to their conduct and payment of premiums to insurers.  

5. Insurers are required to register and strict conditions are imposed on registration 

 

2.4.4 Pension Funds Act 24 of 1956 

The implications of the Pension Funds Act are of great importance to the financial 

planner. The reason for this is that investments made by the insured can be directed 

into pension funds due to the tax benefits derived under these arrangements. The 

Pension Funds Act regulates pension, provident and retirement annuity funds. Its 
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provisions include the registration, incorporation, regulation and dissolution of all funds 

that are established for the purpose of providing retirement benefits for their members.  

Once a new fund has been approved by the Registrar of Pension Funds, the fund will 

be registered. The fund information must also be forwarded to the South African 

Revenue Services (SARS) for approval of tax benefits. Please note that some funds are 

considered ‘unapproved’ and no tax concessions are granted on these schemes, for 

example stand-alone insured benefit schemes.  

The fund is regarded as a separate legal entity and does not belong to the employer. 

Boards of management (trustees) oversee the fund and 50% of the members must be 

member- elected to ensure that members have a say in the fund. All trustees have a 

fiduciary duty to manage the fund in accordance with the fund rules (that has been 

designed in accordance with the Pension Funds Act).  

The rules of the fund will outline the options available for categories of members on the 

fund. Benefits similar to those offered for individuals in terms of the Long term Insurance 

Act, are available for groups of employees working for the same organisation. 

Regulation 30 of the Act contains information like payment and calculation of 

contributions, nature and extent of benefits, transfers and amalgamations of funds, and 

so on.  

Benefits payable are legislated by section 37 of the Act. Terms and conditions of when 

deductions may be made against the benefit, how it may transfer to preserve tax 

benefits and to whom payment is allowed, are stipulated in section 37 of the Act.  

Unapproved funds have no Tax concessions on the contributions, but the benefits are 

paid tax-free.  

 

2.4.4 Income Tax Act 58 of 1962 

Income tax lessens the client’s income substantially. Any individual who earns an 
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income is liable for income tax.  

Personal tax liability is calculated as a percentage. Taxable income is considered the 

amount of income after allowable deductions in terms of the Act.  

Four Fund Approach 

The Income Tax Act allows the insurer to control funds on behalf of different categories 

of policyholders by way of the ‘Four Fund Approach’. These categories include natural 

persons, tax-free bodies and corporate entities, while the balance of their assets 

represent shareholders’ equity and reserve funds. The Four Fund approach requires 

insurers to allocate their assets and liabilities to separate funds. 

Each fund is taxed as a separate entity:  

The Untaxed Fund 

The “untaxed policyholder fund” (UPF) manages: 

 Policies owned by funds (pension, provident, retirement annuity or benefit fund); 

 Annuities in payment; and  

 Policies issued to non-taxpaying institutions (e.g. local authorities, charities, 

churches etc. as set out in section 10).   

A policy owned by a trust consisting only of such persons also falls into the UPF. This 

fund is exempt from tax. 

The Individual Policyholder Fund represents life insurance business conducted with 

policyholders who are not companies. Income is taxed at 33.3%.  

The Company Policyholder Fund represents life insurance business conducted with 

companies (including close corporations, unit trusts and others). Income is taxed at the 

company tax rate of 28%.  

The Corporate Fund - holds the balance of the insurer’s assets, taxed at 28%. 
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Retirement funds, however subscribe to different formulae when taxation is applied. 

Before any tax concessions are available, retirement funds have to be approved by 

SARS under the provisions of the Income Tax Act. Most pension funds are set up to 

comply with both the Income Tax and the Pension Funds Act (in other words they are 

registered by the FSB, as well as approved by SARS).  

However, not all pension funds registered under the Pension Funds Act will be entitled 

to tax concessions. Registration with the Financial Services Board is compulsory for all 

retirement funds, but approval with SARS is optional.  

Tax also impacts on retirement proceeds on divorce in terms of the Divorce Amendment 

Act. The full amount due is taxed in the hands of the member but the member has the 

right to recover the tax paid from the spouse on the portion of the benefit allocated to 

him or her. 

 

2.4.6 Medical Schemes Act 131 of 1998.   

The Council of Medical Schemes is the regulatory body for the medical industry.  

They are tasked with controlling, promoting and co-ordinating the establishment, 

development and functioning of medical schemes in accordance with the Medical 

Schemes Act. They also investigate complaints and settle disputes regarding affairs for 

registered schemes.  

Most employers provide medical scheme benefits to their current employees, but the 

practice of providing this benefit after retirement date has ceased due to the costs 

associated with old age medical provision. A current trend in the medical schemes 

market is that most standard medical schemes have become managed schemes, which 

resulted in costs for the member in terms of daily medical care and supplementing the 

cost the employer is liable for.  
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In addition, insurance companies, although regulated by the Long Term Insurance Act, 

have stepped in to provide top-up benefits.  

If an employer’s contribution to a medical scheme in relation to anyone employee 

exceeds two-thirds of the total contribution for that member, the excess will be taxable 

as a fringe benefit in the hands of the employees. 

 

2.5 Long Term Insurance Products 

Overview 

Insurance organisations have devised a range of products to meet the various needs of 

their clients. This section of Module 2 provides a broad overview of the most prominent 

products.  

