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Tasks 
 

The material provided in this guide is based on the following tasks, as 

published in Board Notice 105 of 2008 as amended by Board Notice 60 of 

2010: 

 

1 Establish and define a professional relationship with your client. 

2 Gather information in order to conduct a basic needs analysis for a 

client. 

3 Analyse and evaluate the client’s financial status as part of a basic 

needs analysis. 

4 Develop and present a financial plan with recommendations and 

alternatives. 

5 Implement the financial plan and recommendations. 

6 Monitor the financial plan and recommendations.

 

 

Please note that any reference to: 

 masculine gender implies also the feminine 

 singular indicates also the plural, and vice-versa. 



  
2                                                                                                       © Section 8 INSETA – 11a  

Glossary of Terms 
 

CIS means a Collective Investment Scheme as defined in Section 1 of CISCA. 

 

CISCA means the Collective Investment Schemes Control Act, Act 45 of 

2002. 

 

CIS Portfolio means a portfolio as defined in Section 1 of CISCA. 

 

CIS Manager means a manager as defined in Section 1 of CISCA. 

 

FAIS means the Financial Advisory and Intermediary Services Act, Act 37 of 

2002. 

 

General Code means the FAIS General Code of Conduct, Board Notice 80 of 

2003. 

 

Registrar means the registrar for CIS established in terms of section 7 of 

CISCA. 
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Chapter 

1 
 

Establish and define a professional 

relationship with the client 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Describe how the FAIS Code of Conduct is applied when providing financial 

advice to a client. 

Discuss the product disclosures that should be made to clients, both upfront and 

ongoing. 
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Purpose 

 

The purpose of this chapter is to highlight the requirements that have to be 

met when providing advice in respect of CISs. The FAIS requirements do not 

hold true only when providing advice on CISs but for all financial products. 

 

1.1 INTRODUCTION 
 

 

The concept of a collective investment scheme (“CIS”) may not be as familiar a 

concept as that of a unit trust fund. For a long time, the South African investor 

only knew unit trusts as investment vehicles. The Unit Trust Control Act 54 of 

1981, and regulations issued thereunder, regulated unit trust investments. 

 

In an effort to align the South African investor landscape to that of global 

developments, the Collective Investment Schemes Control Act of 2002 

(“CISCA”) was introduced with effect from 3 March 2002. CISCA recognises 

and attempts to regulate the much wider concept of collective investments, not 

only though the well-known vehicle of a trust (from the term “unit trust”) but 

also through other vehicles such as an open-ended investment company (a 

concept not widely used in South Africa). CISCA also specifically regulates 

collective investment schemes in security, property and bonds (more about 

these later in this module). 

 

Today, the collective investment scheme is a highly regulated investment 

vehicle, and financial services providers (“FSPS”) will be well advised to ensure 

that they understand the obligations of the various role-players, the different 

types of collective investment schemes and fees associated with them, to name 

but few. Only then will it be possible to advise and service clients effectively. 

 

1.1.1 Application of FAIS 

 

As we all know (at this stage), the Financial Advisory and Intermediary 

Services Act 37 of 2002 (“FAIS”) governs the rendering of intermediary 

services and the provision of advice in respect of a financial product. Section 1 

of FAIS includes participatory interests in CISs in the definition of a financial 

product and it is therefore necessary to consider FAIS and subordinate 

legislation thereto when providing advice or rendering intermediary services in 

respect of, inter alia, participatory interests in CIS. 
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Section 16 of FAIS prescribes that a code of conduct must be drafted in such a 

manner as to ensure that the clients who are recipients of the financial service: 

 

1. are in a position to make informed decisions; and 

2. that their reasonable financial needs are appropriately and suitably 

satisfied by the financial product. 

 

As required by section 16, the FAIS General Code of Conduct for authorised 

Financial Services Providers (FSPs) and Representatives (“General Code”) 

prescribes principles that must be followed by FSPs when providing clients with 

financial services.  

 

These two principles should form the basis of any attempts at interpretation 

and practical application of the General Code. The General Code refers to 

principles rather than steps that need to be complied with. These principles find 

application in what is commonly known as the six-step financial planning 

process, and will form the basis of the discussion relating to CISs. 

 

1.1.2 Establish and define a professional relationship 

 

Application of the General Code when providing financial advice to clients 

 
General Obligations 

 

The General Code, Sections 3((a) to (f), specifies certain overarching 

obligations that an FSP has to comply with. These obligations are the following: 

 

(a) representations made and information provided to a client by the FSP – 

i. must be factually correct; 

ii. must be provided in plain language, avoid uncertainty or 

confusion and not be misleading; 

iii. must be adequate and appropriate in the circumstances of the 

particular financial service, taking into account the factually 

established or reasonably assumed level of knowledge of the 

client; 

iv. must be provided timeously so as to afford the client 

reasonably sufficient time to make an informed decision about 

the proposed transaction; 

v. may, subject to the provisions of this Code, be provided orally 

and, at the client’s request, confirmed in writing within a 

reasonable time after such request; 
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vi. must, where provided in writing or by means of standard forms 

or format, be in a clear and readable print size, spacing and 

format; 

vii. must, as regards all amounts, sums, values, charges, fees, 

remuneration or monetary obligations mentioned or referred to 

therein and payable to the product supplier or the provider, be 

reflected in specific monetary terms: provided that where any 

such amount, sum, value, charge, fee, remuneration or 

monetary obligation is not reasonably predeterminable, its 

basis of calculation must be adequately described; and 

viii. need not be duplicated or repeated to the same client unless 

material or significant changes affecting that client occur, or 

the relevant financial service renders it necessary, in which 

case a disclosure of the changes to the client must be made 

without delay; 

(b) the FSP must disclose to the client the existence of any personal 

interest in the relevant service, or of any circumstance which gives rise 

to an actual or potential conflict of interest in relation to such service, 

and take all reasonable steps to ensure fair treatment of the client; 

(c) non-cash incentives offered and/or other indirect consideration payable 

by another provider, a product supplier or any other person to the 

provider could be viewed as a potential conflict of interest;  

(d) the service must be rendered in accordance with the contractual 

relationship and reasonable requests or instructions of the client, which 

must be executed as soon as reasonably possible and with due regard 

to the interests of the client which must be accorded appropriate 

priority over any interests of the provider; 

(e) transactions of a client must be accurately accounted for; and 

(f) the provider involved must not deal in any financial product for own 

benefit, account or interest where the dealing is based upon advance 

knowledge of pending transactions for or with clients, or on any 

nonpublic information the disclosure of which would be expected to 

affect the prices of such product. 
 

Disclosures 

 
Section 16(2) of FAIS stipulates that this code of conduct (being the General 

Code) must contain provisions relating to making adequate disclosures of 

relevant and material information, including disclosures of actual or potential 

own interests, in relation to dealings with clients. 
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Section 6 of the General Code prescribes that an FSP, who is not a direct 

marketer, must at the commencement of any call, contact or visit initiated by 

the FSP, explain the purpose of the call, contact or visit and provide the 

information as prescribed in Section 5 of the General Code. 

 

FSP disclosures 

 

Section 5 requires the FSP “at the earliest reasonable opportunity” to disclose 

to the client: 

 

a)  full business and trade names, registration number (if any), postal 

and physical addresses, telephone and, where applicable, cellular 

phone number, and internet and e-mail addresses, in respect of the 

relevant business carried on, as well as the names and contact details 

of appropriate contact persons or offices; 

b)  concise details of the legal and contractual status of the FSP, 

including details as regards the relevant product supplier (or, in the 

case of a representative, as regards the relevant FSP and product 

supplier), to be provided in a manner which can reasonably be 

expected to make it clear to the client which entity accepts 

responsibility for the actions of the FSP or representative in the 

rendering of the financial service involved and the extent to which the 

client will have to accept such responsibility; 

c)  names and contact details of the relevant compliance department or, 

in the case of a representative, such detail concerning the provider to 

which the representative is contracted; 

d)  details of the financial services which the FSP is authorised to provide 

in terms of the relevant licence and of any conditions or restrictions 

applicable thereto; 

e)  whether the FSP holds guarantees or professional indemnity or fidelity 

insurance cover or not. 

f)  whether a representative of an FSP is rendering services under 

supervision as defined in the Determination of Fit and Proper 

Requirements; and 

g)  the existence of a specific exemption that the Registrar may have 

granted to the FSP with regard to any matter covered by the Act. 
 

Product Supplier disclosures 
 

In addition to the disclosures detailed above, the FSP must also at the earliest 

reasonable opportunity, disclose information relating to the product supplier. 
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This information would, in the current context, relate to the CIS manager. This 

information must contain the following: 

  

a)  Name, physical location, and postal and telephone contact details of 

the product supplier; 

b) (i)  the contractual relationship with the product supplier (if any), 

 and whether the provider has contractual relationships with 

 other product suppliers; 

(ii)  names and contact details of the relevant compliance and 

complaints departments of the product supplier; 

a) the existence of any conditions or restrictions imposed by the product 

supplier with regard to the types of financial products or services that 

may be provided or rendered by the provider; and 

b) where applicable, the fact that the provider – 

i. directly or indirectly holds more than 10% of the relevant 

product supplier’s shares, or has any equivalent substantial 

financial interest in the product supplier; 

ii. during the preceding 12-month period received more than 30% 

of total remuneration, including commission, from the product 

supplier, and the provider must convey any changes thereafter 

in regard to such information at the earliest opportunity to the 

client. 

 

Where a product supplier that is also an FSP enters into an intermediary 

contract or similar contractual relationship with another FSP (not being a 

representative) for the purpose of that other FSP rendering financial services in 

respect of the product supplier’s financial products, that product supplier must 

within a reasonable time after being requested to do so by the other FSP, 

provide the other FSP with sufficient particulars to enable the other FSP to 

comply with the disclosure requirements relating to the furnishing of details of 

the product supplier and the product in question. 

 

Where these disclosures are made orally, the FSP that is not a direct marketer 

must confirm them in writing within 30 days. 

 
Product disclosures made to clients (upfront and ongoing) 
Section 7 of the General Code goes further to require an FSP that is not a 

direct marketer to, at the earliest reasonable opportunity, make prescribed 

product disclosures to the client. Once again where these product disclosures 

are made verbally, they must be confirmed by the FSP in writing within 30 

days. 
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These product disclosures are: 

 

a) that the FSP must provide a reasonable and appropriate general 

explanation of the nature and material terms of the relevant contract 

or transaction to a client, and generally make full and frank disclosure 

of any information that would reasonably be expected to enable the 

client to make an informed decision; 

b) whenever reasonable and appropriate, that the FSP must provide the 

client with any material contractual information and any material 

illustrations, projections or forecasts in the possession of the FSP; 

c) at the earliest reasonable opportunity, that the FSP must provide, 

where applicable, full and appropriate information of the following: 

i. Name, class or type of financial product concerned; 

ii. Nature and extent of benefits to be provided, including details 

of the manner in which such benefits are derived or calculated 

and the manner in which they will accrue or be paid; 

iii. Where the financial product is marketed or positioned as an 

investment or as having an investment component: 

ca. concise details of the manner in which the value of the 

investment is determined, including concise details of 

any underlying assets or other financial instruments; 

cb. separate disclosure (and not mere disclosure of an all- 

inclusive fee or charge) of any charges and fees to be 

levied against the product, including- 

A. the amount and frequency thereof; 

B. the identity of the recipient; 

C. the services or other purpose for which each 

fee or charge is levied; 

D. where any charges or fees are to be levied in 

respect of investment performance, details of 

the frequency, performance measurement 

period (including any part of the period prior to 

the client's particular investment) and 

performance benchmarks or other criteria 

applicable to such charges or fees; and 

E. where the specific structure of the product 

entails other underlying financial products, 

disclosure must be made in such a manner as 

to enable the client to determine the net 

investment amount ultimately invested for the 

benefit of the client; and 
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cc. on request, information concerning the past investment 

performance of the product over periods and at 

intervals which are reasonable with regard to the type 

of product involved including a warning that past 

performances are not necessarily indicative of future 

performances; 

cd. any rebate arrangements and thereafter on a regular 

basis (but not less frequently than annually): Provided 

that where the rebate arrangement is initially disclosed 

in percentage terms, an example using actual 

monetary amounts must be given and disclosure in 

specific monetary terms must be made at the earliest 

reasonable opportunity thereafter: Provided further 

that for the purposes of this subparagraph, "rebate” 

means a discount on the administration, management 

or any other fee that is passed through to the client, 

whether by reduced fees, the purchase of additional 

investments or direct payment, and that the term 

"rebate" must be used in the disclosure concerned, to 

describe any arrangement complying with this 

definition, and the disclosure must include an 

explanation of the arrangement in line with this 

definition; 

ce. any platform fee arrangements, which may be 

disclosed by informing the client that a platform fee of 

up to a stated percentage may be paid by the product 

supplier to the administrative FSP concerned, rather 

than disclosing the actual monetary amount: provided 

that for the purposes of this sub-paragraph, "platform 

fee" means a payment by a product supplier to an 

administrative FSP for the administration and/or 

distribution and/or marketing cost savings represented 

by the distribution opportunity presented by the 

administrative platform, and may be structured as a 

stipulated monetary amount or a volume-based 

percentage of assets held on the platform, and that the 

term "platform fee" must be used in the disclosure 

concerned, to describe any arrangement complying 

with this definition, and the disclosure must include an 

explanation of the arrangement in line with this 

definition. 
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iv. the nature and extent of monetary obligations assumed by the 

client, directly or indirectly, in favour of the product supplier, 

including the manner of payment or discharge thereof, the 

frequency thereof, the consequences of non-compliance and, 

subject to subparagraph (xiv), any anticipated or contractual 

escalations, increases or additions; 

v. the nature and extent of monetary obligations assumed by the 

client, directly or indirectly, in favour of the FSP, including the 

manner of payment or discharge thereof, the frequency 

thereof, and the consequences of non-compliance; 

vi. the nature, extent and frequency of any incentive, 

remuneration, consideration, commission, fee or brokerages 

(“valuable consideration”), which will or may become payable 

to the FSP, directly or indirectly, by any product supplier or any 

person other than the client, or for which the FSP may become 

eligible, as a result of rendering of the financial service, as well 

as the identity of the product supplier or other person 

providing or offering the valuable consideration: Provided that 

where the maximum amount or rate of such valuable 

consideration is prescribed by any law, the FSP may (subject to 

Clause 3(1)(a)(vii)) elect to disclose either the actual amount 

applicable or such prescribed maximum amount or rate; 

vii. concise details of any special terms or conditions, exclusions of 

liability, waiting periods, loadings, penalties, excesses, 

restrictions or circumstances in which benefits will not be 

provided; 

viii. any guaranteed minimum benefits or other guarantees; 

ix. to what extent the product is readily realisable or the funds 

concerned are accessible; 

x. any restrictions on or penalties for early termination of or 

withdrawal from the product, or other effects, if any, of such 

termination or withdrawal; 

xi. material tax considerations; 

xii. whether cooling off rights are offered and, if so, procedures for 

the exercise of such rights; 

xiii. any material investment or other risks associated with the 

product; and 

xiv. in the case of an insurance product in respect of which 

provision is made for increase of premiums, the amount of the 

increased premium for the first five (5) years and thereafter on 

a five-year (5-year) basis but not exceeding twenty (20) years; 
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d) fully inform a client in regard to the completion or submission of any 

transaction requirement– 

i. that all material facts must be accurately and properly 

disclosed, and that the accuracy and completeness of all 

answers, statements or other information provided by or on 

behalf of the client, are the client’s own responsibility; 

ii. that if the FSP completes or submits any transaction 

requirement on behalf of the client, the client should be 

satisfied as to the accuracy and completeness of the details; 

iii. of the possible consequences of the misrepresentation or 

nondisclosure of a material fact or the inclusion of incorrect 

information; and 

iv. that the client must on request be supplied with a copy or 

written or printed record of any transaction requirement within 

a reasonable time. 

