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In this Issue

By Yvonne Mahlatji, Consulting Manager

Following below is an overview of the industry issues that Fairheads Benefit
Services addressed in 2015 and will continue to work at in the years to come. In
initiating and leading debate around important topics, we hope to contribute to the
industry as a whole, to the benefit of trustees and members alike. This lead article
provides a précis of the following:

1      We developed an important tool allowing trustees and others to compare the fees and service levels offered by service providers.
      We pointed out that the payment of lump sum benefits to children runs counter to the latest retirement fund reforms with their
      focus on annuitisation.
     We explained the disadvantages of retaining the administration of section 37C benefits in the retirement fund itself.
     We continued to rally support for the industry submission to increase the age of majority to 21 for beneficiary fund termination
     payouts.
     Through a simple graph case study we summarised the major advantages of using a beneficiary fund.

We invite you to visit our website and YouTube channel to view some short videos on the above topics.
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Welcome to a new year with Fairheads Benefit
Services!

We kick off 2016 with an issue of Fairheads
Times that brings together the major industry
themes we addressed last year. Yvonne Mahlatji
summarises these themes in the lead article
as a way of reminding readers that they are
ongoing issues that Fairheads continues to
tackle and communicate.

In addition, David Hurford writes on the new
asset allocation model introduced last year and
Olefile Moea reports back on the Guardian
Roadshow.

We marked World Aids Day on 1 December
last year and Giselle Gould outlines how
Fairheads has helped families afflicted by Aids.

We look forward to working with you again this
year and maintaining the service and
communication levels that honoured us with
the Imbasa Yegolide Award for Best Trust and
Beneficiary Fund Administrator 2015.        .

Kind regards

Richard Krepelka, CEO,
Fairheads Benefit Services

AT FAIRHEADS BY DAVID  HURFORD
TO GUARDIANS
AND MEMBERS

BRING FIDUCIARY CARE TO
FAMILIES AFFLICTED BY AIDS



Unpacking the costs associated with beneficiary funds and
umbrella trusts.

In selecting a beneficiary fund service provider, trustees need to
satisfy themselves that the child’s benefits will be safely
administered and used for the purpose for which they were placed
in the beneficiary fund, that is to pay education related costs and
general well-being expenses.

Unfortunately, among the major service providers the quality of
service differs significantly, as do the fees that are charged. As
a result trustees find it hard to make meaningful comparisons.
Often, the headline administration fees charged by a provider
may be well below the total costs incurred by the member. This
can be due to inflated investment fees, commissions or other
undisclosed costs which are often either not included or are
underestimated when comparing various service providers.

For example, some service providers charge annual administration
fees as low as 0.5% of assets under administration, but a closer
look at their investment fees reveals fees of 1.5% pa and more
for the equivalent of a money market investment vehicle. That
is before adding in transaction fees, funds costs and termination
fees.

Getting the ball rolling

It is for this reason that a cost comparison model should be
adopted by the industry which is modelled on the total expense
ratio (TER) for investment funds. Such a model should include
all fees and charges payable during the life of the beneficiary
fund, based on a set of standardised assumptions. Fairheads
Benefit Services has got the ball rolling by developing a
Comparison Rates model which has been reviewed by an
independent actuary. The aim of the model is to provide a simple,
standardised way for retirement fund trustees to compare the
costs associated with beneficiary funds and umbrella trusts.

Do you know what you are paying for?

Fees are only one side of the coin. Trustees also need to ask
exactly what services they are getting for the fees quoted. What
appear to be the lowest fees may not be in the best interests of
the minors whose benefits trustees are paying into the beneficiary
fund.
The type of questions they should ask are:
• how easy is it for guardians/caregivers to access funds for the
child through either face-to-face contact or other channels?
• what is the investment approach and is it independent from the
administration of the fund?
• to what extent does the administrator maintain contact with the
guardian/caregiver and the child?
Such questions will enable fund trustees to accurately compare
various service providers in terms of their overall cost, and make
informed decisions about the value that they add to the lives of
those whose funds they administer.

Contact: David Hurford, Director: Marketing and Consulting,
at David@fairheads.com

There is a false perception in the industry that the Pension Funds
Adjudicator is not in favour of beneficiary funds. However there
have only been a relatively few instances in which the decision
to place monies in beneficiary funds has been set aside. On the
other hand, the question of whether due process has been
followed by trustees in arriving at their decision has always been
an issue.