2.5.1 Endowment Policies  

Endowment policies can provide investment and life cover, or investment only (pure 

endowments). Where life cover is included, the cover will fall away when the policy 

matures. In the event of the policyholder dying during the term, the investment or the 

contribution, whichever is greater, will be paid.  

Example 

Zoe purchases an endowment policy for a five-year term. She includes life cover of 

R200 000. Should she die during the five years of the policy being in force, her 

dependents or beneficiaries will be paid an amount of R200 000. If she dies after the 

maturity date, the contributions plus interest will be paid.  

Advantages and Disadvantages 

The advantage of this kind of investment is that returns are normally high. The 
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disadvantage of this policy and most policies, are the costs attached to it. They are: 

 Costs to cover the risk of the life cover or disability depending on the type of 

contract; and  

 Charges to cover expenses involved in selling and administering the contract. 

These expenses include commission for the intermediary.  

The rest of the contribution is used for investment, which attracts profits.  

2.5.2 Retirement annuities 

Unlike pension and provident funds, retirement annuities (RA’s) operate independently. 

That means that an employee or employer relationship need not exist to qualify for this 

policy as required in the Pension Funds Act. RAs are specifically designed for 

individuals who want to set aside funds to provide for retirement or to supplement their 

retirement. Contributions are paid on a recurring basis, such as monthly, quarterly or 

annually.  

The advantage of an RA is that the contributions qualify for a tax deduction. It also 

ensures that you set aside funds for retirement as legislation prevents you from 

accessing these funds prior to age 55. The disadvantages are that the costs, as 

mentioned with endowment policies, are incurred, which reduces its value. These funds 

are also tied in until retirement date. This implies that the client cannot depend on this 

money in the case of an emergency. 

2.5.3 Whole life cover  

The purpose of life cover is to provide for your dependents on your untimely death. The 

amount promised by the insurer can be a lump sum or a monthly income. Payment of 

the policy is guaranteed, provided premiums are paid.  

The advantage of having cover is that your loved ones will be financially secure after 

your death. If the client has embarked on a proper financial planning process, all 
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outstanding debts would have been, taken into account as well. These funds will not be 

included in your estate if the beneficiaries are specified. The advantage of this 

arrangement is that the benefit is not subject to estate duty. Not receiving any returns 

on a whole life policy may be perceived as a disadvantage. A definite disadvantage is 

that the older you get, the more expensive the premiums become.  

2.5.4 Disability assurance 

There are many different kinds of disability cover. On disablement, you can receive a 

lump sum or an income depending on the contract you have chosen. Lump sum 

disability benefits are paid on disability as a result of injury, disease or surgical 

operation based on three further categories: 

 Total disability - in order to receive this benefit, you must be totally disabled or 

the claim might be repudiated. 

 Own or similar disability refers to disablement where the claimant cannot earn an 

income from his own occupation or a similar occupation or any other occupation 

for which he is suited in terms of his knowledge, training, status and ability.  

 Own occupational disability refers to disablement in terms of own occupation 

only. 

Further options like physical impairment are attached to some disability products and it 

is vital that all these options are explored prior to selling a product. Unfortunately these 

comprehensive benefits, including annual escalations on these benefits, can become 

expensive. In order to plan effectively for this event the most suitable option would be to 

take out enough cover that translates into your monthly income. A capital disability 

benefit paying a lump sum must provide an annuity equal to at least 75% of your 

income. An annual escalation equal to inflation will also safeguard you from receiving an 

eroded income in the later years.  

Another advantage of this benefit is that it is suitable for people of all occupations, 

including carpenters, plumbers, and so on. For monthly paid benefits, annual medical 
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reports need to be submitted to the underwriter to prove that the claimant remains 

disabled and is still entitled to a benefit. 

2.5.5 Dread disease 

Dread disease covers individuals in the event of serious illnesses.  

Examples of these diseases are:  

 Heart attack 

 Open heart surgery 

 Stroke 

 Cancer 

 Motor neuron disease 

 Paralysis 

 Major organ transplant 

 Blindness 

 Major burns; coma; multiple sclerosis; kidney failure; rheumatoid arthritis; 

muscular dystrophy; dementia; and  

 Accidental brain damage 

These diseases can have a devastating effect on your lifestyle and on your family. You 

may be incapable of returning to work while medical bills are depleting the existing 

reserves you have. The advantage of dread disease cover is that it assists with medical 

bills that are incurred during recuperation and replaces or supplements your income 

while you are unable to earn an income. Dread disease cover can be offered with death 

cover where the group life cover reduces on payment of a dread disease claim. 

Alternatively, group life cover can remain at the original value even after payment of a 

dread disease claim. This is more expensive than the former option. 

2.5.6 Health insurance 

Health insurance forms an essential component of wealth management. Monthly 

contributions are paid in return for costs incurred for medical conditions and 
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hospitalisation. A portion of the contributions is directed into a savings component that 

belongs to the member. 

Products sold by most companies consist of:  

 

• Risk benefits, which are as in-hospital benefits. These benefits are covered at 100% 

of the Board of Health Funding (BHF) rates. This rate is a set tariff structure as 

stipulated in the Medical Scheme rules. Additional amounts due must be funded by the 

member.  