 

Furthermore, an FSP who has provided advice or is rendering ongoing financial 

services to the client in respect of one (1) or more financial products, must on 

a regular basis (but not less frequently than annually) provide the client with a 

written statement identifying such products that are still in existence, and 

provide brief current details (where applicable), of – 

 

a) any ongoing monetary obligations of the client in respect of such 

products; 

b) the main benefits provided by the products; 

c) where any product was marketed or positioned as an investment or as 

having an investment component, the value of the investment and the 

amount of such value which is accessible to the client; and 

d) any ongoing incentives, consideration, commission, fee or brokerage 

payable to the FSP in respect of such products; 

 

provided that such a statement need not be provided where the client is aware, 

or ought reasonably to be aware, that the FSP concerned does not render or 

has ceased rendering ongoing financial services in respect of the client or the 

products concerned. 

 
Conclusion 

 
It is evident from the content of disclosures listed above that the intention of 

the legislature is for the client contemplating an investment or investing in a 

financial product to be as informed as possible in order for that client or 
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potential client to make an informed decision when investing or transacting on 

the client’s investment(s). 

 

Unfortunately these disclosures are voluminous and complicated for the 

layperson. In practice these disclosures are made in, inter alia, the Letter of 

Introduction, the Quote and the Application Form. Clients often do not read 

these documents as they are, for example, of the opinion that the “fine print” is 

too much, they are not able to read for various reasons, or the concepts are 

too complicated. Often these clients do not adequately appreciate the 

consequences of entering into the contract with the manager. 

 

In order to address this issue, the Consumer Protection Act 68 of 2008 was 

promulgated and has introduced the concept of plain and simple language. The 

aim of these provisions is to make “consumer” documents (such as the 

documents listed above) plain and simple for the layperson to read and 

understand. A potential negative implication of the plain and simple language 

provisions is that it often results in a lengthier document(s) for the client to 

read. Despite all the attempts at full disclosure and plain and simple language, 

the obligation still rests on the FSP and representatives to ensure that their 

clients understand what they are investing in and the key terms and conditions 

that govern the investment. 

 

Summary 
 

In this chapter, we considered the requirements specified in the General Code 

which govern the establishment of a professional relationship that an FSP must 

have with the FSP’s clients. 

 

In essence, the General Code sets general rules of conduct (section 3) and 

prescribes mandatory disclosures that have to be made by the FSP to the client 

relating to the product supplier, the FSP itself (being the provider – section 5), 

the nature of the financial service being provided, and the financial product(s) 

being considered (section 7). 

 

These disclosures are directed at ensuring that the client can make an informed 

decision as to whether the client should purchase the financial product based 

on the identity of the FSP, the product supplier, the specific product rules and 

the costs associated with making the investment. 
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Self-Assessment Questions 
 

1. Section 16 of FAIS prescribes that a code of conduct must prescribe 

the nature and content of mandatory disclosures with reference to: 

a) relevant and material information relating to the financial 

product 

b) actual or potential own interests 

c) the physical address of the Registrar 

d) none of the above 

 

2. Section 6 of the General Code prescribes that the FSP must: 

a) within 30 days of providing telephonic advice, confirm the 

advice in writing 

b) within 60 days of providing telephonic advice, confirm the 

advice in writing 

c) explain the purpose of the call and provide information as 

prescribed in section 5 of the General Code in writing 

d) none of the above 

 

3. Section 5 of the General Code does not require the FSP to provide 

information relating to: 

a) the full business and trade names of the FSP 

b) the physical address of the FSP 

c) the amount of representatives employed by the FSP 

d) none of the above 

 

4. An FSP must:  

a) hold professional indemnity or guarantees or fidelity cover 

b) hold securities to the value of R5 million in trust 

c) hold an exemption to have professional indemnity, guarantees 

or fidelity cover from the Registrar 

d) none of the above 

 

5. An FSP must disclose the fact that it:  

a) holds more than 10% of the product supplier’s shares and 

received more than 25% of the FSP’s total remuneration within 

the preceding 12 months 

b) holds more than 10% of the product supplier’s shares and 

received more than 20% of the FSP’s total remuneration within 

the preceding 18 months 
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c) holds more than 15% of the product supplier’s shares and 

received more than 30% of the FSP’s total remuneration within 

the preceding 12 months 

d) holds more than 10% of the product supplier’s shares and 

received more than 30% of the FSP’s total remuneration within 

the preceding 12 months, from the product supplier 

 

6. Where fees and charges are levied on the financial product, the FSP 

must disclose: 

a) the amount and frequency 

b) the identity of the recipient 

c) the services or other purpose for which each fee or charge is 

levied 

d) all of the above 

 

7. Where any charges and fees are levied in respect of investment 

performance: 

a) the product supplier must provide details of the frequency 

thereof 

b) the product supplier must provide details of the performance 

period 

c) the product supplier must provide details of the performance 

benchmarks 

d) none of the above 

 

8. Where the specific product structure entails an investment into an 

underlying financial product: 

a) the FSP must disclose in such a manner that the client can 

determine the net investment amount invested for the client’s 

benefit 

b) the product supplier must disclose in such a manner that the 

client can determine the net investment amount invested for 

the client’s benefit 

c) none of the above 

d) all of the above 

 

9. An FSP who renders ongoing advice or intermediary services must 

provide the client with a written statement at least on a(n): 

a) monthly basis 

b) quarterly basis 

c) half-yearly basis 

d) annual basis 
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10. An FSP who ceases to provide ongoing advice or ongoing intermediary 

services may: 

a) provide a client with a statement at least annually 

b) provide a client with a statement at least half-yearly 

c) cease to provide the client with a statement 

d) none of the above 
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Self-Assessment Answers 
 

1. Section 16 of FAIS prescribes that a code of conduct must prescribe 

the nature and content of mandatory disclosures with reference to: 

a) relevant and material information relating to the financial 

product 

b) actual or potential own interests 

c) the physical address of the Registrar 

d) none of the above 

 

2. Section 6 of the General Code prescribes that the FSP must: 

a) within 30 days of providing telephonic advice, confirm the 

advice in writing 

b) within 60 days of providing telephonic advice, confirm the 

advice in writing 

c) explain the purpose of the call and provide information as 

prescribed in section 5 of the General Code in writing 

d) none of the above 

 

3. Section 5 of the General Code does not require the FSP to provide 

information relating to: 

a) the full business and trade names of the FSP 

b) the physical address of the FSP 

c) the amount of representatives employed by the FSP 

d) none of the above 

 

4. An FSP must:  

a) hold professional indemnity or guarantees or fidelity cover 

b) hold securities to the value of R5 million in trust 

c) hold an exemption to have professional indemnity, guarantees 

or fidelity cover from the Registrar 

d) none of the above 

 

5. An FSP must disclose the fact that it:  

a) holds more than 10% of the product supplier’s shares and 

received more than 25% of the FSP’s total remuneration within 

the preceding 12 months 

b) holds more than 10% of the product supplier’s shares and 

received more than 20% of the FSP’s total remuneration within 

the preceding 18 months 
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c) holds more than 15% of the product supplier’s shares and 

received more than 30% of the FSP’s total remuneration within 

the preceding 12 months 

d) holds more than 10% of the product supplier’s shares and 

received more than 30% of the FSP’s total remuneration within 

the preceding 12 months from the product supplier 

 

6. Where fees and charges are levied on the financial product, the FSP 

must disclose: 

a) the amount and frequency 

b) the identity of the recipient 

c) the services or other purpose for which each fee or charge is 

levied 

d) all of the above 

 

7. Where any charges and fees are levied in respect of investment 

performance: 

a) the product supplier must provide details of the frequency 

thereof 

b) the product supplier must provide details of the performance 

period 

c) the product supplier must provide details of the performance 

benchmarks 

d) none of the above 

 

8. Where the specific product structure entails an investment into an 

underlying financial product: 

a) the FSP must disclose in such a manner that the client can 

determine the net investment amount invested for the client’s 

benefit 

b) the product supplier must disclose in such a manner that the 

client can determine the net investment amount invested for 

the client’s benefit 

c) none of the above 

d) all of the above 

 

9. An FSP who renders ongoing advice or intermediary services must 

provide the client with a written statement at least on a(n): 

a) monthly basis 

b) quarterly basis 

c) half-yearly basis 

d) annual basis 
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10. An FSP who ceases to provide ongoing advice or ongoing intermediary 

services may: 

a) provide a client with a statement at least annually 

b) provide a client with a statement at least half-yearly 

c) cease to provide the client with a statement 

d) none of the above    
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Chapter 

2 
Gathering information to conduct a basic 

needs analysis for a client 
 

This chapter covers the following criteria:  
 

KNOWLEDGE CRITERIA

Discuss the importance and purpose of Personal Financial Planning. 

Discuss the importance and purpose of Investment Planning

Interpret and explain basic financial statements.

 

SKILLS CRITERIA
Gather relevant information by completing a questionnaire/asking relevant 
questions where applicable. 
Determine the client's risk profile (including age and affordability). 
Gather data in terms of capital and income requirements (excluding the 
resultant rate) in order to define personal and financial goals of the client by 
determining: 
 the client’s ability to save 
 attitude towards debt 
 the client’s assets and liabilities, cash flow, income, net worth and 

budget 
 the client’s tax position. 
Gather data in terms of investing for growth and/or income (including existing 
portfolios) by: 
 determining the client’s current assets 
 identifying cash flows available for investments 
 determining client’s experience and attitude towards investments 
 determining client’s investment objectives 
 determining client’s tolerance for investment risk 
 identifying client’s expectations in terms of return 
 identifying the client’s time horizon. 
Establish the client’s risk profile and investment needs, and match this with 

suitable product offerings. 
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Purpose 

 

The focus of this chapter is to highlight some of the information that should be 

gathered when advising clients on potential investments and the mechanisms 

employed to gather relevant information. 

 

2.1 IMPORTANCE AND PURPOSE OF PERSONAL FINANCIAL 

PLANNING 
 

 

2.1.1 Personal financial planning 

 

Section 8 of the General Code (Suitability) requires an FSP to conduct an 

analysis, for the purposes of providing advice to the client. This analysis must 

be conducted with reference to the information that the FSP or representative 

gathers relating to the client’s financial position, goals and aspirations. The 

information may be obtained from the client, other product suppliers and 

entities that provide information relating to the client’s financial products, e.g. 

Astute. Where the information is sourced from entities other than the client(s) 

the FSP or representative must provide documentary authorisation (signed by 

the client/s) prior to obtaining this information from existing product suppliers. 

 

Many FSPs have template questionnaires geared towards gathering personal 

financial information to enable the FSP or its representatives to prepare a 

financial plan best suited to the needs of the client. A bona fide financial plan 

(and not merely a plan to justify the sale of a financial product) forms the 

roadmap against which the client’s financial future is sketched. The plan is 

therefore based on the current financial position of the client and the client’s 

financial goals and aspirations. These goals and aspirations are informed by the 

needs and wants of the client, e.g. the client needs to make provision for 

tertiary education tuition for the client’s children, the client wants to take an 

overseas holiday, etc. 

 

Various FSPs have different questionnaires that pose a range of questions to 

the client. Over time various questionnaire formats were also introduced to 

match the specific needs, e.g. death financial needs analysis, retirement 

financial needs analysis, etc. Modern technology has presented FSPs with the 

ability to automate these questionnaires, the inputs pulling through to the 

Client Advice Record. 
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In the absence of a financial plan suited to meet the client’s needs and 

aspirations, the purchase of a financial product or any advice in respect of a 

financial product cannot be justified or appropriate. Historically, however, 

financial products were sold with little comprehension by the client of its 

characteristics or the implications of that financial product on the client’s 

estate. 

 

Examples of the types of questions posed in these templates are: 

 

1. How much do you earn from all sources of income? 

2. How much do your expenses amount to? 

3. Does your income exceed your expenses and by how much? Is there 

any available income to work with? 

4. At what age would you like to retire? 

5. How much (in real terms) would you like your income to be? 

 

You will note that the questions are directed at discovering your current 

financial position, disposable income, etc. in order for the financial planner to 

develop a financial plan that best suits your needs and aspirations. 

 

2.1.2 Investment planning 

 

It is clear therefore that financial planning (as opposed to investment planning) 

covers planning for the much wider financial aspirations of the client; what 

then is investment planning? 

 

In short, investment planning seeks one, or a combination of, three objectives, 

namely, wealth creation, wealth protection and income generation. These 

objectives aim to achieve certain defined financial outcomes or objectives. 

 

In achieving these investment objectives, the financial planner is challenged to 

find the best-suited product that will maximise returns on investments but also 

minimise risk as far as possible. 

 

As we already know, any advice related to an investment product has to be 

supported by a well-considered investment plan. This plan will start with a 

clearly defined investment objective, followed by an understanding of the 

client’s current financial position, the existing investments and his income or 

capital available for investment. Once these are clear, the next step is to 

advise the client on the most appropriate investment vehicle that is likely to 

achieve the desired outcome. To make the choice of financial product possible 

it is necessary to consider the following; the investor’s: 
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 Liquidity requirements 

 Current tax position 

 Investment time horizon 

 The measure of risk the investor is prepared to take to achieve the 

desired objectives. 

 

In the financial services industry, risk-profiling questionnaires have commonly 

been understood as the appropriate tools to use in order to assess the type and 

amount of risk that investors are prepared to accept in relation to an existing 

or prospective investment. These questionnaires typically pose a range of 

questions to the investor requiring the investor to provide information relating 

to the amount and type of risk that the investor is prepared to accept. 

Questions such as the investor’s age and the percentage/proportion that the 

current and/or envisaged investment constitutes in relation to the investor’s 

total estate, are also included in the questionnaire. 