The entire area of death claims is complex and wide-ranging
and beneficiary funds remain relatively new, but we at Fairheads
believe there are a few additional issues that have been
overlooked:

Broader industry reform

Lump sum payments for children do not sit easily with the broader
pension reform currently being undertaken, especially the adoption
of the annuitisation principle for all retirement benefits and the
general move away from lump sum payments.

If government and the regulator are of the view that retirees
should not receive lump sums at retirement, then we believe that
it would be imprudent to pay children’s benefits as lump sums.

This situation has been cogently argued in an article published
in Insurance & Tax in December 2014 by Naleen Jeram, a senior
legal advisor at Momentum Employee Benefits and Adjunct
Professor at UCT Law Faculty, in which he calls inter alia for
simplification of the section 37C process.
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Why should children bear the risk of
lump-sum payments?

It also seems unreasonable to expect children to bear the risk
of lump-sum payments to their guardian as they have no power
to determine how the guardian spends the money. The current
test applied by law and followed by the PFA is that if the guardian
is “competent”, based on an investigation into their educational
status, financial literacy and ability in practice to manage their
own financial affairs, then trustees should pay the child’s death
benefit to the guardian.

But sadly financial competency is no guarantee that the guardian
would use the funds in the best interests of the child.            .

As a guide to help trustees in their decision of where to place a
lump sum we would suggest they ask the following questions:

• Will the money be used in the best interests of the child?

• Will the money be stretched as far as possible to ensure the
child gets the best education available?

•  Can the money practically be“ring fenced” if the guardian dies?

• Can the guardian access the expertise required to achieve the
best returns, at a reasonable cost?

The truth is that beneficiary funds meet all the above criteria.
After all, government set up these funds expressly for the purpose
of protecting and managing minors’ assets on an annuity principle.
Once the lump sum has been paid into a beneficiary fund, the
guardian receives a monthly amount to use for supporting the
child and can request capital amounts to be paid for school fees
and similar maintenance related expenses.

Contact: Giselle Gould, Director: Business Development, at
Giselle@fairheads.com

At Fairheads we are concerned that many large retirement funds
have not yet appointed a beneficiary fund and choose to retain
and administer minors’ benefits in the retirement fund itself.

At its most obvious, children’s assets should not be administered
in a retirement fund as the fundamental objectives are so different.
In a sense, a retirement fund is the inverse of a beneficiary fund.

Retirement fund systems are geared towards the contribution
phase of retirement, that is, the fund receives money IN from
members (through payroll deductions). In contrast, beneficiary
funds are geared to paying OUT funds (through income payments
to the guardian and ad hoc requests for capital amounts for
school fees and the like). The administration, investment,
communication and service approaches are therefore very
different.

To cite just a few examples:

•  Retirement funds update their processes predominantly on a
monthly basis, but beneficiary funds in contrast are tailored for
daily activity and high volume requests. Beneficiary funds therefore
need the infrastructure and resources to deal with higher volumes
of transactions.

•  Benefit statements for a retirement fund look completely different
from those of a beneficiary fund. The latter need to reflect monthly
income paid out over the period, as well as capital advances
made. They also need to be updated constantly as beneficiaries
and guardians want to keep track of their balance, more like a
bank account than a long-term investment.

• Whereas most communication between retirement fund members
and the employer is conducted through the HR department,
website and postal service, beneficiary funds need to follow a
very different, high-intensity two-way communication route given
the high number of transactions and language/literacy needs of
members and guardians.

• Asset allocation in a retirement fund is geared towards
preservation and growth. Funds are invested to achieve maximum
returns without the need for liquidity to meet short-term member
claims. The approach is to maximise the retirement benefit
payable once the member leaves the fund at retirement. An
appropriate lifestage investment philosophy is used to match the
investment mix to the investment horizon. There is little or no
need to provide liquidity because, other than early exits, there
won’t be any short-term claims on the capital.