• Self-insured benefits, also referred to as out-of-hospital benefit are generally funded 

by the member. 

Expenses are paid from the savings account, and when the account has been 

depleted, the member has to fund further costs from his pocket. When the member 

leaves the scheme, any monies in the savings account is refunded to the member. 

In order to advise the client on medical cover, the financial planner must ascertain:  

 Whether the client can afford it, taking into account if the employer is subsidising 

the client. Bear in mind that the client may not have a choice of medical schemes 

if the subsidy is conditional;  

 What kind of in-hospital and out-of hospital cover is needed;  

 Number of dependents;  

 Select the most suitable product type; and then  

 Determine the need for funding to cover the self-funding gaps. 

 

2.6 Long Term Underwriting 

Overview 

Underwriting is a process of assessing risk when giving consideration to an application. 

The underwriter determines whether or not the policy applied for should be accepted 
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and which premiums are applicable in order to grant cover on an equitable basis. The 

underwriting process includes the assessment of medical, occupationally, financial and 

other information in order to make a sound judgement on the applicant’s health and the 

contract validity. All insurers subject their claims to medical scrutiny according to the 

Life Office Association’s (LOA) Code of Good Practice. Where the insurer is not at risk, 

the policy will not be underwritten.  

Examples 

• Endowment policies may be surrendered as this kind of policy construes investment 

only (in other words if group life cover has not been offered as an auxiliary benefit).  

• Withdrawal on group business, such as retirement funds where the member leaves the 

company and subsequently withdraws as a member of the retirement fund.  

 

2.6.1 Claim Types 

According to the contract between two parties, payment of recurring and lump sum 

amounts should culminate in a claim. The claim is the policyholder’s right to request 

payment from the insurer as part of the individual’s financial plan to protect against a 

loss, for example disability or death.  

There are a number of claim types processed by the various insurers:  

 Death benefits - this type of claim arises where the individual who is deceased is 

the life assured on a life contract.  

 Disability insurance - provides cover in the event of loss of income due to 

disability, which prevents the insured from earning a living. Disability insurance is 

one of the most costly and risky types of business and these benefits receive the 

most attention from the underwriters.  

 Funeral claims arise when the member or members of the insured’s immediate 



243134 Learner Guide 

INSETA copyright 2014 

 

36

family dies. The benefit is paid to compensate for funeral costs. These benefits 

are inexpensive and the pay-out small and therefore no underwriting is required. 

 Dread disease benefits - benefits paid on diagnosis of a serious illness as 

stipulated in the contract. 

2.6.2 Conditions 

The Life Office Association (LOA) recommends that all insurers obtain information from 

the applicant before the policy  

commences. Information relates to the applicant’s medical  

history, education level, habits and dangerous pursuits. Claims will be assessed on 

technical, legal and medical aspects, by the  

underwriters, as stated in the policy contract. Each insurer has a documented process 

in place to deal with the requirements and record the claim on the relevant systems 

Claims are subject to:  

 Payment of all due premiums;  

 Production of the policy;  

 Verification in terms of qualifying criteria;  

 Proof of title by the claimant;  

 Proof of death on a death claim;  

 Proof of age on a death claim; and 

 Proof of disability on a disability claim.  

Requirements of an ‘in force’ policy at the time of claim, includes the following 

conditions:  

 The agreement, in other words the policyholder pays a regular premium or single 

premium for a specified term or until the event occurs.  

 The claim event, in other words the insurer agrees to payout on survival death, 
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disability, and so on.  

 The terms or premium rates are guaranteed or not guaranteed.  

 Is periodic evidence of good health required or is the cover guaranteed until the 

event (automatic renewal)?  

 Conditions of the product include certain added conditions or exclusions.  

 The risk cover increases or remains level or increases.  

 The waiting period on disability and dread disease claims will also determine the 

underwriting decision made on the claim.  

Fund rules for group benefits normally apply to group contracts and serve the purpose 

of the individual policy contract for a group of individuals on the same fund. Although the 

rules are generic to everyone on the group fund, members who exceed the free cover 

limit on a fund are subjected to the same medical requirements of an individual policy.  

Disability and dread disease claims are the main focus of underwriting. Medical 

evidence will be required at inception of the policy to establish the state of the 

policyholder’s health. At claim stage, further medicals are called for, for the underwriter 

to establish if the claimant is disabled or if she or he suffers from an illness as 

determined in the policy contract.  

Information presented at the initial stage of the policy must support the information, 

available at claim stage. The underwriter will compare the claimant’s condition against 

medical and personal information present in the company’s records. A claim can be 

repudiated if there are discrepancies between the application and the claim. 
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2.7 Types of Insurance 

 

2.7.1 Short Term Insurance 

Short-term insurance is also referred to as indemnity insurance. Indemnity insurance is 

paid to cover the actual loss suffered in the event of an untimely event. Contributions 

are paid in relation to the liability.  