 

Anton Swanepoel in his article “Risk Profile Questionnaires: Inappropriate 

questions lead to inappropriate advice” published in the FSB Bulletin, first 

quarterly edition of 2007, states that confusion exists between the commonly 

understood definition of risk and the definition of risk underpinning risk 

profiling questionnaires. This distinction, in his view, raises the probability of 

accusations by clients of malpractice against advisers. He further criticises risk-

profiling questionnaires by stating that:  

 

“at no point is any reference made to the investment objective or 

pricing of any of the asset classes. This tool effectively makes 

financial planners responsible for initial asset allocation without 

considering the appropriate investment objective... As a result, the 

use of most current risk profile questionnaires will continue to be 

instrumental to inappropriate advice, which by definition is non-

compliant under FAIS” 

 

Risk profiling questionnaires have also recently come under scrutiny by Cobus 

du Plessis in his publication titled “The Use of Risk Profiling Questionnaires in 

South Africa during the Financial Planning Process” published in July 2009 

where he expresses a view that these questionnaires do not serve the purpose 

of assessing an investor’s risk. In his view, these questionnaires serve the 

purpose of calculating the asset allocation as opposed to properly assessing the 

amount and type of risk that investors would be comfortable assuming in 

relation to prospective or existing investment(s). The sole reliance on these 

questionnaires (so the article goes) results in client dissatisfaction and a 

greater amount of complaints. 
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It appears that the FAIS Ombud currently supports the use of risk profiling 

questionnaires. Common questions included in these questionnaires include: 

 

  What is your age? 

 

– 20 – 35      10 points 

– 36 – 45      8 points 

– 46 – 55      5 points 

– 56 – 65      3 points 

– Over 65      1 point 

 

 What are your investment requirements? 

 

– Protection of capital    2 points 

– Income generation    4 points 

– Moderate investment growth (minor volatility) 6 points 

– Reasonable capital growth (increased volatility) 8 points 

– Maximum capital growth (high volatility) 10 points 

 

 To what extent does this investment constitute your only investment 

(apart from your home, car and other possessions)? 

 

– (<25% of assets)    2 points 

– assets (25 - 50%)    3 points 

– assets (50 - 75%)    4 points 

– (75 – 100%)     5 points 

 

The above sample questions illustrate the type of questions posed to clients 

and prospective clients. You will also note that each possible answer has a 

point allocation. These points are then added together at the end of the 

questionnaire to determine the client’s risk category. Based on this category 

the underlying investments are selected with either a greater or a lesser 

exposure to risk. These categories vary from product supplier and/or FSP to 

product supplier and/or FSP and could consist of the following: 

 

 Risk Averse 

 Conservative 

 Careful 

 Moderately Conservative 

 Moderate 

 Moderately Aggressive 
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 Assertive 

 Aggressive.  

 

Each category has a point’s weighting and the client’s overall scoring band will 

place the client into one of these risk categories. As stated in the articles 

quoted above, these categories do not speak to the client’s objectives or 

affordability. 

 

2.1.3 Interpret and explain basic financial statements 

 

Interpreting basic financial statements is integral in financial planning (whether 

it be on a corporate or individual level). While every financial statement may, 

as a general rule, not be applicable to all clients, it is important to know that 

they exist and what their purpose is. In a corporate entity the basic financial 

statements consist of a balance sheet and an income statement. The balance 

sheet is based on the preceding financial year’s figures and provides a 

snapshot of the financial position of the entity as at a specific date. The income 

statement provides a view of the income received by the entity and the 

expenses incurred by the entity during the preceding financial year. As is 

evident from these cursory descriptions, these financial statements are based 

on data gathered over the preceding financial year. Potential investors and 

credit providers consult both these financial statements as it provides them 

with a high level overview of the financial condition of the entity and informs 

initiatives and developmental areas in the business. 

 

A financial planner should, where possible obtain copies of these financial 

statements from an individual when providing advice. The financial planner can 

gather information similar to that contained in these financial statements by 

obtaining information relating to the client’s assets, liabilities, cash flow, 

income, expenses, net worth and budget. Another factor that will inform the 

financial planner is the client’s tax position. In practice, favourable tax makes 

for a very convincing argument in favour of investment into a particular 

financial product. Documents and/or information dealing with the aforesaid 

aspects will provide the financial planner with information relating to the 

client’s ability to save and the client’s attitude towards debt.  

 

The information and/or financial statements obtained from the client provide 

financial planners with vital information relating to the client’s capital and 

income requirements. The client’s existing and future capital requirements (for 

example ongoing capital expenditure), together with the client’s current and 

expected income and expenses, inform the nature of the investments proposed 

by financial planners to clients. 
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Under the circumstances, the financial planner is required to gather sufficient 

information from the client relating to the client’s current assets. The financial 

planner should also identify cash flows and any disposable income available for 

investment. Some of the factors that may influence the investment decisions 

are the client’s experience and attitude towards investment. These factors 

together with the client’s responses to a range of scientifically prepared 

questions will assist the financial planner and product supplier in assessing the 

client’s investment risk tolerance. Further factors that may influence the nature 

of the investment are the client’s investment horizon and the client’s 

investment return expectations, i.e. does the client expect capital growth or 

income or a combination of the two. 

 

When these factors have been taken into account, the client is categorised 

according to the client’s “risk profile”. The risk profile informs the nature of the 

investment recommended to the client, i.e. a risk-averse investor could be 

advised to invest in money market portfolios or portfolios with minimal equity 

and listed property exposure. 

 

Summary 
 

This chapter dealt with the gathering of relevant information in order for the 

financial adviser or FSP to conduct a proper analysis relating to the client’s 

financial affairs, goals and aspirations. 

 

It also dealt with the determination of the amount of risk that the client is 

prepared to accept in relation to the investment that the client is considering 

and the manner in which the risk is assessed, i.e. risk profiling. 
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Self-Assessment Questions 
 

1. When conducting an analysis, the FSP may obtain information relating 

to the client’s existing financial products if: 

a) the client provides written authorisation to the FSP 

b) the financial planner obtains authorisation from the FSP 

c) the FSP obtains authorisation from the product supplier 

d) none of the above 

 

2. FSPs have over time created questionnaires directed at ascertaining: 

a) how best to position the sale of financial products that provide 

the most commission 

b) the client’s current financial position, goals and aspirations to 

best advise the client 

c) the client’s net worth 

d) none of the above 

 

3. The difference between financial planning and investment planning is 

that: 

a) financial planning seeks to identify the best financial product in 

which to invest, while investment planning relates to the 

management of the underlying investment 

b) investment planning seeks to best invest current and future 

assets to best meet financial goals with reference to the client’s 

risk attitude, while financial planning aims to provide the client 

with a holistic financial plan aimed to address various types of 

expenses, goals and needs  

c) none of the above 

d) all of the above 

 

4. Risk categories include: 

a) Careful, risk averse 

b) Assertive, moderate 

c) Aggressive, conservative 

d) all of the above 
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5. The Balance Sheet provides: 

a) a snapshot of the financial position of the entity at a particular 

point in time 

b) an overview of the company’s income and expenses over the 

preceding financial year 

c) none of the above 

d) all of the above 

 

6. Two important factors that a financial planner should ascertain from a 

client when investing a client’s money are: 

a) the client’s attitude towards debt 

b) the client’s attitude towards financial statements 

c) the client’s existing or future capital or income needs 

d) none of the above 

 

7. Where clients do not prepare Balance Sheets, documents that could 

assist the financial adviser in assessing the client’s financial position 

are: 

a) the client’s budget 

b) newspapers 

c) copies of the client’s accounts 

d) none of the above 

 

8. In respective of financial planning, the financial planner should ensure 

that he understands the client’s: 

a) medical condition and ailments 

b) preference for risky physical activities 

c) investment horizon 

d) attitude towards tax 

 

9. Section 8(1)(c) of the General Code requires the financial adviser to: 

a) request the client to complete a risk-profiling questionnaire 

b) obtain financial statements from the client 

c) identify the financial product(s) that will be appropriate to the 

client’s risk profile and financial needs 

d) none of the above 
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10. Various questionnaires have been designed over time to assist the 

financial planner to address specific needs, such as: 

a) assisting the client to prepare financial statements 

b) death or retirement needs analysis 

c) assisting the client to prepare the client’s tax returns 

d) none of the above 
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Self-Assessment Answers 
 

1. When conducting an analysis, the FSP may obtain information relating 

to the client’s existing financial products if: 

a) the client provides written authorisation to the FSP 

b) the financial planner obtains authorisation from the FSP 

c) the FSP obtains authorisation from the product supplier 

d) none of the above 

 

2. FSPs have over time created questionnaires directed at ascertaining: 

a) how best to position the sale of financial products that provide 

the most commission 

b) the client’s current financial position, goals and aspirations to 

best advise the client 

c) the client’s net worth 

d) none of the above 

 

3. The difference between financial planning and investment planning is 

that: 

a) financial planning seeks to identify the best financial product in 

which to invest, whilst investment planning relates to the 

management of the underlying investment 

b) investment planning seeks to best invest current and future 

assets to best meet financial goals with reference to the client’s 

risk attitude, while financial planning aims to provide the client 

with a holistic financial plan aimed to address various types of 

expenses, goals and needs  

c) none of the above 

d) all of the above 

 

4. Risk categories include: 

a) Careful, risk averse 

b) Assertive, moderate 

c) Aggressive, conservative 

d) all of the above 
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5. The Balance Sheet provides: 

a) a snapshot of the financial position of the entity at a particular 

point in time 

b) an overview of the company’s income and expenses over the 

preceding financial year 

c) none of the above 

d) all of the above 

 

6. Two important factors that a financial planner should ascertain from a 

client when investing a client’s money are: 

a) the client’s attitude towards debt 

b) the client’s attitude towards financial statements 

c) the client’s existing or future capital or income needs 

d) none of the above 

 

7. Where clients do not prepare Balance Sheets, documents that could 

assist the financial adviser in assessing the client’s financial position 

are: 

a) the client’s budget 

b) newspapers 

c) copies of the client’s accounts 

d) none of the above 

 

8. In respect of investment planning, the financial planner should ensure 

that he understands the client’s: 

a) medical condition and ailments 

b) preference for risky physical activities 

c) investment horizon 

d) attitude towards tax 

 

9. Section 8(1)(c) of the General Code requires the financial adviser to: 

a) request the client to complete a risk-profiling questionnaire 

b) obtain financial statements from the client 

c) identify the financial product(s) that will be appropriate to the 

client’s risk profile and financial needs 

d) none of the above 
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10. Various questionnaires have been designed over time to assist the 

financial planner to address specific needs, such as: 

a) assisting the client to prepare financial statements 

b) death or retirement needs analysis 

c) assisting the client to prepare the client’s tax returns 

d) none of the above 
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Chapter 

3 
Analyse and evaluate the client’s financial 

status as part of a basic needs analysis 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Explain basic investment principles, including but not limited to: 

 Income versus capital growth 

 Risk versus return 

 Tax efficiency 

 Time Value of Money 

 Economic Indicators including but not limited to inflation rates, CPIX, 

interest rates, GDP, currency, exchange rates and their effect on 

investments 

 Benchmarks and indices 

 Economic principles (buy and sell, economic cycles, supply and demand, 

etc.) 

 Foreign/international investments 

 Market Expectations and Investment Risk  

 Active versus passive management 

 Rand Cost Averaging 

 Compound Interest and reinvestment of income 

 Diversification. 
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Purpose 

 

The purpose of this chapter is to highlight some basic investment principles 

that should be considered and/or brought to the attention of clients when 

advising on potential investments. 

 

3.1 BASIC INVESTMENT PRINCIPLES 
 

 

3.1.1  Income versus capital growth 

 

Prior to implementing an investment solution, the financial planner has to know 

whether the client requires the investment to provide the client with income, 

capital growth and/or a combination of income and capital growth. This 

information allows the financial planner to recommend a financial product that 

addresses the client’s need. It is therefore one of the most important pieces of 

information that the financial planner has to obtain from the client. This 

information will to a greater extent determine the nature and type of 

investment recommended by the financial planner to the client. In other words, 

a client that requires a measure of liquidity within the investment vehicle and 

who expects to make withdrawals within a short period of time from inception 

of the investment, should not be encouraged to purchase a long-term 

insurance financial product, as the products available in the retail client space 

primarily have liquidity restrictions. In other words, the client will be prohibited 

(subject to certain allowances) from withdrawing from the investment. An 

appropriate investment vehicle may be a CIS portfolio that provides the client 

with regular distributions and the ability to make withdrawals from the 

investment at the client’s discretion.  

 

A further enquiry may relate to the nature of the CIS portfolio recommended 

by the financial planner, i.e. does the client require regular withdrawals which 

may inform whether the client invests in a portfolio primarily investing in 

assets situated outside of South Africa or in a portfolio that has invested in 

assets primarily within South Africa. Clients requiring regular withdrawals may 

experience additional risk due to fluctuations in the foreign exchange rate and 

it may not be advisable for these clients to invest in CISs investing in foreign 

assets, as the currency that will be paid when the assets are realised will still 

have to be converted to South African rand. For example, the rand/dollar 

exchange rate may result in the client having to realise more assets than if the 

client was not subject to the exchange rate. 
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Finally, the nature of certain assets dictates that these assets or portfolios 

primarily investing in these assets are not suitable for clients who require 

regular withdrawals, i.e. clients who cannot wait for the market to be more 

favourable prior to disinvesting. Examples of these types of assets or portfolios 

are equities or equity portfolios. Recent years’ market movements provide a 

good example of when it was not favourable for an investor to disinvest. A 

client who was compelled to disinvest at regular intervals (as opposed to being 

able to wait for the market to turn) would have been substantially prejudiced 

as that client would have had to realise a higher amount of equities than the 

amount required before the markets took a downturn, in order to receive the 

same amount of money. 

 

3.1.2 Risk versus return 

 

A well-known principle in the investment arena is that risk and return are 

related. Put another way, the investor has the hope of being compensated 

more for the additional risk assumed when investing in a particular asset or 

asset class. The additional risk referred to is the risk that the client’s 

investment may devalue, i.e. the client may lose capital. Investopedia defines 

the Risk/Return Trade-off as follows: 

 

“The principle that potential return rises with an increase in risk. Low 

levels of uncertainty (low risk) are associated with low potential 

returns, whereas high levels of uncertainty (high risk) are associated 

with high potential returns. According to the risk-return tradeoff, 

invested money can render higher profits only if it is subject to the 

possibility of being lost.” 
http://www.investopedia.com/terms/r/riskreturntradeoff.asp  

 

Similarly, the lower the risk the client assumes, the lower the potential returns. 

A client investing in a money market portfolio stands less of a risk of losing 

capital than a client investing in an equity portfolio. In general, money market 

portfolios are less volatile than equity portfolios and so the former client will 

experience fewer fluctuations in the value of the client’s investment (as 

opposed to the client investor in the equity portfolio). 

 

3.1.3 Tax efficiency 

 

Income tax plays a very important role in ascertaining whether a prospective 

investment meets the client’s needs. It should, however, be borne in mind that 

it is not the sole determining factor. Often financial planners select an 

investment vehicle based on tax efficiency and ignore other important factors 
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such as costs, liquidity or inherent qualities of the investment vehicle (such as 

the ability to save executor’s fees by nominating a beneficiary). 