•   In contrast, a beneficiary fund is a vehicle which attempts to
stretch the benefit as far as possible while meeting the short-
term needs of the child.
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Asset allocation for children is therefore geared towards income
generation as well as capital preservation with a relatively higher
level of liquidity so that capital can be paid out for school fees
and the like. The essential purpose of the fund is to look after
the minor dependant by making regular income payments to the
guardian to meet the well-being needs and pay for educational
related expenses such as school fees.

•  An investment mix which provides for this level of liquidity, but
also yields the best possible returns must therefore be selected,
and actively monitored by the beneficiary fund trustees.

Conclusion
Our question to trustees therefore is: do you have a strategy in
the retirement fund to look after children’s assets?  Is there an
investment plan, a documented administration process, a
documented governance approach and a plan to keep track of
children’s assets?

If not, for all the reasons outlined in this article, trustees have a
fiduciary duty to explore the option of a beneficiary fund for
housing minor dependants’ assets.

Contact: Olefile Moea, Director: Communications, at
Olefile@fairheads.com

A submission was made in 2015 to the Financial Services Board
to amend pension fund legislation such that death benefit lump
sums administered by beneficiary funds, umbrella trusts or
retirement funds on behalf of minor dependants not be
automatically paid out to such minors when they turn 18.

The submission was made on behalf of the industry via the
Institute for Retirement Funds Africa (IRFA), supported by
Fairheads Benefit Services and 10 boards of trustees of pension
and provident funds. The following summarises the argument
put forward.

It is not uncommon for service providers to pay out R100 000 or
more on termination of beneficiary fund accounts. Yet the reality
of social and educational circumstances means that the average
18-year old in South Africa is not financially mature enough to
invest or use large sums of money responsibly.

The assumption is that minors attain the age of 18 in Grade 12
(Matric), if they are in their age-related grade. Statistically however,
fewer than 50% of children are in matric at age 18, with some
in lower grades and others having already dropped out of school
completely having never reached matric.

Based on feedback from guardians and caregivers, and in
Fairheads’ experience:

•  A large number of children have elected to drop out of school
once they receive their lump sum at age 18. This has an impact
on their continuing education prospects, their future employment
opportunities and in turn possible financial support that they
might otherwise be able to provide to their families if they did
have an education and employment.

•  At the age of 18, very few (if any) of these children have the
financial knowledge and skill to properly manage that money.
There is a very real risk that the children receiving these lump
sums often spend these funds carelessly and recklessly, with
little thought of acquiring the skills to become financially
independent.

•  Where 18 year old beneficiaries are counselled to seek financial
advice or on how to manage their finances responsibly, less than
5% follow this advice.

•  When given the option by a retirement fund to place their
portion of a death benefit in a beneficiary fund, because they are
still at school, beneficiaries seldom exercise this option.

•  Further, beneficiaries who are still at school seldom consent
to retaining their funds in beneficiary funds on attaining the age
of 18 years.

The proposal to the FSB requests that lump sums only be paid
out at termination date if the beneficiary is at least 18 and has
a matric certificate or an equivalent NQF Level 4 qualification;
or they are at least 21 years of age. Boards of trustees would
be able to use their discretion under certain circumstances.

If the proposal is implemented, there is a greater likelihood of
the beneficiary or member being more mature, more educated
and therefore, hopefully more financially literate to manage their
own financial affairs. The chances of them being able to sustain
themselves would therefore be higher. Further the proposal could
possibly also incentivise beneficiaries to stay in school or go
back to school to obtain a matric or the equivalent of a NQF
Level 4.

Contact: Giselle Gould, Director: Business Development, at
Giselle@fairheads.com
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At Fairheads Benefit Services we believe trustees are not yet
sufficiently aware of the advantages of beneficiary funds. They
are cost effective and tax effective, and offer institutional investment
returns. They are taxed in the same manner as pension funds
in South Africa, that is, no tax is paid in the fund. Furthermore
any payment out of a beneficiary fund, whether capital or income,
is tax free.

Although some beneficiary fund accounts run into millions of
rands, the average size is around R100 000 which, if carefully
managed, can provide a monthly income and finance a child’s
entire education through to tertiary level. When the member turns
18, the account is terminated and the funds paid out unless the
member requests they remain in the beneficiary fund.