The main difference between short-term (indemnity) insurance and long term (non-

indemnity) insurance is that, in the case of short term insurance, an insurable interest 

must exist at the time of the loss for the insurer to effect payment. On long term 

insurance policies, an insurable interest must exist on inception of the policy. Short 

term insurance can be cancelled by either party, for example, the short term insurer can 

cancel due to too many claims being lodged, or the insured may cancel due to bad 

service or an escalation in premiums. 

Short term insurance, therefore, is to protect the policyholder against risks like: 

 Personal accident; 

 Loss related to motor vehicles; 

 Loss of household contents, fire and damage; 

 Public liability and 

 Marine insurance 

We take a look at how three of the above risks are underwritten. 

 Personal Accident 

Personal accident is purchased to cover accidental bodily injury. The policyholders will 
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choose the amount of cover required and the events that might lead to injury. The cover 

amount normally covers medical expenses, temporary or total disablement or even 

death. 

 Motor Insurance 

Motor insurance is related to two kinds of insurance: 

Road Accident Fund (RAF) - provides for compensation of death and injury sustained 

by third parties caused by the negligence of the driver of the vehicle. The RAF is funded 

by levies included in the petrol price. A maximum of R25 000 is paid to individuals who 

claim against the fund.  

 Motor vehicle insurance - compensation to individuals for damage sustained on a 

vehicle during an accident or comprehensive cover to include third party, theft of or 

fire in a vehicle.  

The insurance company requires certain details from the policyholder in order to 

underwrite the policy with regard to the cover and rate.  

These details include: 

 The length of time the license is held impacts on the rate. Premiums and access 

is loaded to persons who hold licenses for less than two years. 

 Age is important. Drivers younger than 25 years of age are considered high risk. 

 The type and description of the vehicle will determine the cover and rate. 

Modified cars are further scrutinized by the underwriters.  

The cover granted on a vehicle should represent the average between the trade and 

retail price as published by the Auto Dealers Guide. Vehicles older than ten years will 

only qualify for the balance of third party, fire and theft or third party only. 

 



243134 Learner Guide 

INSETA copyright 2014 

 

40

Module 3 

Describe Investment Type Options available for Wealth Management 

 

 

Learning Outcomes  

By the end of this module, you should be able to: 

 Compare investment options in terms of underlying asset class, liquidity, return, 

legal and tax implications, volatility and the time horizons 

 Investigate products in which insurance and investment features are combined 

and the advantages and disadvantages of these products 

 Analyse selected retirement annuities in terms of the underlying investments, 

costs, fees, commission, risk and return 

 Compare defined benefit and defined contribution retirement funds in terms of 

funding basis and investment risk 

 Explain the concept of an annuity and give an indication of the difference 

between voluntary purchase annuities and compulsory purchase annuities 

 Compare the advantages and disadvantages of provident funds, pension funds 

and annuity funds in terms of tax implications on contributions and proceeds 
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3. 1 Investment Vehicles 

Introduction 

Investment instruments are classified as:  

 Money market funds, which differ from the money market 

 Money market  

 Capital market (bonds) 

 Equity market; and  

 Property 

3.1.1  Money Market Funds 

Money market funds trade in wholesale markets where banks lend and borrow large 

sums of money. This access to wholesale markets results in the yield being higher than 

that offered by retail banks. These funds are only invested in interest bearing 

investments with an average maturity of 90 days or less.  

Money market funds are liquid and give the investor the flexibility of availing funds 

immediately. For this reason they are also used by financial institutions to park money 

that is not currently invested. These investments are very stable but a risk associated 

with money market funds is that inflation might outpace the fund returns, eroding the 

purchasing power of the investor’s money. For the small investor, these funds are 

predominantly unitised and are regulated by the Collective Investment Schemes Control 

Act (CISCA).  

Sub-categories related to the money market are:  

• Interest bearing instruments - these instruments pay interest on the amounts invested.  

They are: 

 Call deposits give you immediate access to your money. Due to the high 

liquidity of this type of investment, the interest is quite low and relative to the 
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balance in your banking account. The interest will also vary according to declared 

interest rates by  

the Reserve Bank. 

 Notice deposits require the investor to give the bank notice prior to withdrawal 

of funds. Notice deposits vary from 32 days to one-year investment period. The 

interest earned is slightly higher than the call account. Liquidity is also a 

disadvantage as you have to give notice to get access to your funds. 

 Fixed deposits have a guaranteed interest rate and are invested for a 

predetermined period. A disadvantage of this arrangement is that the interest 

remains constant even when the interest rates rise, causing the investor to lose 

money. Liquidity is also compromised as the investor must leave the money in 

the account for a fixed period or pay penalties for early withdrawal. 

 NCD’S (negotiable certificates of deposit) are generally traded amongst large 

investors. The deposit can be traded before the original holder redeems it. The 

original holder of the certificate also earns the interest during the trading period. 

NCD’s are often traded by banks and large companies as they are able to raise 

large sums of money at fixed interest rates over short periods. NCDs provide the 

opportunity for the company to ‘park’ cash for short periods of time.  

Discount instruments are issued at a discount to the redemption amount.  

These are:  

 A banker’s acceptance (BA) is a loan certificate, guaranteed and stamped as 

proof of acceptance by the bank. It is issued by a borrower to the investor in 

return for a discounted amount of money, to be paid back to the investor at a 

specified time. The borrower retains any interest earned on the BA.  
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 Promissory notes are similar to BA’s except that the bank does not guarantee 

promissory notes.  