 

In essence, there are two broad categories of taxes, namely, income tax and 

capital gains tax. Long-term insurance products are subject to income tax in 

terms of the Four Funds Approach. This means that different tax rates apply to 

the long-term insurance product, depending on the type of policyholder, i.e. 

should the policyholder be a corporate entity, the income tax rate applicable to 

the policy would be 28% and any capital gain would be taxed at a rate of 14%. 

Whereas, should the policyholder be a natural person, then the income tax 

applicable to the policy would be 30% and any capital gain would be taxed at 

7.5%. Policies underwriting retirement funds are currently not subject to 

income tax or capital gains tax. 

 

Where the investment is made directly into a CIS portfolio, the investment 

would be subject to capital gains tax should a taxable event occur, e.g. a 

disposal of participatory interest. By way of example, Mr X purchased 

participatory interests in a CIS portfolio for R80 000. He disposes of the 

participatory interest two years later at a selling price of R280 000. His gain 

(R280 000 – R80 000) R200 000 will be subject to capital gains tax at a 

maximum effective tax rate of 10%. This effective rate will vary from taxpayer 

to taxpayer depending on the investor’s marginal tax rate. 

 

It is therefore important for the financial planner to understand the features of 

the financial product recommended to a client and to ensure that the client is 

aware of the income tax implications relating to that investment relative to the 

client’s existing tax situation. Failure to advise clients of these implications will 

result in the client making uninformed decisions and entering into inappropriate 

investments that could result in tax being paid at a higher rate than what the 

client would have paid had the client not entered into this particular 

investment. 

 

3.1.4 Time value of money 

 

The time value of money can broadly be defined as the increase, reduction, 

depreciation or appreciation of money at a set rate or percentage over a period 

of time. In essence, the calculation provides one with the actual value or 

amount of money at a point in time based on a predetermined rate. Examples 

of calculations that one is often required to perform are: 

 

1. Mr X would like to know the value of his R100 in ten years’ time 

assuming a rate of inflation of 6%. 
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2. Mr Y invests R100 per month for six years and expects 7% rate of 

return compounded monthly calculated annually. Calculate the 

monetary amount that Mr Y will receive annually based on the 

assumptions made by Mr Y. 
 

3.1.5 Economic indicators and their effect on investments 
 

Investors, financial planners and asset managers often review economic 

indicators to identify countries, industries and securities in which to invest. 

These indicators include but are not limited to: 
 

 inflation rates 

 CPIX 

 interest rates 

 gross domestic profit 

 currency 

 exchange rates. 
 

Inflation relates to the rate at which the buying power of money reduces over 

time. In essence, inflation and interest rates are inverted. This means that 

when inflation is high, the repo (repurchase) rate is normally low. The repo 

rate is the rate attached to the credit extended by the Reserve Bank to 

commercial banks. These commercial banks add a margin to the repo rate to 

calculate the prime lending rate. The prime lending rate is normally the 

beginning point in determining the rate at which the commercial bank is 

prepared to extend credit to a client. 
 

As stated above, the repo rate and the prime lending rate are normally 

inverted. By way of example, should inflation be high, it means that there has 

been a high rate at which the price of goods that can be purchased in the open 

market has escalated. This normally occurs when interest rates are low and 

consumers have to pay less of their disposable income to service debt. Under 

the circumstances, the consumer’s demand is high and this results in a faster 

rate of price increase(s) than when the demand is low. To stem the demand, 

the Reserve Bank would increase the repo rate, which in turn means that the 

commercial banks increase the prime lending rate. The increase in the prime 

lending rate means that the interest rates attached to the credit provided to 

consumers by these banks will increase. This means that the consumers would 

have to pay more to service their debt leaving these consumers with less 

disposable income. Less disposable income means less shopping (due to less 

money available and prices now being regarded as high), which roughly 

translates into a lower demand. Lower demand means that prices will increase 

more slowly or even decline, resulting in a lower rate of inflation. Therefore, 
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lower interest rates translate into higher inflation and higher interest rates 

translate into lower inflation. 
 

As inflation is an indicator of interest rates and interest rate trends, investors 

wanting to invest in money market portfolios or fixed interest investments such 

as fixed deposits will monitor inflation to try to determine whether the 

governor of the Reserve Bank will increase or decrease the repo rate. Should 

the expectation be that the repo rate will be increased (due to high inflation), 

investors will look to purchase fixed interest investments (particularly in the 

secondary market) at a discounted price, to compensate for the loss in value 

that the fixed interest investment would experience due to the rising interest 

rate, or would resist investing in these fixed interest investments until the true 

effects of potential interest rate changes are realised. 
 

CPIX is an acronym for the Consumer Price Index. In order to better 

understand CPIX, one has to understand what CPI consists of. The purpose of 

CPI is to measure inflation by comparing the CPI of one month to the 

corresponding month in the previous year. CPI consists of prices relating to a 

basket of goods that a consumer would normally purchase. The items that 

constitute the basket of goods are in turn weighted to provide an answer to the 

calculation. Some of the items included in the basket of goods used to calculate 

CPI are the following: 

 

Product group Weight 

Food and non-alcoholic beverages 15.68 

Alcoholic beverages and tobacco 5.58 

Clothing and footwear 4.11 

Housing and utilities 22.56 

Household contents and services 5.86 

Health 1.47 

Transport 18.8 

Communication 3.22 

Recreation and culture 4.19 

Education 2.19 

Restaurants and hotels 2.78 

Miscellaneous goods and services 13.56 
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New items may be added to this list. In 2009, the following items were added 

and excluded from the basket: 

 

New products added to the basket of goods: 

 

 Minibus taxi trips 

 Restaurant and take-away meals 

 Hotel accommodation 

 Funeral costs 

 Tickets to sporting events 

 CDs and DVDs. 

 

Products now excluded from the basket of goods: 

 

 Caravans and boats 

 Musical instruments 

 Laundry services 

 VHS recorders and cassettes 

 Mozzarella cheese; olive oil; butter. 

 

Source: http://www.agbiz.co.za/LinkClick.aspx?fileticket=K8Ew5PJFyCQ%3D&tabid=343 

 

The Consumer Price Index consists of the same basket of goods used to 

calculate CPI but excludes mortgage bond payments. As CPI is currently used 

in South Africa to measure inflation (previously CPIX), and as CPIX can be used 

to measure inflation, it provides prospective investors with valuable information 

which impacts on the market and performance of various securities. 

 

Interest rates are the cost you pay for using someone else’s money or the 

income you receive as a result of allowing another person to use your money. 

As stated above, interest rates charged by commercial banks are informed by 

the prime lending rate. The prime lending rate is, in turn, informed by the repo 

rate (as discussed above). The prime lending rate is the base interest rate that 

commercial banks use to provide credit to consumers. In practice, a consumer 

may access credit with a commercial bank at a premium or a discount. Aspects 

such as security provided, previous behaviour (relating to debt repayments) 

and the nature of the asset to be purchased, etc. determine whether the 

consumer will receive credit at a premium (e.g. prime plus 5%) or at a 

discount (e.g. prime less 2%). Generally, interest rates are linked to the prime 

lending rate, which means that they fluctuate in line with the prime lending 

rate. Namely, as the prime lending rate increases so too will the interest rate 

increase, applicable to the line of credit provided to the consumer. 



  
42                                                                                                       © Section 8 INSETA – 11a  

Gross domestic profit or GDP refers to the total value of goods and services 

produced by a country in a particular year. GDP is used to measure economic 

growth for a period, normally one year. GDP is defined in Wikipedia as: 

 

“The gross domestic product (GDP) or gross domestic income (GDI) is 

a measure of a country's overall economic output. It is the market 

value of all final goods and services made within the borders of a 

country in a year...” 
 http://en.wikipedia.org/wiki/Gross_domestic_product 

 

The higher the GDP, the better the country has performed and consequently 

GDP has been used as a measure of the standard of living of the citizens of 

that country. In other words, higher GDP translates into more products 

stimulated by a higher demand, which further translates into more disposable 

income available to service debt, and therefore a better standard of living. 

Consequently, the suppliers of these goods and services should be earning a 

better income resulting in their value increasing, which means that their shares 

will increase in value. 

 

Currency plays an important part in the investment decision when investing 

into currency. Where the investor invests in currency, the value of the currency 

determines the value of the investment (very much like any other asset class). 

 

Foreign exchange - Where the client elects to invest offshore, the strength or 

weakness of the base currency (the currency invested in) vis à vis the domestic 

currency of the investor will determine the actual gain or loss made by the 

investor, i.e. after realisation of the investment, the conversion of the proceeds 

to the domestic currency of the investor may result in additional losses or 

gains. 

 

3.1.6 Benchmarks and indices 

 

Indices or an index (being singular) are often referred to in the investment 

fraternity but very few individuals understand the concept. An index refers to a 

range of securities which share certain similarities and which are reported on 

collectively to provide potential investors with a holistic view of their 

performance. Examples of an index are the JSE Listed Top 40 Equities or the 

JSE Industrial Index. Indices obviously refer to more than one index. 

 

It is common practice for asset managers, when managing assets, to target a 

return that matches or exceeds a return delivered by an index, e.g. SWIX, 

which refers to the shareholders' weighted average index. This targeted return 
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is referred to as a benchmark and asset managers who exceed their 

benchmarks may be rewarded with a performance fee. 

 

3.1.7 Economic principles 

 

The economy of every country in the world is cyclical in nature. Generally, 

there are four major phases in the cycle (although opinions may vary): 

 

1. Contraction – This phase follows a peak in the economy and is 

indicative of a slowdown in economic activity. 

2. Trough – The continual downward spiral in economic activity results in 

the economy moving into a trough, which is the lowest point/rate of 

economic activity in the cycle. It is also the phase where the downward 

spiral is converted into an upward spiral and leads to the expansion 

phase. 

3. Expansion – This phase indicates an acceleration of economic activity 

and is the precursor to the peak in economic activity. 

4. Peak – This phase remains true to its name and indicates the upper 

most point of economic activity before the phase dissipates and moves 

into the contraction phase indicating a slowdown in the economy. 

 

These four phases are depicted as follows: 

 

  
 

Economic activity is influenced by demand and supply. Demand and supply is 

measured by, inter alia, inflation. If inflation is high, it may mean that demand 

PEAK

CONTRACTION

TROUGH

EXPANSION
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is high and that there is substantial liquidity in the marketplace allowing 

consumers to buy goods to such an extent that demand has increased 

substantially (probably beyond supply). This demand would result in prices for 

these goods increasing at a faster rate, thereby resulting in a higher rate of 

inflation. This is commonly referred to as demand-pull inflation. A higher rate 

of inflation is indicative of an expansionary or peaked economy. 

 

Where demand wanes through, for example, an increase in the repo rate that 

in turn results in an increase in the prime lending rate, supply will exceed 

demand. The excess goods available in the marketplace and the lack of 

liquidity, due to consumers using more of their disposable income to service 

debt, will result in prices for goods decreasing. This decrease in prices of goods 

will result in a contraction in the economy. 

 

The continued contraction will eventually lead to a trough, after which the 

expansionary and peak phases will occur, perpetuating the cycle. 

 

It may occur that the costs associated with manufacturing the goods or 

providing the services escalate to such an extent that the price at which the 

consumer can obtain these goods or services has to escalate. This escalation in 

price(s) may occur at a faster rate, resulting in inflation rising. Rising inflation 

is indicative of an expansionary phase in the economy, which, if sustained over 

a long period of time, results in a peak. This type of inflation is commonly 

referred to as cost-pull inflation. Examples of costs driving inflation is where 

the costs of unskilled labour rise simultaneously or within a short space of time 

in various sectors in the economy 

 

3.1.8 Foreign/international investments 

 

A perception often exists that investors must transfer their funds (money) to a 

foreign country in order to invest in foreign or international investments. This 

perception is incorrect. While one of the avenues to gain exposure to foreign 

investments is to physically transfer one’s funds (money) to a foreign 

jurisdiction, this is not the only option. In this section we will deal with some of 

the main avenues employed to gain foreign exposure. This chapter is not 

exhaustive nor is it intended to be exhaustive. 

 

Direct foreign investment requires investors to transfer their funds offshore. 

This transfer requires the South African Reserve Bank’s approval. 

Requirements that have to be met in order for investors to obtain this approval 

include a Tax Certificate of Good Standing issued by the South African Revenue 

Services. In terms of current foreign exchange regulations, South African 
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citizens may invest up to a maximum of R4 000 000 offshore. Upon 

disinvesting, the foreign exchange rate prevailing at the time of repatriation of 

the funds (money) will impact on the rand amount received by the investor. An 

example of this type of investment is where Mr X would like to invest directly in 

ABC Portfolio issued by a Unit Trust Company domiciled in the USA. In this 

instance, Mr X would have to obtain SARB approval prior to transferring the 

funds (money) offshore. This investment will form part of his offshore 

investment allowance of R4 000 000. 

 

Indirect foreign investment occurs where investors invest in domestically 

domiciled investment vehicles such as a rand-denominated CIS portfolio that 

invests in securities situated offshore. Investment into this portfolio is not 

regarded by SARB as an offshore investment and investors are not required to 

have SARB’s approval prior to investing in this portfolio. Similarly, as the 

investment is in South African rand, the investment is not subject to foreign 

exchange rate fluctuations. However, the investment by the portfolio into the 

foreign security would be affected by the foreign exchange rate and this impact 

will be written into the pricing of the South African portfolio. Further examples 

of financial product(s) used to obtain indirect foreign investment exposure are 

long-term insurance policies, i.e. where the long-term insurer invests a portion 

of its assets offshore. 
 

3.1.9 Market expectations and investment risk 
 

This section deals with one of the fundamental principles in the investment 

arena, commonly referred to as risk versus return. The general principle 

relating to risk versus return is that where the investor selects an investment 

that is categorised as a high-risk investment, that investor should stand a 

chance to be compensated for the additional risk assumed in the investment. 

Similarly, where an investor targets a high return, that investor must assume a 

high level of risk in attempting to secure the high investment return.  

 

By contrast, should the investor select a low targeted return, the investor 

should be compensated at a lower level (relative to the investor who selected a 

greater amount of risk) for the lesser amount of risk assumed in the 

investment. 
 

3.1.10 Active versus passive management 
 

Active versus passive asset management regards the different types of asset 

management styles applied by asset managers. 
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Passive management means that the asset manager determines an asset 

allocation and reviews this asset allocation at regular intervals, e.g. annually. 

The asset manager will review performance of the past period and make a 

determination based on available information, market performance and 

expected developments for the coming period. Assets are then rebalanced 

within the portfolio and the portfolio is then set for review at the next review 

date. Developments that occur within the year do not generally incite a trade in 

the intervening period. 
 

Active management means that the asset manager attempts to secure the best 

return by actively trading securities to best match the asset manager’s return 

expectations as informed by developments in the marketplace. In this instance, 

the asset manager would trade based on a view taken on the market as and 

when developments occur or shortly thereafter. The asset manager may also 

anticipate market movements and manage assets to best target returns based 

on these expectations. 
 