Beneficiary funds - a practical example

The graph illustrates an example of a member, aged five years
at inception, with an original capital investment of R100 000. The
funds are invested according to the board approved asset
allocation model and payments from the fund include:

• Regular income payments to the guardian until the child reaches
the age of majority

• Annual capital payments for education related expenses

• All fund costs

• A final termination benefit of approximately R115 000 payable
in a lump sum to the member upon reaching the age of majority.

The example is based on Fairheads Umbrella Beneficiary Fund’s
approved asset allocation model which is reblended annually .

Historical investment returns have been used to project future
investment returns (money market 12 month performance, income
fund 36 month performance, stable funds 36 month performance
and balanced fund 60 months performance). The example
includes annual capital payments equivalent to 5% of capital
introduced, income payments of 5% of capital introduced (paid
monthly) and includes all fees and charges.

Contact: David Hurford, Director: Marketing and Consulting,
at David@fairheads.com
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David Hurford has also
been appointed as an
Executive Director to the
Board. David holds a
Bachelor of Business
degree (B.Bus)(Fin/Man)
and has over 20 years of
experience in the finance
and banking industry in
South Africa, Australia and
the United Kingdom. He
joined Fairheads in 2011.
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Olefile Moea has been
appointed as an Executive
Director to the Board of
Fairheads Benefit Services
with effect from 1 October
2015.

Olefile holds a Masters
degree in Development
Finance. He joined
Fairheads in 2007 as an
operations manager.

He is a consultant for Fairheads Umbrella Beneficiary
Fund and Fairheads Umbrella Trust and a key account
manager for one of Fairheads’ mining clients. He is also
the project sponsor for Fairheads' guardian roadshows.

Richard Krepelka, Chief Executive Officer of Fairheads
Benefit Services, says that the appointment is in line
with the company’s ongoing transformation, following
the BEE transaction earlier this year which led to majority
black ownership.



The guardian roadshows held in the last quarter of 2015 were
highly successful, with over 4 000 members represented in
a total of seven venues across Gauteng, KwaZulu Natal and
Eastern Cape.

We’ve learnt over the years that guardians and members who
are familiar with the processes, procedures and available channels
of communication are more likely to remain in contact and up to
date with their beneficiary fund. The key objectives of the 2015
roadshow were to educate guardians on beneficiary funds and
trusts. The roadshows are complemented by our new field agents
initiative which focuses on tracing and helping those members
whose details are not up to date. See Fairheads Times September
2015 for information on this exciting project which will be rolled
out further, following a successful pilot phase.

Types of questions

I am always interested to hear what questions guardians ask,
as it gives us a good indication of where we can improve
communication or processes. In 2015, while there was an
encouraging higher level of knowledge around how beneficiary
funds work, the main theme that came through related to the
age of 18 for termination and pay-out of funds, with guardians
concerned about 18-year-olds’ ability to handle lump sums.

So the types of questions we heard were:

“Can Fairheads postpone termination?”

No, by law we may not. As readers will know , Fairheads is
however involved in lobbying the authorities for age 18 to be
extended to 21 for beneficiary funds.

“Can Fairheads help me chat to the teenager in my house?”

“Can Fairheads counsel my child, so that s/he knows better
how to handle money?”

In response to the latter, we are redoubling our efforts at educating
our under-18 year old members, something we have been doing
for the past few years. For example, if our field agents visit a
client and there is a child of 16, we will engage that child and
involve him or her in the discussions.

To a limited extent, we can also play a role in facilitating or helping
to improve communication between the guardian and member.
For example, we encourage guardians to let the child to know
that they have a beneficiary fund account, so that discussions
can be opened up and expectations hopefully discussed.

Fairheads establishes contact with members when they turn 16
to advise them how to open a bank account and get an ID.†
Through roadshows and newsletters, we also try to engage them
and their guardians to look ahead to career options and how
much money would be needed to cover tertiary education. In
this way we aim to get members to take ìownershipî of their
future and understand how the beneficiary fund can help them
to get ahead.

Overall, after five years of running guardian roadshows, we are
truly delighted with the outcome. Guardians know us better, they
know the product better and levels of compliance have improved.

Viva grassroots communication!
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By David Hurford, Director

Contrary to what many believe, the purpose of a beneficiary
fund is not to preserve capital. While it is of the utmost
importance for beneficiary funds to be invested prudently and
for capital to be protected, the money should be made available
during the formative years of the member to enable him or
her to get the best possible education. After all, what good
is a large lump sum payout to a member at age 18 if they did
not get a sound education while they were growing up?