 

Investors rely on the financial soundness of the issuing company to repay them 

on the expiry of the promissory note. Due to the risk involved, the investor 

expects a higher yield on his investment. 

3.1.2  Capital Markets 

The capital market is also known as the bond market. This refers to the issue and 

trading for longer-term loans. A bond is a long- term loan instrument with a fixed 

percentage of interest and is redeemable at a predetermined date. The most common 

bonds are government (also known as gilts), parastatals (also known as semi-gilts) and 

corporate bonds. The risk for government bonds is much lower, as these investments 

are backed by government funds. Bonds are also subject to fluctuations as they are 

associated with interest rates: if the interest rates decrease, bond prices will increase 

and vice versa.  

Short-term investments in bonds refer to three years while medium would be five to ten 

years and long term ten years and longer.  

The active trading bonds are:  

 

RSA              R153, R157, R162, R177, P184, P186  

ESKOM        E168, E170, E171, E172  

TELKOM     TKOI, TKIO8  

TRANSNET TOOl, T004, TOIL 

Example 

A government bond will be published in the financial section of the newspaper as P153 

10% 2005. The OR’ represents a government bond, R153 represents the name of the 

bond, 10% is the coupon rate bi-annually: in this case 5% every 6 months and 2005 is 

the year in which the bond matures.  
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3.1.3   Equity Market 

Equities relate to the trading of shares on the Johannesburg Securities Exchange. 

These investors hold shares, part-own a company and have the right to share in the 

company’s profits.  

 

The advantage of investing in equities is receiving dividends and a capital growth that is 

determined by certain market factors. Capital growth means that the equity value of a 

certain share will rise in future and the owner of the share will then be able to sell this 

share at a higher value, making a profit on the difference between the buying price and 

the selling price.  

The disadvantage will be the market falling and the investor sustaining a loss.  

 

Examples of equities are:  

 General funds - these funds invest in shares across various sectors from small, 

medium and large capitalisation shares, to established and emerging companies. 

The main aim of general funds is to attain medium to long-term growth with a 

moderate risk profile.  

 Growth funds - these funds are invested in growth companies whose earnings 

are expected to enter a strong upward trend. Growth funds are expected to show 

strong, positive returns.  

 Value funds - investors look to buy shares in companies that are trading at 

market prices, which they believe do not reflect the intrinsic value of the 

company. It is not unusual for these funds to offer a higher than average level of 

income. Value funds offer a medium to long-term capital appreciation.  
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3.1.3   Property 

Property is one of the most stable investments and its value is its use as an economic 

commodity. The demand for property in certain areas always outweighs the supply. 

 Property values are affected by a number of factors:  

Interest rates affect its affordability; and  

 Political and social environment, specifically confidence in the social and political 

structure.  

You would not invest in property where the crime rate is high or that is situated near 

informal settlements. Investment returns on property are based on rental income 

received and the increase in capital value. A disadvantage is the level of liquidity - 

property is not easy to convert to cash.  

Property is regarded as a long-term investment due to its level of liquidity and also the 

rate of return that can be achieved over long periods of time.  

Another factor that affects its time horizon is that it is not easy to dispose of property 

over the short term.  

Property is subject to capital gains tax. 

3.1.4  Collective Investment Schemes 

A collective investment scheme (CIS) is a group of investors who pool their money into 

a portfolio of managed investments with the view of sharing in maximum growth and 

sharing the risk that goes along with it. The investment is spread over a number of 

financial instruments like shares, bonds, property and cash.  

All collective investments have a certain degree of risk. The value of the participatory 

interests (P1) is derived from the value of the underlying securities and therefore P1 unit 

prices fluctuate according to movements in the stock, bond and money markets. If the 

markets depreciate, the values of the P1 will decline - if the markets rise, the P1 will 

also increase. Income earned by investors, such as dividends and interests on their 
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collective investments are tax-free unless the dividends or interest are earned through 

foreign investments.  

Property unit trusts are listed on the Securities Exchange (JSE) and are made up of a 

portfolio of investment properties divided into units. Value is determined by supply and 

demand within the USE. Dividends are paid twice a year. All income is distributed to the 

unit trust holders. 

New legislation also makes capital gains taxable. A capital gains tax (CGT) event is 

triggered when units (P1) are sold, switched or transferred to a new investor. The 

collective investment manager will produce a CGT certificate (if applicable) for local 

funds once a year. The advantage of investing in property unit trusts is that investors 

are able to benefit from investing in professionally managed portfolios without the 

disadvantages of investing directly in property. 

 

3.1.5  Foreign Investments 

The South African investor can exploit the following offshore opportunities:  

 Invest offshore in Rands through locally registered Rand-denominated foreign 

funds, without having to go through foreign exchange. Proceeds are also paid out 

in South Africa in Rands.  

 Invest up to R2 000000 offshore as allowed by law without any limitations. 

Advantages of investing offshore are:  

 Investing offshore allows the investor to diversify risk by escaping the political 

and economic instability in one country. If the Rand drops in value, investment 

growth could be substantial but if the Rand value increases, the investor will 

suffer a loss.  