3.1.11 Rand cost averaging 
  

Rand cost averaging refers to the process of phasing in investments over time. 

Where investors are of the view that the market is going to take a downturn, it 

is advantageous for the investor to invest in an investment over a period of 

time. This principle is best explained by way of an example. 
 

Example: Mr X wants to invest R1 200 in Portfolio Y as he believes the long-

term prospects of the portfolio are positive. He is, however, of the view that 

Portfolio Y will experience a downturn in the short term. Currently the 

participatory interests (“units”) in Portfolio Y are priced at R10 per unit. The 

following table depicts the effect of the market movements on Portfolio Y and 

Mr X’s investment: 
 

Month Unit Price Amount 

Invested 

Units 

Purchased 

Units if no  

Rand Cost Ave 

January R10.00 R100 10.00 120

February R9.50 R100 10.53 

March R8.00 R100 12.50 

April R7.50 R100 13.33 

May R7.00 R100 14.29 

June R6.50 R100 15.38 

July R6.00 R100 16.67 
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Month Unit Price Amount 

Invested 

Units 

Purchased 

Units if no  

Rand Cost Ave 

August R5.50 R100 18.18

September R5.00 R100 20.00

October R5.00 R100 20.00

November R4.50 R100 22.22

December R4.00 R100 25.00

TOTAL UNITS   178.10 120

 

You will note from this exaggerated example that Mr X’s position could have 

been either positive or negative depending on whether he employed the rand 

cost averaging principle. 

 

Should he not have employed this principle, he would have purchased 120 

units at a cost of R10.00 per unit. By December, his 120 units would have been 

valued at R480.00 as opposed to his R1 200 initial investment. 

 

In contrast, by employing rand cost averaging, Mr X now owns 178.10 units 

valued in December at R712.40. As you can see from the example, Mr X’s 

losses have been contained by implementing the rand cost averaging principle. 

Should the unit price revert to its initial value (in January), then Mr X’s 

investment would be worth R1 781.00. Any increase in the unit price would 

perpetuate this growth, as Mr X now owns more units than if he had invested 

through one bulk investment. 

 

3.1.12 Compound interest and reinvestment of income 

 

In basic terms, compound interest is interest on interest earned. This means 

that the interest earned by an investor’s investment is automatically added to 

the capital and will be taken into account when calculating subsequent interest 

payments. The process of adding the interest earned to the capital amount is 

followed in successive periods, resulting in interest on interest being earned. 

 

A similar process is followed in respect of the reinvestment of income. In this 

process, the income received from the investment is automatically reinvested 

as capital so that it may generate additional income. 

 

In both instances in South Africa, the income or interest accrues to the investor 

when declared and this accrual constitutes a taxable event for the investor, 
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which must be included when calculating the investor’s gross income for 

income tax purposes. This income can be interest, dividend or rental in nature. 

 

3.1.13 Diversification 

 

Charles Darwin in the Origin of Species, Chapter IV - NATURAL 

SELECTION, states: 

 

“By considering the nature of the plants or animals which have 

struggled successfully with the indigenes of any country, and have 

there become naturalised, we can gain some crude idea in what 

manner some of the natives would have had to be modified, in order to 

have gained an advantage over the other natives; and we may, I think, 

at least safely infer that diversification of structure, amounting to new 

generic differences, would have been profitable to them.” 

 

Authors MA Neu-Ner and C Firer in their publication “The Benefits of 

Diversification on the JSE” published in the Investment Analysis Journal of 

1997 in their introductory paragraph, state the following: 

 

“A fundamental cornerstone of investment theory is the principle of 

diversification. 

 

“Risks inherent in an investment are often described as being made up 

of those risks which are common to all assets, and thus cannot be 

diversified (systematic or market risk) and those which are unique to 

the asset, and can thus be eliminated by diversification (firm-specific or 

non-diversifiable risk). 

  

“As portfolio size increases, so the risk of the portfolio falls due to 

elimination of firm-specific risk. Of importance to investors is the 

number of assets in the portfolio beyond which the addition of further 

assets will not (for all practical purposes) result in a further reduction 

of risk.” 

 

The authors of the above extracts advance (at least) two principles, namely 

that diversification improves profits, and that diversification reduces risk. 

 

These principles are well entrenched in the investment arena, and asset 

managers do not debate whether they should diversify assets in a portfolio. 

The challenge rather is to ascertain the optimal percentages to be diversified 

and where the diversified assets should be invested. Specialists are employed 
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by asset management companies to ascertain the optimal percentage 

diversification and asset allocation. In so doing, these asset managers are able 

to reduce the amount of risk in a portfolio. 

 

Summary 
 

Inherent in any investment considerations are certain basic factors that need to 

be taken into account. The financial planning process requires the financial 

adviser to ascertain from the client whether the client is, for instance, investing 

for capital growth or income or both. The answer to this enquiry will inform the 

nature of the investment recommended by the financial adviser to the client. 

 

This chapter raised some of the more important factors that the financial 

adviser must take into account when recommending a financial product to an 

investor. 

 

Self-Assessment Questions 
 

1. Prior to investing a client’s money, the financial adviser has to know 

whether the client requires: 

a) income 

b) capital growth 

c) both income and capital growth 

d) none of the above 

 

2. Whether the client has an income or capital growth or income and 

capital growth need will inform: 

a) the nature of the financial product recommended by the 

financial adviser 

b) the nature of the client’s tax liability 

c) the client’s risk profile 

d) a) and c) above 

 

3. Whether the client requires income or capital growth or a combination 

of the two will inform whether the financial adviser recommends: 

a) a CIS primarily invested in South Africa or outside South Africa 

b) whether the client invests with a particular product supplier 

c) the nature of the client’s tax liability 

d) all of the above 
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4. The client’s investment return requirement will inform: 

a) the amount of the investment 

b) the amount of risk assumed by the client in the investment 

c) the amount of tax payable by the investor 

d) none of the above 

 

5. In terms of the Four Funds approach, the individual policyholder fund is 

taxed at: 

a) 30% on income and 14% on capital gains 

b) 28% on income and 7% on capital gains 

c) 30% on income and 7.5% on capital gains 

d) 29% on income and 7% on capital gains 

 

6. The distributions from a CIS portfolio are subject to: 

a) Capital Gains Tax 

b) Income Tax 

c) both Income and Capital Gains Tax 

d) none of the above 

 

7. Inflation is: 

a) the increase in price of a particular good 

b) the increase in price of a particular basket of goods 

c) the rate of increase in price of a particular basket of goods 

d) none of the above 

 

8. The prime lending rate is: 

a) the rate at which the Reserve Bank lends money to commercial 

banks 

b) the rate of increase in the lending rate by commercial banks 

c) the base rate used by commercial banks to determine the 

interest to charge a client on credit provided by the bank to the 

client 

d) all of the above 

 

9. The sequence of the four major phases in the economic cycle is: 

a) contraction, expansion, trough and peak 

b) expansion, contraction, peak and trough 

c) expansion, trough, peak and contraction 

d) contraction, trough, expansion and peak 
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10. Cost-pull inflation means that: 

a) the demand for a particular item results in the price increasing 

b) the demand for a particular item results in the rate at which 

prices increase escalating 

c) the costs associated with manufacturing the item results in a 

price increase 

d) the costs associated with manufacturing an item result in the 

rate at which the item’s price increases to escalate 
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Self-Assessment Answers 
 

1. Prior to investing a client’s money, the financial adviser has to know 

whether the client requires: 

a) income 

b) capital growth 

c) both income and capital growth 

d) none of the above 

 

2. Whether the client has an income or capital growth or income and 

capital growth need will inform: 

a) the nature of the financial product recommended by the 

financial adviser 

b) the nature of the client’s tax liability 

c) the client’s risk profile 

d) a) and c) above 

 

3. Whether the client requires income or capital growth or a combination 

of the two will inform whether the financial adviser recommends: 

a) a CIS primarily invested in South Africa or outside South Africa 

b) whether the client invests with a particular product supplier 

c) the nature of the client’s tax liability 

d) all of the above 

 

4. The client’s investment return requirement will inform: 

a) the amount of the investment 

b) the amount of risk assumed by the client in the investment 

c) the amount of tax payable by the investor 

d) none of the above 

 

5. In terms of the Four Funds approach, the individual policyholder fund is 

taxed at: 

a) 30% on income and 14% on capital gains 

b) 28% on income and 7% on capital gains 

c) 30% on income and 7.5% on capital gains 

d) 29% on income and 7% on capital gains 
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6. The distributions from a CIS portfolio are subject to: 

a) Capital Gains Tax 

b) Income Tax 

c) both Income and Capital Gains Tax 

d) none of the above 

 

7. Inflation is: 

a) the increase in price of a particular good 

b) the increase in price of a particular basket of goods 

c) the rate of increase in price of a particular basket of goods 

d) none of the above 

 

8. The prime lending rate is: 

a) the rate at which the Reserve Bank lends money to commercial 

banks 

b) the rate of increase in the lending rate by commercial banks 

c) the base rate used by commercial banks to determine the 

interest to charge a client on credit provided by the bank to the 

client 

d) all of the above 

 

9. The sequence of the four major phases in the economic cycle is: 

a) contraction, expansion, trough and peak 

b) expansion, contraction, peak and trough 

c) expansion, trough, peak and contraction 

d) contraction, trough, expansion and peak 

 

10. Cost-pull inflation means that: 

a) the demand for a particular item results in the price increasing 

b) the demand for a particular item results in the rate at which 

prices increase escalating 

c) the costs associated with manufacturing the item results in a 

price increase 

d) the costs associated with manufacturing an item result in the 

rate at which the item’s price increases to escalate 
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Chapter 

4 
Structure of the main asset classes underlying 

collective investments (including risk versus 

return, volatility) 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Describe the main asset classes underlying a collective investment in terms of 

structure (including risk vs. return, volatility) as it relates to: 

 bonds 

 equities 

 property/alternative investments and  

 cash investments. 

Briefly describe financial markets and instruments in terms of investments 

including: 

 Capital market 

 Money Market 

 Equity Market 

 Property Market 

 Hard Assets 

 Derivatives. 

  



  
56                                                                                                       © Section 8 INSETA – 11a  

Purpose 

 

The purpose of this chapter is to deal with the classification of CISs and to 

provide some detail on the underlying assets contained in the respective CISs. 

 

4.1 MAIN ASSET CLASSES 
 

 

4.1.1 Main asset classes 

 

When investing into a CIS portfolio, contributions less costs are used by the 

manager to purchase underlying assets. These underlying assets are owned by 

the portfolio (registered in the name of the trustee). The investor, in turn, 

owns the units comprising his percentage ownership of the portfolio. The main 

asset classes underlying most standard portfolios are the following: 

 

Asset Class  Description  Risk  Return  Volatility 

Bonds  These assets are 
investments 
issued by the 
Government, 
Government 
Departments or 
large 
Corporates. 
They are issued 
so that these 
entities may 
raise capital for 
expansion, 
projects, etc. 

They are 
traditionally low‐
risk investments 
and are rated 
according to the 
rating of the 
issuing entity, 
e.g. AAA, BBB, 
etc. 

Bonds are issued 
either at a 
premium or at a 
discount. In both 
instances, returns 
are interest in 
nature. Returns 
often do not 
exceed inflation. 
Inflation‐linked 
bonds may be 
purchased which 
will mean that 
returns will 
escalate in line 
with inflation. 

Bonds are not 
very volatile but 
do hold an 
inverse 
relationship to 
the prime 
lending rate as 
informed by the 
repo rate. Where 
interest rates 
decline, the 
value of bonds 
escalates. Where 
interest rates 
rise, the value of 
bonds declines. 

Equities  Equities 
represent the 
shareholder’s 
full or partial 
ownership of a 
company. 

Equities are high‐
risk investments. 
Risk reduces the 
longer the term. 

Traditionally over 
medium to long‐
term (5 to 10 
years) returns 
exceed inflation. 

Equities are 
volatile as they 
fluctuate in line 
with market 
movements. 
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Asset Class  Description  Risk  Return  Volatility 

Property  Investors can 
access property 
investments 
through: 

 Direct 
property 
investment 

 Property Unit 
Trust 

 Property Loan 
Stock 

 Share Block 
Schemes 

 Unit trusts 
that have a 
property 
allocation 

Property 
investments are 
high‐risk 
investments. Risk 
reduces the 
longer the term 
of the 
investment. 
Direct property 
investments, 
share block 
schemes and 
property loan 
stock are illiquid. 

Traditionally, over 
the longer term, 
property 
investment 
returns have 
exceeded 
inflation.  

Over the longer 
term, property 
investments are 
relatively stable. 
However, 
property values 
have declined 
substantially in 
recent years. 
Values have 
improved slightly 
but it is doubtful 
whether 
property values 
will escalate to 
the extent 
experienced 
prior to the 
credit crunch. 

Alternative 
investments 

Alternative 
investments are 
investments in 
derivatives and 
warrants. 
 

Risks associated 
with alternative 
investments 
often exceed the 
risk associated 
with the 
underlying 
security/asset. 

Traditionally, 
returns exceed 
inflation. Due to 
the additional risk 
associated with 
some of these 
alternative 
investments, 
returns often 
exceed returns on 
the underlying 
security/asset. 

Alternative 
investments are 
extremely 
volatile. 

Cash 
investments 

Cash 
investments 
primarily consist 
of: 

 Cash in bank 
 Money 
Market 
Portfolios 

 Fixed 
Deposits 

 Notice 
Deposits 

 Call Deposits. 

These 
investments are 
low‐risk 
investments. 

Returns do not 
exceed inflation. 

Traditionally, 
these 
investments are 
not very volatile. 
However, during 
the recent global 
financial crisis, 
these 
investments lost 
a lot of value. 
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Asset Class  Description  Risk  Return  Volatility 

Hard assets  These assets 
may, inter alia, 
consist of: 

 Paintings 
 Antiques 
 Motor 
vehicles. 

Risk associated 
with these types 
of investments 
are high but can 
be mitigated 
with the 
necessary short‐
term insurance 
cover. 

Returns on these 
types of assets 
may exceed 
inflation in certain 
circumstances. 
Maintenance and 
protection costs 
often result in 
returns being 
reduced to below 
inflation levels. 

Volatility is solely 
dependent on 
supply and 
demand factors. 

 

You will note from the characteristics associated with each asset type that it is 

imperative for the financial planner to determine the client’s investment needs, 

i.e. is the client investing for capital growth, income or a combination of these 

two options? These needs will also be informed by the amount of risk that the 

client is prepared to accept when making the decision to invest in a particular 

asset class/investment. The advice provided by the financial planner together 

with costs associated, if any, with the restructuring of an existing portfolio 

must be clear and understandable to the client. Ultimately, the investment plan 

presented to the client needs to be clear and understandable, with due regard 

to the level of sophistication of the client. 