The trustees of the Fairheads Umbrella Beneficiary Fund
understand the importance of getting the best possible returns
for members, at the right level of risk. They understand too that
retaining a high level of liquidity to meet short term needs should
not limit the types of investments which can be selected. It is for
this reason that they, in conjunction with the appointed asset
consultant, developed a sophisticated asset allocation model
which is used to determine a unique asset blend for each member.

The underlying principle of the asset allocation model is that
younger members with larger investments will have a relatively
higher exposure to equity class investments.

During 2015, the trustees refined the model and made some
changes to the appointed investment managers in order to

provide for a greater level of exposure to equities for those who
had previously been excluded from that investment class. They
did this by introducing a stable fund (Multi Asset - Low Equity)
portfolio into the asset allocation model.

The stable fund portfolio aims to provide a reasonable rate of
return over a time horizon of three years or longer using a
conservative mandate with a maximum of 40% restriction on
equity investments. Importantly, these funds generally make use
of hedging strategies to protect capital rather than to enhance
yield.

Because of the size of the stable fund portfolios, the trustees
determined that it would be prudent to split the investments
between two managers and selected the Coronation Balanced
Defensive Fund and the Prudential Inflation Plus - CPI + 5%
investment products.

Both these products have shown exceptional stability in
performance in the past and represent complementary investment
strategies which provides further diversification to the portfolio.

3 month 1 year 3 year 5 year

1.62 10.54 14.27 14.64Prudential Inflation Plus (CPI+5%)

2.66 9.60 10.81 10.55Benchmark (CPI+5%)

0.94 8.31 12.95 13.38Coronation Balanced Defensive
Fund

1.50 6.02 5.48 5.50Benchmark (STeFI 3 month index
+ 3%
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Sometimes the spouse or partner left behind to care for the child
can also succumb, leaving the child a double orphan. Under
such circumstances, if a lump sum benefit had been paid to the
partner/spouse of the retirement fund member who had died,
those funds would now form part of their deceased estate.

Contrast this with paying the lump sum benefit into a beneficiary
fund, where if the guardian should pass away, the child’s benefit
will remain intact in their name and they will continue to receive
the payments. Of course, the decision whether to pay the lump
sum to the guardian is a complex one and can only be decided
by retirement fund trustees on a case by case basis.           .

Once the child’s benefit is in a beneficiary fund account in their
name, the trustees of the beneficiary fund take over the fiduciary
duty from the retirement fund trustees. Here are some examples
of how they might need to apply their minds:
• If the child is HIV positive, funds can be allocated to pay for

medical costs while keeping the child’s status strictly confidential.
• If a child is a double orphan and there is no-one else to take
over as caregiver, the trustees will engage social services to
see if the child can be moved to a place of care. If not and if the
child is 16, Fairheads helps directly with child-led households,
with the support of social services and the police who make
regular checks on the children. In this case, Fairheads will help
the 16-year old open a bank account, compile a budget and
then pay a monthly income to the childís account. The beneficiary
fund will pay school fees directly to the school.
• In the tragic event that the child dies, the trustees work with
the family to apply to the magistrate’s court for the beneficiary
fund proceeds to be paid  into the child’s estate late account.

The fiduciary role played by  beneficiary fund trustees is
critical and administration needs to be conducted with care and
respect at all times.

By Giselle Gould, Director

On World AIDS Day, 1 December 2015, we remembered our late members, guardians and beneficiaries
who succumbed to HIV/AIDS and we renewed our support for those living with the disease.

Beneficiary funds can play a positive role in the lives of many families that are impacted by AIDS.

Tragically a number of the accounts that we establish in a child’s name are due to the breadwinner having passed
away due to AIDS.

Fairheads staff brought festive cheer to Nani’s Educare Centre
in Khayelitsha, Cape Town when they hosted a party for the
children. Each child received a gaily wrapped box, donated by
individual Fairheads staff members, filled with toys, toiletries,
clothes, sweets and stationery. This annual initiative is a favourite
on the CSI calendar - nothing is more heart-warming than seeing
those little faces light up with joy!
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