 The investor is able to exploit new and emerging markets.  
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 The investor has a wider choice of investments to enhance his returns.  

Interest and dividends earned on foreign investments are subject to tax. In 2012 

the first R3,700 interest earned per year was tax-free for individuals under 65 

years of age.  This has now fallen away. 

 

3.2.  Combined Products  

Investments and insurance products can be combined to provide the best potential 

solution for a client. In this section, we explore how three of these products can be 

combined, but we also want to reiterate that the combinations are endless within the 

legislative scope of the governing acts, depending on the products of the various 

insurers. 

3.2.1   Children’s education  

Some insurers offer an investment plan for the education of your children and at the 

same time, offers protection in the event of the parent’s death and disability. Educating 

your child is by far the best investment you can make in your child and it is a very 

expensive one. The earlier you start, the better. A child who spends a year at pre-

primary school, seven years at private primary school, five years at private senior 

school and four years at university, in other words a period of seventeen years, will cost 

the parents approximately R820 000 in fees alone, assuming a 10% annual increase in 

the cost of education. 

This particular product being examined, provides a term of five years but can extend to 

a longer period. To discourage the investor from accessing the education plan, usually 

no withdrawals are allowed during the first five years. In the event of the investor falling 

on hard times, there are ways to cease contributions and use the value of the policy to 

keep the policy in force. Advances can be made to the investor after the first five years.  

The investor is able to choose which underlying assets he wants to invest in and will be 
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able to track its performance independently, and also under the guidance of 

professional asset managers. 

The investor is normally offered a range of options for investment:  

 Access to local and offshore investments to diversify the risk. 

 Switching between portfolios in the event of current investments not performing 

well.  

 Guarantees on certain portfolios if the investor is risk averse. Should the investor 

become disabled or dies, a contribution waiver benefit is in place to ensure that 

contributions continue and the investor’s goal is met. A limited cover for death 

benefit is built into the features of the policy.  

 

3.2.2  Prefunding for medical expenses (Retirement) 

Provision for medical expenses during retirement has become the individual’s 

responsibility due to the following reasons:  

Legislation has indirectly resulted in medical schemes increasing their contributions 

beyond the rate of inflation. To keep their costs low, medical schemes are reducing 

benefits to the extent that the member has to fund many medical bills out of their 

savings accounts. Employers have ceased to subsidise their employees once they retire 

due to the heavy costs incurred. This places a heavy financial burden fund on 

pensioners to fund their continued health when they really need it in their old age. 

Medical inflation has exceeded the CPI over the years, putting medical funding out of 

reach of many people.  

Insurers have extended their services to enhance the need for medical funding after 

retirement. Many of these initiatives are linked to the investment market to maximise the 

member’s options in terms of the returns they receive. A regular contribution is required. 
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Ad hoc payments are encouraged at any time, to supplement funding. Contributions are 

tax deductible and a portion of the lump sum may be free once received at retirement. 

Limitations of this kind of benefit, is that the investor cannot access these funds prior to 

the age of 55, unless it is due to ill-health or disability.  

Options include allowing one-third of the proceeds as a lump sum to fund medical 

emergencies and investing the balance in a linked life annuity providing investment and 

income flexibility. Alternatively, a guaranteed income can be purchased as an annuity. 

 

3.3   Funding Basis and Investment Risks of Retirement Funds 

Overview 

Pension and provident funds subscribe to two funding bases: 

 Defined benefit, which is based on aggregate funding;  

 Defined contribution, which is a predetermined fixed level of  

contribution. 

Three variables influence retirement funding:  

 The member’s contribution;  

 The employers contribution; and  

 The end benefit or resultant pension. 

 

3.3.1   Defined benefit: 

Defined benefit funds provide for a fixed end benefit at retirement. 
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Benefit Funds 

The members pay a percentage of salary as their contribution.  

The employer pays the balance of cost to meet the obligation of the fixed end 

benefit. These funds heavily depend on the ages and salaries of the members. The 

reason is that the liability for older members, closer to retirement, are much higher 

for the employer. The younger members ‘cross-subsidise’ the older members. 

Advantages  
The advantages of a defined benefit fund are the following:  

 The employer will benefit in the case of lower funding if investment performance 

is good.  

 The member knows what his pension is on retirement. He is able to relate it to 

his salary close to retirement to see if it is sufficient as a percentage of his salary.  

 Retirement benefits are guaranteed in terms of a percentage of final salary.  

 The member does not bear the risk of poor investment returns as the rules 

stipulate the benefit he will receive. 

Disadvantages  
The disadvantages, of a defined benefit fund are the following:  

 

 The employer has an open-ended liability, in other words the employer is 

required to meet the guaranteed benefit and may have to contribute more than in 

the case of a defined contribution fund, especially for those members close to 

retirement if the fund is underfunded.  

 Defined benefit funds require costly actuarial valuations every three years to 

ensure that the fund is financially sound.  
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3.3.2   Defined Contribution: 

Defined contribution funds are funded by the member and the employer each paying an 

agreed contribution each month. The fund rules stipulate the contribution payable, as 

based on the member’s salary. The member and employer contributions are pooled 

together in the fund to accrue interest and bonuses toward the member’s retirement. 