 

4.2 FINANCIAL MARKETS 
 

 

The above asset classes/underlying investments are primarily traded in 

markets designed to facilitate the efficient and cost-effective transfer of these 

instruments. These markets are commonly referred to as financial markets. 

The various financial markets are: 

 

4.2.1 Capital market 

 

The Capital Market is the financial market where instruments of first issue are 

traded by institutions wanting to raise long-term capital to meet their needs. 

Institutions such as large corporate entities and the State are active in this 

market. Instruments such as equities and bonds can be purchased in this 

market. The Capital Market also makes provision for a secondary market that 

facilitates the trading of instruments previously issued. 
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4.2.2 Money market 

 

The Money Market facilitates the efficient and cost-effective trading of short-

term debt instruments such as negotiable certificates of deposit, bankers’ 

acceptances, etc. The term to maturity of these instruments does not exceed 

one year. In practice, the term to maturity of these instruments often does not 

exceed 90 days. 

 

4.2.3 Equity market 

 

The Equity Market facilitates the trading of equities. The Johannesburg 

Securities Exchange provides the trading facility in an efficient and controlled 

environment for listed equities. Privately-held equities currently do not have a 

formal market. 

 

4.2.4 Property market 

 

No formal Property Market exists. This market encompasses the sale of land 

and buildings, etc. 

 

4.2.5 Hard assets 

 

In certain instances, formal markets exist for hard assets. Examples of these 

formal markets are art galleries that facilitate the trading of artwork and 

antique dealers that facilitate the trading of antiques. 

 

4.2.6 Derivatives 

 

South Africa does not have a well-established derivatives market. 

Internationally, however, the International Swaps and Derivatives Association 

(“ISDA”) exists to facilitate the trading of these instruments. Furthermore, 

ISDA have issued template agreements that are used throughout the world 

when derivatives are traded. These agreements have to a greater extent 

standardised these trades. 

 

4.3 LEGAL REQUIREMENTS ASSOCIATED WITH CISs 
 

 

Section 5 of CISCA stipulates that no person may perform any act or enter into 

any agreement or transaction with the purpose of administering a collective 

investment scheme unless that person is registered as a manager by the 
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Registrar of Collective Investment Schemes (“the Registrar”), or unless such a 

person (who is administering CISs) is exempted by the Registrar from having 

to comply with CISCA.  

 

Section 6 of CISCA goes further to prohibit the use of misleading names or acts 

which may result in the public believing that the business carried on by a 

person consists of or is connected to the administration of a CIS unless that 

person has the specific permission of the Registrar.  

 

Section 41 of CISCA requires any person who wants to administer a CIS in 

securities to be registered as a company under the Companies Act of 1973, Act 

61 of 1973. Furthermore, this company must retain capital reserves and 

liquidity as determined by the Registrar in terms of Section 88 of CISCA. 

 

Notice 2075 issued by the Registrar in 2003 prescribes (in terms of Section 88) 

that the manager must maintain liquidity of the greater of R600 000 or 13 

weeks of fixed costs of the entire CIS. In addition to the liquidity requirement, 

the manager also has to retain a seed capital of R1 000 000 per portfolio 

established by the manager. This seed capital can be reduced by 10% for 

every R1 000 000 invested by investors in a portfolio. Essentially, where 

investors have invested R10 000 000 or more in a portfolio, the manager may 

withdraw its entire R1 000 000 seed capital. Where market movements result 

in the investors’ investments reducing below R10 000 000, the manager is not 

required to deposit additional funds into the portfolio in order to maintain the 

capital adequacy or pro rata portion thereof. 

 

CISCA also requires a CIS in property to apply to an exchange to list their 

securities there. In essence, the sale and purchase of participatory interests in 

Property CISs occur through the exchange. 

 

CISs in participation bonds must, in addition to the requirements stipulated in 

CISCA for a CIS in securities, also appoint an approved independent nominee 

company to be the registered holder of the assets. The minimum investment 

period stipulated in Section 58 of CISCA is five years. 

 

Foreign CISs wanting to market or solicit investment in South Africa are also 

required to be registered by the Registrar prior to conducting CIS business in 

South Africa. This registration requirement is stipulated in Section 65 of CISCA 

and requires the foreign CIS to manage its portfolio subject to the investment 

restrictions stipulated in Notice 1503 of 2005 issued under CISCA. 
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Additional subordinate directives, notices and guidelines provide the legislative 

framework in which collective investment schemes may operate. 

 

As stated above, CISCA requires a manager who wants to administer CISs in 

securities to be registered as a company in terms of the Companies Act. This 

means that the manager must also comply with the provisions of the 

Companies Act. 

 

While the Financial Intelligence Centre Act (“FICA”) does not specifically refer 

to a CIS registered in terms of CISCA, it does refer to a Unit Trust Company 

registered in terms of the Unit Trust Control Act, Act 54 of 1981, and the 

predecessor to CISCA. In our view, this does not mean that a CIS is not an 

accountable institution and we are further of the view that a CIS must comply 

with FICA. 

 

While listing all legislation applicable to CISs proves difficult, legislation such as 

the Financial Institutions (Protection of Funds) Act (Act 28 of 2001), The 

Inspection of Financial Institutions Act (Act 80 of 1998), and the Security 

Services Act (Act 36 of 2004) must be complied with. 

 

Recent legislative developments such as the Consumer Protection Act (Act 68 

of 2008) are also applicable to CIS managers. The Protection of Personal 

Information Bill (when promulgated) will be applicable on CISs as well. 

 

Summary 
 

The nature of CISs is that it is a pooled investment, allowing investors who 

may not have sufficient funds to invest in certain underlying assets, to invest in 

these underlying assets by virtue of their participation in the investment into 

the CIS portfolio. 

 

The main asset classes underlying CIS portfolios are equities, bonds, property, 

cash and alternative investments. The dominant asset class investment in a 

portfolio will, in most instances, inform the classification of the portfolio.  
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Self-Assessment Questions 
 

1. The four main asset classes of investments prevalent in CISs are: 

a) equities, bonds, property and cash investments 

b) equities, bonds, property and alternative investments 

c) equities, bonds, alternative investments and hard assets 

d) none of the above 

 

2. Direct equity investments represent the investor’s full or partial 

ownership in: 

a) a CIS portfolio 

b) a bond portfolio 

c) a company 

d) none of the above 

 

3. Equity investments are regarded as: 

a) short-term investments 

b) short-term to medium-term investments 

c) medium-term investments 

d) medium-term to long-term investments 

 

4. Several financial markets exist. These are: 

a) capital market, bond market, money market, equity market 

and derivatives market 

b) capital market, money market, equity market, property 

market, hard assets and derivatives market 

c) capital market, money market, derivatives market, property 

market and equity market 

d) none of the above 

 

5. A manager of a CIS may be: 

a) a partnership 

b) a trust 

c) a company 

d) a close corporation 
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6. A manager must maintain liquidity equivalent to:  

a) 4/52 weeks of expenses 

b) 9/52 weeks of expenses 

c) 13/52 weeks of expenses 

d) 16/52 weeks of expenses 

 

7. When establishing a portfolio, the manager must ensure that it holds 

seed capital of: 

a) R1 000 000 

b) R2 000 000 

c) R3 000 000 

d) R5 000 000 

 

8. In order for foreign CISs to solicit investments in RSA, it must: 

a) be approved to solicit such investment in SA by the Foreign 

Registrar 

b) be approved to solicit such investment in SA by the Registrar 

c) be approved to solicit such investment in SA by the Registrar 

and the Foreign Registrar 

d) none of the above 

 

9. A CIS in Participation Bonds must: 

a) be listed on the JSE 

b) appoint an audit committee 

c) appoint an independent nominee company 

d) none of the above 

 

10. A CIS in Property must: 

a) hold additional seed capital in the sum of R3 000 000 

b) appoint an independent audit committee 

c) maintain liquidity equivalent to 20/52 weeks of expenses 

d) list on an exchange 
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Self-Assessment Answers 
 

1. The four main asset classes of investments prevalent in CISs are: 

a) equities, bonds, property and cash investments 

b) equities, bonds, property and alternative investments 

c) equities, bonds, alternative investments and hard assets 

d) none of the above 

 

2. Direct equity investments represent the investor’s full or partial 

ownership in: 

a) a CIS portfolio 

b) a bond portfolio 

c) a company 

d) none of the above 

 

3. Equity investments are regarded as: 

a) short-term investments 

b) short-term to medium-term investments 

c) medium-term investments 

d) medium-term to long-term investments 

 

4. Several financial markets exist. These are: 

a) capital market, bond market, money market, equity market 

and derivatives market 

b) capital market, money market, equity market, property 

market, hard assets and derivatives market 

c) capital market, money market, derivatives market, property 

market and equity market 

d) none of the above 

 

5. A manager of a CIS may be: 

a) a partnership 

b) a trust 

c) a company 

d) a close corporation 
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6. A manager must maintain liquidity equivalent to:  

a) 4/52 weeks of expenses 

b) 9/52 weeks of expenses 

c) 13/52 weeks of expenses 

d) 16/52 weeks of expenses 

 

7. When establishing a portfolio, the manager must ensure that it holds 

seed capital of: 

a) R1 000 000 

b) R2 000 000 

c) R3 000 000 

d) R5 000 000 

 

8. In order for foreign CISs to solicit investment in RSA, it must: 

a) be approved to solicit such investment in SA by the Foreign 

Registrar 

b) be approved to solicit such investment in SA by the Registrar 

c) be approved to solicit such investment in SA by the Registrar 

and the Foreign Registrar 

d) none of the above 

 

9. A CIS in Participation Bonds must: 

a) be listed on the JSE 

b) appoint an audit committee 

c) appoint an independent nominee company 

d) none of the above 

 

10. A CIS in Property must: 

a) hold additional seed capital in the sum of R3 000 000 

b) appoint an independent audit committee 

c) maintain liquidity equivalent to 20/52 weeks of expenses 

d) list on an exchange 
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Chapter 

5 
Role-players and their functions 

 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Discuss the legal requirements associated with Collective Investment Schemes 

according to CISCA and other relevant legislation. 

List the relevant industry role-players in collective investments and describe 

their functions, including but not limited to: 

 CIS Manager (Management Co) 

 Trustee/Custodian 

 Registrar 

 ASISA 

 LISPs. 
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Purpose 

 

The purpose of this chapter is to discuss the functions and empowering 

provisions of CISCA relating to the role players. 

 

5.1 ROLE-PLAYERS 
 

 

5.1.1 CIS Manager (Management Company) 

 

As stated above, no person may administer a CIS unless registered as a 

manager with the Registrar or unless exempted from having to comply with 

CISCA. Section 42 prescribes that a person wanting to administer a CIS in 

securities must be a registered company.  

 

Section 4 of CISCA prescribes the primary responsibilities of a manager. These 

primary responsibilities are the following: 

 

1. The manager must avoid conflict between the interests of the manager 

and the interests of an investor. 

2. The manager must disclose the interests of its directors and 

management to the investors. 

3. A manager must maintain adequate financial resources to meet its 

commitments and to manage the risks to which its collective 

investment scheme is exposed. 

4.  A manager must— 

a) organise and control the collective investment scheme in a 

responsible manner; 

b) keep proper records; 

c) employ adequately trained staff and ensure that they are 

properly supervised; 

d) have well-defined compliance procedures; 

e) maintain an open and cooperative relationship with the office 

of the Registrar and must promptly inform that office about 

anything that might reasonably be expected to be disclosed to 

such office; and 

f) promote investor education, either directly or through 

initiatives undertaken by an association. 
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These responsibilities should not be regarded as an exhaustive list. Further 

responsibilities as prescribed in CISCA and various other pieces of legislation 

such as the Companies Act are required to be satisfied by the manager. In 

addition to the aforesaid, the Manager is required to comply with notices issued 

by the Registrar from time to time. These notices include investment 

limitations, requirements when investing in foreign CISs, etc. 

 

Where the Manager administers the CIS through a trust structure, as is usually 

the case, at least at this point in time, the trust deed governs the 

responsibilities of the Manager towards the CIS and investors. This deed is 

entered into between the trustee and the Manager. The Registrar drafted a 

template trust deed that sets the minimum requirements for the content of the 

trust deed. 

 

5.1.2 Trustee/custodian 

 

Section 68 or CISCA stipulates that a manager must appoint a trustee or 

custodian for its CIS. The appointment of a trustee or custodian by the 

manager is dependent on the nature of the CIS, i.e. is it a unit trust or is it an 

open-ended investment company? Section 68 further prescribes that: 

 

i. a person may not become or act as a trustee or custodian unless that 

person is registered in terms of Section 69. 

ii. when an appointment is terminated, otherwise than in terms of Section 

69(3), the trustee or custodian must as soon as possible submit a 

report to the Registrar stating— 

a) whether any irregularity or undesirable practice, has taken 

place or is taking place in the conduct of the affairs of the CIS 

which has caused or is likely to cause financial loss to investors 

in a portfolio of the CIS; 

b) particulars of any such irregularity or undesirable practice; and 

c) the reason, if known, for the termination of the appointment. 

iii. a trustee or custodian intending to retire from an appointment, must 

give the manager and the Registrar notice of at least six months of 

such intention to retire. During this notice period the manager must 

take steps to appoint a replacement trustee or custodian. The 

replacement trustee or custodian must be competent to act as a 

trustee or custodian in terms of Section 69. 

iv. if a manager fails to take the steps to appoint a replacement trustee or 

custodian within the six-month period, the Registrar may, after 

consultation with the manager, direct the manager to appoint a person 

as the replacement trustee or custodian provided that the person 
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meets the competency requirements as prescribed in terms of Section 

69. 

v. a)  when it is impracticable for a trustee or custodian to perform 

 any or all its duties under Section 70, the trustee or custodian 

 may appoint a representative which is independent from the 

 manager and any of its agents, to perform such duties. 

 

In terms of section 68, a representative trustee or custodian also has to 

comply with all the duties of a trustee/custodian as set out in section 70. 

 

Requirements for trustee 

 

As stated above, any custodian or trustee appointed to a CIS must comply with 

the qualification and registration requirements as stipulated in Section 69. 

Section 69 prescribes that:  

 

The following types of companies or institutions may become or act as a 

trustee or as a custodian— 

 

i. A public company under the Companies Act, 1973 (Act No. 61 of 

1973); 

ii. A company or institution incorporated under a special Act, excluding a 

close corporation referred to in the Close Corporations Act, 1984 (Act 

No. 69 of 1984); 

iii. An institution or branch of a foreign institution which is entitled to carry 

on the business of a bank under the Banks Act, 1990 (Act No. 94 of 

1990); or 

iv. An institution which is registered as an insurer under the Long-term 

Insurance Act, 1998 (Act No. 52 of 1998). 

 

In terms of Section 69, these companies or institutions may not become or act 

as trustees or custodians unless they— 

 

a) maintain capital and reserves together amounting to not less than R10 

million; and 

b) have been registered by the Registrar as a trustee or custodian. 