The total value for each member is called the share of fund.  

Consider the three variables as detailed in the introduction to this section. The employer 

and member contribution rates are known while the end benefit is not known. What are 

the implications? This means that in a defined contribution fund, the employee carries 

the investment risk and therefore the benefit cannot be guaranteed as in the case of a 

defined benefit fund.  

The end benefit that the member receives depends on the following factors:  

 The level of the employer’s and employees’ contributions;  

 Future salary increases;  

 Investment performance of the fund;  

 Number of years the employee is a member of the fund;  

 Annuity rate at the time of retirement for pension funds; and  

 Whether the costs of risk benefits are deducted from the employer’s contribution 

as inclusive costs.  

Advantages  
Advantages of a defined contribution fund are:  

 The arrangement is easy to understand. The share of fund is similar to a savings 

account.  
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 The employer can manage his contribution outflow accurately. He knows exactly 

how much he is spending to provide retirement benefits for his employees.  

 The contributions are inflation linked: contributions increase  

when salaries increase. 

Disadvantages  
Disadvantages for members of a defined contribution fund are:  

 The member cannot plan accurately for retirement as the end benefit is unknown. 

 The benefits are subject to investment performance and inflation. 

 

3.4  Annuities 

 

Overview 

An annuity is a regular payment made during the lifetime or other predetermined period 

of a person. Although annuities refer to ‘annual’, the most common payment happens 

on a monthly basis, and payment can be made quarterly or half-yearly. Annuities are 

proceeds from a capital value (lump sum) that need to be paid as an income. A 

guaranteed period of at least five years can be built into the contract. A person retiring 

from a provident fund can choose to use his lump sum retirement benefit to generate an 

income for himself and his spouse for the rest of their lives. The insurer will use the 

capital and apply an annuity rate, based on the annuitant’s age, sex and type of annuity 

the annuitant wishes to purchase. Annuity rates are calculated based on life expectancy 

tables.  

There are various types of annuities. The two main annuities on which other annuities 

are based, are compulsory annuities and voluntary annuities. 

 

 



243134 Learner Guide 

INSETA copyright 2014 

 

53

3.4.1  Compulsory Annuities 

Compulsory annuities are bought with the two-thirds or more retirement capital the 

retirement fund member receives on retirement;  

can be purchased with proceeds from a provident fund if the rules so stipulate;  

can be level or escalate, depending on the choice of the retiree; and  

are fully taxable at marginal rates due to retirement funds enjoying certain tax 

concessions on contributions and benefits over the duration of active membership. 

Types of compulsory annuities include: 

 Life annuities, which are payable throughout the lifetime of the annuitant and 

ceases on death.  

 Variable life annuities, which provide a guaranteed income but escalate in 

accordance with the investment portfolio it is linked to. 

 Living annuities, which are linked to equities and their performance. The 

annuitant selects an annuity of between 5 and 20 percent per annum of the 

capital value of the units. If the investment performance is good, the annuity 

payment will increase, and so on. 

3.4.2   Voluntary Annuities 

Voluntary annuities are those annuities chosen on a voluntary basis. The person has a 

choice of investing the lump sum or setting up an annuity for a specified period. In terms 

of Section LOA of the Income Tax Act, part of each annuity income instalment is 

deemed to be capital, being a return of the initial lump sum over the duration of the 

annuity. Tax is levied on the interest earned on the capital value as the annuity is 

purchased with after-tax monies. 
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3.5 Retirement Funds Summary in terms of tax on contributions and proceeds 

PROVIDENT FUND PENSION FUND RETIREMENT ANNUITY 

Employer: Employer: Employer: 

10% of approved 

remuneration for pension  

and provident funds 

combined. In practice up 

to 20% is allowed but 

higher limits can be 

allowed if justifiable 

10% of approved 

remuneration for Pension 

and Provident Member 

funds combined. In 

practice up to 20% is 

allowed but higher limits 

can be allowed if 

justifiable 

Not applicable 

 

Employee: Not tax 

deductible for income - 

assessed Private Sector 

Funds 

Employee: Maximum 

annual tax deductible 

contribution is the greater 

of: R1 750  

or  7.5% of pensionable  

remuneration 

Member: Maximum 

annual tax deductible 

contribution is the greater 

of:  

15% of (non-retirement 

funding -income 

assessed tax losses) 

or R3 500 less 

Deductible Pension Fund 

Contributions  

or R1 750 
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Module 4 

Apply Technical knowledge and skills in order to propose a financial 

solution 

Learning Outcomes  

By the end of this module, you should be able to: 

 

 Interpret the results of a needs analysis and identify the risks in the particular 

situation in order to propose a financial solution.  

o Propose and substantiate a plan to address the identified needs and risks 

with reference to the recommended products, how they function and how 

they address the problem.  

 

 Present the proposal to the client and give an indication of the documentation 

required for compliance. 
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Proposing a Financial Solution 

4.1 Financial Planning Tools  

Financial planners have access to a financial planning tool that is set up by the 

insurance or investment company they are linked to. All that is required is for the 

financial planner to be familiar with that particular system and to load the relevant data, 

figures and rates, to arrive at the relevant solution. Alternatively, you may have to use a 

financial calculator to project the necessary figures at retirement, extrapolate the income 

from capital values or work out what the effect of inflation and interest would be on your 

client’s finances.  

To propose a financial solution, various factors must be investigated:  

 

Risk events  

Problem  Financial risk  Solution  

Death  

Dying before accumulating 

enough capital to provide 

an ongoing income [or 

dependents.  

Individual Life cover 

Group life cover  

Investment options 

Disability 

  

 

 

Dread disease  

 

Deprived of income earning 

capacity through 

permanent or  

temporary disability, and 

incurring  

medical costs. 

  

Income deprivation while 

incurring  

further medical expenses.  

Group disability   

Capital disability 

Income disability 

Impairment benefit 

Investment options 

Dread disease policy 

Group dread disease 

Investment options  
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Health  

Paying major medical 

expenses when you can 

least afford it.  

Medical schemes 

Investment options 

Medical top-up plans 

Investment 

goals  

Special Goals or Savings - 

such as children’s 

education or an overseas 

trip, which requires that a 

savings plan be put into 

place.  

Endowment policy 

Investment options  

 

4.2   Proposing a financial solution – Technical Application 

The risk profile  

 There are three risk profiles that dominate the financial planning industry and the 

financial planner must, together with the client determine which is best:  

Aggressive portfolio. This generally suits young investors with money at their disposal 

and many years of investment ahead of them or the older investor with high levels of 

disposable income.  

Moderate portfolio. This generally suits young client who fear risk and who may suffer 

with poor health. It also suits the older client who has more disposable income than 

those in the same age bracket investing in the conservative portfolio. 

Conservative portfolio. The general trend is for financial planners to advise older 

clients to go the conservative route. However, people are living longer with new medical 

advances and therefore their investments may have a longer lifespan than originally 

planned for. 
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Budget 

The client must be able to afford the options you propose. To establish whether he or 

she can, you must look at his or her income and expenditure.  

Income per month  

Salary  

Commission 

Dividends  

Interest  

Rent  

Pension  

Bonus  

Fringe benefits 

Annuity income 

Director’s fees 

Alimony  

Other income 

Total Income 

Expenditure per month 

Rent or Band 
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Water, electricity and so on 

Groceries 

Car expenses 

Long-term insurance 

Short-term insurance 

Telephone 

Income tax 

Entertainment 

Other expenditure 

Total Expenses * 

Total income 

Less expenditure 

Net cash  

Cost of solutions  

Death  

Disability  

Retirement  

Other 

Net remaining cash ** 
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Note* 

The step required here is to analyse the client’s needs and wants. Calculate the income 

and deduct the expenditure to establish whether the client can afford the premiums or 

contributions required for financial planning with regard to the various products. 

Before proposing a solution, the financial planner must relate his understanding of what 

the individual wants in relation to what the individual currently has, in terms of his 

current financial situation.  

 

The client would have voiced his or her concerns about future planning and prioritised 

his or her goals accordingly. 

 

Note** 

Select the best solution for your client in terms of his or her priorities and affordability. 

Discuss the advantages and drawbacks of each product and calculate the necessary 

figures. Ensure that the client is in a position to make an informed choice. If the client 

does not follow your recommendations, make sure that the final decision is documented 

to safeguard yourself against any recourse the client may anticipate. 

 

4.3  Parameters  

 

 When conducting a financial needs analysis it is important to determine the individual’s 

requirements upfront, using parameters as guidelines. Before beginning the analysis, 

stipulate the parameters for calculations to provide the framework for your planning.  

 

Parameters will consist of:  

 

 The inflation rate that has prevailed for the period; and  

 The interest rate that has prevailed for the period. 
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The inflation rate 

 

Module 1 has already detailed the effects of inflation on finances. The solution to this 

problem lies in proposing an increase in contribution by a certain percentage each year 

to ensure that benefit increases correspond with the inflation rate and thereby limiting 

the damaging effects of inflation. Another consideration is that income from an annuity 

on retirement can either be level or escalating. Level means that it will stay the same, 

year after year. Escalating means that it will increase, year after year. 

 

The interest rate 

 

Interest is the compensation for the use of money. When you borrow money from the 

bank, you pay interest and, likewise, when you invest money, interest is paid to you as 

the investor. The interest paid depends on the time value of the investment. Two kinds 

of interest, simple and compound interest are applied. 

 

4.4  The proposal and required documentation 

 

According to the FAIS Act, any information given verbally to a client during a needs 

analysis process, must be confirmed in writing within 30 days. 

 

Full disclosure must be made to the client in terms of: 

 The FSP 

 The product supplier 

 The product 

 The advisor’s commission 
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Where there is a terminated and replacement product, full disclosure must be made 

about both products, including benefits, exclusions, waiting periods, costs, tax 

implications and much more so that the client has enough information to make an 

informed decision. 

 

In order to be compliant the FSP must give the client the required Policy documents and 

the FAIS disclosures as set out in the FAIS Act. 

 

 
Bibliography 
The material is generic in nature. It was customized and revised by Masifunde Training 
Centre 
 

 