 

Furthermore the Registrar may not register any company or institution as a 

trustee or custodian under this section unless the Registrar is satisfied that— 

 

i. the company or institution is not, in relation to the manager, either a 

holding company or a subsidiary or fellow subsidiary company within 
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the meaning of those terms as defined in the Companies Act, 1973 (Act 

No. 61 of 1973); and 

ii. the general financial and commercial standing and independence of the 

company or institution is such that it is fit for performing the functions 

of a trustee or custodian and that the company or institution is by 

reason of the nature of its business sufficiently experienced and 

equipped to perform such functions. 

 

The Registrar may also revoke or suspend any registration if at any time after 

registration the Registrar is not satisfied that the requirements contained in 

paragraphs (i) and (ii) are met by the trustee or custodian. The Registrar must, 

before revoking or suspending a registration, notify the trustee or custodian 

concerned of the grounds upon which such revocation or suspension is based. 

The Registrar must give the trustee or custodian a reasonable opportunity to 

provide reasons why the proposed revocation or suspension should not be 

taken. The trustee or custodian has the right to present its case verbally to the 

registrar and in doing so to be represented by any other person. 

 

Any person who contravenes the provisions of Section 69 is guilty of an offence 

and liable on conviction to a fine or to imprisonment for a period not exceeding 

one (1) year or to both a fine and such imprisonment. 

 

Duties of trustee 

 

Section 70 of CISCA prescribes the following duties that a trustee or custodian 

must perform: 

 

a) Ensure that the basis on which the sale, issue, repurchase or 

cancellation, as the case may be, of participatory interests effected by 

or on behalf of a collective investment scheme, is carried out in 

accordance with this Act and the deed; 

b) Ensure that the selling or repurchase price of participatory interests is 

calculated in accordance with this Act and the deed; 

c) Carry out the instructions of the manager unless they are inconsistent 

with this Act or the deed; 

d) Verify that transactions are performed and settled within industry 

acceptable time limits; 

e) Verify that the income accruals of a portfolio are applied in accordance 

with this Act and the deed; 

f) Enquire into and prepare a report on the administration of the 

collective investment scheme by the manager during each annual 
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accounting period, in which it must be stated whether the collective 

investment scheme has been administered in accordance with — 

i. the limitations imposed on the investment and borrowing 

powers of the manager by this Act; and 

ii. the provisions of this Act and the deed; 

g) If the manager does not comply with the limitations and provisions 

referred to in paragraph (f) (i) or (ii), state the reason for the non-

compliance and outline the steps taken by the manager to rectify the 

situation; 

h) Send the report referred to in paragraph (f) to the Registrar and to the 

manager in good time to enable the manager to include a copy of the 

report in his annual report; 

i) Ensure that — 

iii. there is a legal separation of assets held under custody and 

that the legal entitlement of investors to such assets is 

assured; 

iv. appropriate internal control systems are maintained and that 

records clearly identify the nature and value of all assets under 

custody, the ownership of each asset and the place where 

documents of title pertaining to each asset are kept. 

 

The Registrar may, in terms of section 21 of CISCA, declare certain practices 

undesirable. A trustee or custodian must report to the manager any irregularity 

or undesirable practice, whether declared in terms of Section 21 or not, 

concerning the collective investment scheme of which the trustee or custodian 

becomes aware and if steps to rectify the irregularity or practice in question 

are not taken to the satisfaction of the trustee or custodian, it must as soon as 

possible report such irregularity or undesirable practice to the Registrar. 

 

The trustee or custodian must satisfy itself that every income statement, 

balance sheet or other return prepared by the manager in terms of Section 90 

fairly represents the assets and liabilities, as well as the income and 

distribution of income, of every portfolio of the collective investment scheme 

administered by the manager. 

 

At the request of the trustee or custodian, every director or employee of the 

manager must submit to the trustee or custodian any book or document or 

information relating to the administration by the manager of its collective 

investment scheme which is in his or her possession or at his or her disposal, 

and which the trustee or custodian may consider necessary to perform its 

functions. 
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Section 70 also prohibits a person from interfering with the performance by a 

trustee or custodian of its functions. Any trustee or custodian of a collective 

investment scheme that fails to perform any of its duties is guilty of an offence. 

 

5.1.3 Registrar 

 

Section 7 of CISCA appoints the executive officer and deputy executive officer 

of the Financial Services Board (“FSB”) as the Registrar and Deputy Registrar 

of CISs. CISCA further empowers the Registrar to: 

 

 conduct an investigation into the business of any person. 

 request any person to provide the Registrar with information, 

documents or records about that person’s business. 

 appear in person before the Registrar at a date and time determined by 

the Registrar where the Registrar has reason to believe that the person 

is contravening or failing to comply with CISCA. 

 

In terms of Section 15 of CISCA, the Registrar, after having conducted an 

investigation, where the Registrar is of the opinion that the interest of investors 

in the CIS or the interests of members of the public require, may: 

 

a) apply to the court under Section 346 of the Companies Act, 1973 (Act 

No. 61 of 1973), for the winding-up of a manager or of a CIS as if he 

or she were a creditor thereof; 

b) apply to the court under Section 427 (2) of the Companies Act, 1973, 

for a judicial management order in respect of a manager or of a CIS as 

if he or she were a creditor thereof; 

c) apply to the court under Section 5 of the Financial Institutions 

(Protection of Funds) Act, 2001 (Act No. 28 of 2001), for the 

appointment of a curator for the business of the manager or for the 

business of a portfolio; 

d) require a manager to appoint, in accordance with the Registrar’s 

directions, in place of the serving trustee or custodian, a competent 

person nominated by the Registrar; 

e) require a manager to take steps, in accordance with the Registrar’s 

directions and the provisions of Section 102, for the winding-up of a 

portfolio of its CIS, and for the realisation of the assets and the 

distribution of the net proceeds thereof, together with any income 

accruals or other moneys available for distribution among the investors 

in proportion to their respective participatory interests; 
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f) direct a manager or trustee or custodian to take any steps, or to 

refrain from performing or continuing to perform any act, in order to 

terminate or remedy any irregularity or undesirable practice or state of 

affairs disclosed by an investigation or inspection: Provided that the 

Registrar may not make an order contemplated in Section 6D (2) (b) of 

the Financial Institutions (Protection of Funds) Act, 2001 (Act No. 28 of 

2001). 

g) direct a manager to withdraw from the administration of a collective 

investment scheme, whereupon the trustee or custodian must in 

accordance with the registrar’s directions but subject to this Act 

arrange for another manager to take over the administration of the 

collective investment scheme; or 

h) if a person administers a collective investment scheme in contravention 

of this Act, apply to the court to have the CIS wound up, in which case 

the court may make any order it considers appropriate for the winding-

up of the CIS. 

 

Any person who refuses or fails to comply with a request or direction referred 

to in paragraphs (d), (e), (f) or (g) above is guilty of an offence and on 

conviction liable to a fine or to imprisonment for a period not exceeding one  

year or to both a fine and such imprisonment. 

 

The Registrar may also oppose any application in terms of the Companies Act, 

1973 (Act No. 61 of 1973), for — 

 

a) the winding-up of a manager; 

b) a judicial management order in respect of a manager; or 

c) the winding-up of a portfolio of a collective investment scheme in 

terms of Section 102 of CISCA. 

 

Any person who intends to make an application for the winding-up of a 

manager, a judicial management order in respect of a manager or the winding-

up of a portfolio of a CIS must give timeous notice of such application to the 

Registrar. 
 

Further powers of the Registrar are:  
 

 the power to request an audit. 

 to attend or nominate a subordinate to attend meetings of an 

Association. 

 to request the executive officer of an association to provide the 

Registrar with documents. 
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 to declare certain practices irregular and undesirable. 

 to issue exemptions from any provision of the Act to any manager or 

category of persons. 
 

Essentially the Registrar enjoys expansive powers under CISCA. Further 

provisions of CISCA call upon the Registrar to intervene, e.g. appointment of a 

custodian or trustee. 
 

5.1.4 ASISA 
 

ASISA is an acronym for the Association for Savings and Investment South 

Africa which is a self-regulating organisation consisting of previously disbanded 

associations that joined together to form ASISA. These erstwhile associations 

are the Life Officer’s Association, the Association for Collective Investment 

Schemes, the Linked Investment Service Provider Association and the 

Investment Management Association of South Africa. All staff and assets were 

transferred to the new association, ASISA. 
 

ASISA’s website www.asisa.org.za has as its introductory page the following 

paragraphs: 
 

“ASISA represents the majority of South Africa’s asset managers, 

collective investment scheme management companies, linked 

investment service providers, multi-managers, and life insurance 

companies. 
 

United by one representative body for the first time, the members of 

ASISA have mandated this new association to pro-actively engage with 

the policymaker and regulator, as well as intermediaries and 

consumers on regulatory and other important issues of common 

concern. 
 

ASISA will be an active participant in creating an environment that 

promotes equal opportunities for its members through holistic 

legislation, while at the same time looking after the interests of 

consumers and ensuring the sustainability of the industries we 

represent and the intermediaries who promote us.” 
 

It is evident from the above paragraph that ASISA has as its focus the self-

regulation of its members, protection of consumers and interaction with 

relevant regulators for the common interests of the industry and consumers. 
 

In order to accomplish its goals, ASISA has established structures to manage 

and do the work required to regulate and interact in a meaningful manner. 
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The ASISA structure looks as follows: 
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Administrative FSP 
 

A linked investment service provider or LISP (as it is commonly known) refers 

to an entity that provided a platform in terms of which investors could access a 

range of investment solutions, e.g. a range of unit trusts; the theory being that 

the respective unit trust funds (for example) would provide discounted 

administration costs that would then be passed on to the ultimate investor. 

This discounted administrative fee model was to a greater extent negated by 

the costs charged by the LISP. These entities were created in terms of the 

conditions approved in terms of the Stock Exchanges Control Act of 1985 and 

the Financial Markets Control Act of 1989. The Financial Markets Control Act 

and the Stock Exchanges Control Act have since been repealed and the 

registration of new LISPs is not possible.  
 

In order to accommodate the needs of investors still wanting to access 

investments through this type of structure, provision has been made in FAIS 

for a similar structure. Section 1 of the Financial Advisory and Intermediary 

Service Act 37 of 2002 (“FAIS”) defines a “financial service” as:  

 

“any service contemplated in paragraph (a), (b) or (c) of the definition 

of ‘financial services provider’, including any category of such 

services;” 
 

FAIS goes further in Section 8(4)(ii) to authorise the Registrar of Financial 

Services Providers and Representatives to issue the “applicant” with a licence 

for: 
 

“the category of financial services which the applicant could 

appropriately render or wishes to render;” 
 

FAIS therefore makes provision for a category of financial services providers 

(“FSPs”). One of these categories is the Administrative FSP or Category III FSP. 

This FSP has to all intents and purposes taken over the role of LISPs in the 

linked investment universe. 
 

Summary 
 

CISCA prescribes that certain functionaries be present in order to establish and 

manage a CIS. These functionaries play important and distinct roles in 

protecting the respective interests at play when dealing with a CIS, i.e. it puts 

into place the relevant checks and balances. In this chapter, we dealt with the 

functions of the respective role-players. 
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Self-Assessment Questions 
 

1. The following persons may administer a CIS: 

a) an FSP with a FAIS Licence 

b) a long-term insurance company 

c) a pension fund organisation 

d) a Manager approved in terms of CISCA 

 

2. The manager of a CIS must: 

a) be a listed company 

b) be a company 

c) be a close corporation 

d) be a registered trust 

 

3. Duties of a manager include: 

a) having a secondary accounting system 

b) employing an education specialist 

c) keeping proper records 

d) having adequate office facilities 

 

4. CISCA prescribes that: 

a) having a trustee or custodian is optional 

b) having a trustee or custodian is compulsory 

c) having a trustee is compulsory 

d) having a custodian is compulsory 

 

5. The following types of entities may become a trustee or custodian: 

a) a close corporation 

b) a trust 

c) a company listed on the JSE 

d) all of the above 

 

6. No person may act as a trustee or custodian of a CIS unless that 

person is: 

a) a trust 

b) registered in terms of section 69 of CISCA 

c) registered in terms of section 89 of CISCA 

d) none of the above 
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7. Where the trustee or custodian is of the view that the manager has 

contravened CISCA or performed an undesirable practice, the trustee 

or custodian must: 

a) report the activity to FIC 

b) report the activity to the Registrar 

c) report the activity to the SAP 

d) report the activity to the Manager 

 

8. The Registrar of CISs may: 

a) conduct an investigation into the business of any person 

b) request any person to appear before the Registrar 

c) request any person to provide the Registrar with information 

d) all of the above 

 

9. ASISA is: 

a) a self-regulating body in the financial services industry 

b) established by the Minister of Finance in terms of CISCA 

c) an organisation of long-term insurers 

d) all of the above 

 

10. A LISP is a term used to refer to: 

a) discretionary FSP 

b) outsourced administrator 

c) administrative FSP 

d) none of the above 
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Self-Assessment Answers 
 

1. The following persons may administer a CIS: 

a) an FSP with a FAIS Licence 

b) a long-term insurance company 

c) a pension fund organisation 

d) a Manager approved in terms of CISCA 

 

2. The manager of a CIS must: 

a) be a listed company 

b) be a company 

c) be a close corporation 

d) be a registered trust 

 

3. Duties of a manager include: 

a) having a secondary accounting system 

b) employing an education specialist 

c) keeping proper records 

d) having adequate office facilities 

 

4. CISCA prescribes that: 

a) having a trustee or custodian is optional 

b) having a trustee or custodian is compulsory 

c) having a trustee is compulsory 

d) having a custodian is compulsory 

 

5. The following types of entities may become a trustee or custodian: 

a) a close corporation 

b) a trust 

c) a company listed on the JSE 

d) all of the above 

 

6. No person may act as a trustee or custodian of a CIS unless that 

person is: 

a) a trust 

b) registered in terms of section 69 of CISCA 

c) registered in terms of section 89 of CISCA 

d) none of the above 
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7. Where the trustee or custodian is of the view that the manager has 

contravened CISCA or performed an undesirable practice, the trustee 

or custodian must: 

a) report the activity to FIC 

b) report the activity to the Registrar 

c) report the activity to the SAP 

d) report the activity to the Manager 

 

8. The Registrar of CISs may: 

a) conduct an investigation into the business of any person 

b) request any person to appear before the Registrar 

c) request any person to provide the Registrar with information 

d) all of the above 

 

9. ASISA is: 

a) a self-regulating body in the financial services industry 

b) established by the Minister of Finance in terms of CISCA 

c) an organisation of long-term insurers 

d) all of the above 

 

10. A LISP is a term used to refer to: 

a) discretionary FSP 

b) outsourced administrator 

c) administrative FSP 

d) none of the above 
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Chapter 

6 
New developments impacting on the collective 

investment industry 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Analyse new developments reported in the media that could impact on the 

collective investment industry. 
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Purpose 

 

Due to the fact that CISs are such central vehicles in the investment arena, 

several pieces of legislation and subordinate legislation will have a substantial 

impact on how CISs operate in the investment universe. The purpose of this 

chapter is to highlight some of these recent developments. 

 

6.1 LEGISLATIVE DEVELOPMENTS 
 

 

6.1.1 Consumer Protection Act 

 

The Consumer Protection Act (“CPA”) was promulgated in 2008 with the aim of 

providing a more level playing field for consumers. Financial services regulated 

under FAIS are currently exempt from the provisions of the CPA, under the 

clear condition that an investigation needs to be conducted with the objective 

of aligning the FAIS legislation with the levels of protection envisaged by the 

CPA. The services provided as a product supplier are however fully regulated 

by the CPA, and the Managers therefore need to take particular care to ensure 

that their operations meet the levels of protection required by the CPA. The 

CPA therefore has substantial impact, inter alia, on the operations of the CIS 

industry. One of the more important impacts that this Act holds for the CIS 

industry is the requirement that all transaction forms, marketing material, 

statements, fund fact sheets, etc., have to be written in plain and simple 

language.  

 

On the face of it this does not appear to be a substantial task. However, 

determining what is meant by plain and simple language is in itself a very 

subjective task. This task must be accomplished with reference to the CIS’s 

average client. Amending the aforesaid documents to comply with these 

requirements requires a substantial amount of work and involves quite a 

substantial amount of resources.  

 

Other impacts are the prohibitions against some protections in favour of the 

Manager, traditionally built into the application form and/or investment 

contract and other transactional documents. Of particular importance here is 

the part of the CPA dealing with the “Right to fair, just and reasonable terms 

and conditions” and the “Right to fair value, good quality and safety”. To 

mention two examples briefly, consumers’ attention needs to be drawn very 

clearly to certain terms and conditions where these are included into contracts. 
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Written contracts need to have an itemised breakdown of the consumers’ 

financial obligations under the agreement. As already mentioned, the CIS 

industry is already a highly regulated and self-regulated industry but the 

Managers will have to work carefully through all the protective measures and 

assess whether their current practices and industry body Codes satisfy the 

requirements of the CPA. These protections will have to be considered in the 

light of the Consumer Protection Act and amended where necessary. 

 

6.1.2 Protection of Personal Information Bill 

 

This Bill (not yet signed into law) has seen substantial media attention in the 

past few months. Once again on an operational basis, the manager will have to 

ensure that it does not disclose personal information to third parties without 

the consent of the data subject (in this case the client). The manager also has 

to ensure that the personal information of the client is used solely for the 

purposes for which it was obtained from the client. The manager and any of its 

outsourced services providers will have to ensure that the clients’ personal 

information is secure and should guard against the information being lost or 

stolen (through computer hacking). These protections have cost implications 

for the financial services industry (and other industries). 

 

Key definitions under the Bill are concerned with processing personal 

information. Both these concepts are defined very widely, but particularly in 

the case of “processing”, it is almost inconceivable that there is any action 

related to personal information that would not be regarded as “processing”. 

The Bill is based on the following principles: 

 

 Processing of personal information has to be lawful; one of the ways to 

ensure this is to obtain the data subject’s consent. 

 The purpose of the processing and the personal information involved 

also need to be declared by the person processing the information. 

 The party processing the personal information needs to take 

reasonable steps to ensure that the personal information is accurate, 

complete, not misleading and updated. In other words, information 

quality is important. 

 In the spirit of openness the Bill also requires that where breaches in 

security occur, these be declared to the Registrar and the data subject. 

 Security against loss of, damage, unlawful access or processing of 

personal information is a key aspect that will require careful attention 

to both Managers and FSPs. 

 The persons whose personal information is processed (this includes 

record-keeping and storage) also has the right of access to the 
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information. Systems and processes therefore need to be geared to 

promote a high level of availability of information. 

 

6.1.3 Conflict of interest 

 

The concept of avoiding conflicts of interest is not new to the financial services 

arena. The most recent amendments to the General Code of Conduct for FSPs 

and Representatives have brought this aspect into the limelight. In essence 

these amendments are extremely restrictive and carry harsh penalties should 

any FSP flout them.  

 

The General Code has two very distinct key impacts: 

 

1. Firstly, the FSP and representative must avoid, and where this is not 

possible, mitigate any conflict of interest. Further, the FSP and 

representative need to disclose to a client any conflict of interest 

including: 

 Measures taken to avoid or mitigate the conflict. 

 Any ownership interest or financial interest that the FSP or 

representative may become eligible for. 

 The nature of any relationship or arrangement with a third 

party that gives rise to a conflict. 

2. Secondly, the General Code is very specific as to the circumstances 

under which an FSP or representative may offer or receive a financial 

interest to or receive from a third party. 

 

The term “third party” is widely defined in the General Code and includes: 

 

 an FSP 

 another FSP 

 an associate of a product supplier or FSP – associate in turn also being 

widely defined in the General Code 

 a distribution channel 

 any person who in terms of an agreement or arrangement with a 

person above provides a financial interest to an FSP or its 

representatives. 

 

The amendments not only prohibit the FSP and an associate (the definition of 

which covers practically every variation of a subsidiary or business affiliation) 

from giving any material financial interest to another FSP to entice the latter 

FSP to place business with the former FSP, but also prohibit any FSP from 

receiving any material financial interest from a third party. In many instances 
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the CIS manager is an associate or a third party of an FSP and the conflicts of 

interest amendment has substantially changed and increased the risk 

associated with the interaction between these parties. 

 

The General Code is not of significance only to CIS Managers but clearly also to 

every FSP and representative. 

 

6.1.4 Regulation 28 

 

Recently National Treasury introduced proposed amendments to Regulation 28 

to the Pension Funds Act of 1956. Regulation 28 provides the investment 

parameters that a retirement fund has to apply when investing funds for the 

benefit of its members. Currently Regulation 28 is applied at a fund level and it 

is therefore possible for particular members’ investments not to be Regulation 

28-compliant. The amendments that have been published to date require that 

the Regulation 28 investment limits be applied at a member level. This would 

require substantial monitoring and systems restrictions (that would have to be 

built). 

 

Additional proposed amendments are the look-thru principle and the extended 

foreign investment limits. In essence, the look-thru principle would require the 

CIS portfolio to ascertain its compliance with the investment restrictions 

contained in Regulation 28 by delving down to the most basic level of securities 

held in that portfolio or range of portfolios. 

 

In summary, the main reasons for the proposed amendments to Regulation 28 

are: 

 

 To accommodate new developments in the investment environment. 

 To ensure consistency with other investment regulations. 

 To provide more appropriate guidance to retirement fund trustees. 

 To apply the look-thru principle. 

 To apply the Regulation at a member level. 

 

Other noteworthy amendments are: 

 

 A long-term insurance policy with a guarantee, including retirement 

annuities, is currently exempt from Regulation 28. The new December 

draft proposes that only long-term policies with a full guarantee remain 

exempt. The exemption for retirement annuities is removed. 
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 Related to foreign assets – the proposal (different from the February 

2010 proposals) is to allow unlisted foreign equity but subject to strict 

diversification and valuation requirements. 

 The current provision related to housing loans remains, still at the level 

of 95% of retirement savings; these loans may still be issued but 

based on the new proposal, now only if issued through a bank against 

the retirement savings as security. Housing loans issued directly by a 

pension fund are curtailed to 5% of a member’s retirement savings. 

 

By way of example: 

 

Should a member have invested in a linked retirement fund and that 

retirement fund has allowed the member’s funds to be invested in a fund of 

funds portfolio, it would be insufficient for the fund of funds to merely state 

that the investment of the member’s funds comply with Regulation 28 at a fund 

of funds level. What would be required is for the fund of funds to determine the 

asset allocation holdings in each of the underlying portfolios it has invested in. 

These holdings would have to be aggregated up to the member level to 

determine whether the member’s exposure complies with the asset allocation 

limits specified in Regulation 28. The situation is compounded if the underlying 

portfolio has as a small part of its holdings, participatory interests in another 

portfolio. You will appreciate the systems and reporting capabilities which will 

be required to be able to report on issues such as compliance, not to mention 

the practical implications involved when a member selects underlying 

investments. 

 

6.1.5 Draft Notice 1503 

 

In recent years the European Union has allowed their collective investments to 

invest in a broader investment universe. The use of derivatives and over-the-

counter investments are examples of these broader investment powers. The 

erstwhile Association for Collective Investment Schemes (“ACI”) engaged with 

the Registrar with a view to re-writing the existing Notice 1503 to bring it in 

line with the UCITS III investment parameters. The rationale behind the 

proposed changes is that the domestic CISs were competing in an uneven 

playing field, as the foreign CISs that were being marketed in South Africa 

were granted an exemption from having to comply with Notice 1503 (as it then 

was), i.e. the foreign CISs could invest in this broader investment universe 

while the domestic CISs were prohibited by Notice 1503. The CIS industry 

regarded this broader investment universe as an advantage granted to foreign 
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CISs as they were of the opinion that the broader universe provided 

opportunities for better returns. 

 

Discussions within the ACI continued for a substantial period of time, which 

resulted in a two-tiered approach. The existing Notice 1503 would be amended 

to provide some leniency whilst a sub-committee was established to rewrite 

Notice 1503 in its entirety. Amendments were effected to Notice 1503 and the 

sub-committee did draft a new Notice 1503. This draft was sent to National 

Treasury for consideration.  

 

A recent amended draft was released by National Treasury. This draft does not 

allow for the broader investment universe and is regarded by the industry as 

being more restrictive than UCITS III. 

 

Summary 
 

In this chapter, we looked at recent or prospective legislative and subordinate 

legislative amendments that would impact on the CIS environment. While 

some of these amendments do not directly address CISs, it will impact on CIS 

business. 
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Self-Assessment Questions 
 

1. The purpose of the Consumer Protection Act is primarily to: 

a) provide a more level playing field between consumers and 

product suppliers 

b) ensure that the advice provided to the client is fair and 

reasonable 

c) ensure that the commission or fees charged are fair and 

reasonable 

d) all of the above 

 

2. The Consumer Protection Act prescribes that: 

a) transaction documents must be clear 

b) transaction documents must not exceed 10 pages 

c) transaction documents must be written in plain and simple 

language 

d) a) and c) above  

 

3. The Protection of Personal Information Bill defines: 

a) a vendor 

b) a responsible party 

c) a third party 

d) an associate 

 

4. The Protection of Personal Information Bill stipulates that the persons 

responsible for the data must: 

a) comply with the Act within 12 months of promulgation 

b) comply with the Act within 18 months of promulgation  

c) comply with the Act within 24 months of promulgation 

d) none of the above 

 

5. The Protection of Personal Information Bill currently requires: 

a) the responsible party to ensure that it does not use the 

personal information for purposes other than for what the 

client consented to 

b) that the responsible party may use the data for purposes of 

market research only 

c) that the responsible party may not use the personal 

information for purposes other than what the client consented 

to, but the operator may 
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d) none of the above 

 

6. Where the responsible party uses the services of an operator:  

a) the responsible party remains responsible for the actions of the 

operator in relation to the data 

b) the operator is responsible for its mismanagement of the data 

c) both parties are jointly and severally liable for the 

mismanagement of the data 

d) none of the above   

 

7. Where a responsible party loses data of a data subject or subjects, the 

responsible party must: 

a) advise the data subjects in writing of the loss of their personal 

information 

b) report the loss to the South African Police 

c) report the loss to the Financial Intelligence Centre 

d) all of the above 

 

8. Regulation 28 prescribes the investment limits applicable to a:  

a) member of a retirement fund 

b) retirement fund 

c) living annuitant 

d) all of the above 

 

9. The new Draft Regulation 28 requires compliance with the investment 

limits at a:  

a) member level 

b) fund level 

c) member level where the member can exercise member choice 

and at a fund level where no member choice is exercised 

d) none of the above 

 

10. In terms of the new Draft Regulation 28, funds may:  

a) invest up to 20% of their funds internationally 

b) invest up to 25% of their funds internationally 

c) invest up to 20% of their funds internationally and an 

additional 5% within Africa 

d) invest up to 30% of their funds internationally with 5% of its 

international investment within Africa 
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Self-Assessment Answers 
 

1. The purpose of the Consumer Protection Act is primarily to: 

a) provide a more level playing field between consumers and 

product suppliers 

b) ensure that the advice provided to the client is fair and 

reasonable 

c) ensure that the commission or fees charged are fair and 

reasonable 

d) all of the above 

 

2. The Consumer Protection Act prescribes that: 

a) transaction documents must be clear 

b) transaction documents must not exceed 10 pages 

c) transaction documents must be written in plain and simple 

language 

d) a) and c) above  

 

3. The Protection of Personal Information Bill defines: 

a) a vendor 

b) a responsible party 

c) a third party 

d) an associate 

 

4. The Protection of Personal Information Bill stipulates that the persons 

responsible for the data must: 

a) comply with the Act within 12 months of promulgation 

b) comply with the Act within 18 months of promulgation  

c) comply with the Act within 24 months of promulgation 

d) none of the above 

 

5. The Protection of Personal Information Bill currently requires: 

a) the responsible party to ensure that it does not use the 

personal information for purposes other than for what the 

client consented to 

b) that the responsible party may use the data for purposes of 

market research only 

c) that the responsible party may not use the personal 

information for purposes other than what the client consented 

to, but the operator may 
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d) none of the above 

 

6. Where the responsible party uses the services of an operator:  

a) the responsible party remains responsible for the actions of the 

operator in relation to the data 

b) the operator is responsible for its mismanagement of the data 

c) both parties are jointly and severally liable for the 

mismanagement of the data 

d) none of the above   

 

7. Where a responsible party loses data of a data subject or subjects, the 

responsible party must: 

a) advise the data subjects in writing of the loss of their personal 

information 

b) report the loss to the South African Police 

c) report the loss to the Financial Intelligence Centre 

d) all of the above 

 

8. Regulation 28 prescribes the investment limits applicable to a:  

a) member of a retirement fund 

b) retirement fund 

c) living annuitant 

d) all of the above 

 

9. The new Draft Regulation 28 requires compliance with the investment 

limits at a:  

a) member level 

b) fund level 

c) member level where the member can exercise member choice 

and at a fund level where no member choice is exercised 

d) none of the above 

 

10. In terms of the new Draft Regulation 28, funds may:  

a) invest up to 20% of their funds internationally 

b) invest up to 25% of their funds internationally 

c) invest up to 20% of their funds internationally and an 

additional 5% within Africa 

d) invest up to 30% of their funds internationally with 5% of its 

international investment within Africa   
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Chapter 

7 
Develop and present a financial plan with 

recommendations and alternatives 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Describe the different types of interest-bearing investments including but not 

limited to: 

 money market instruments 

 bonds 

 gilts 

 loan stock. 

Describe the types of equity-based investments, including but not limited to

shares. 
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Purpose 

 

In this chapter we look at some underlying asset classes. An understanding of 

these instruments is required when advising clients on potential investments 

into various portfolios as most portfolios hold various percentages of these 

asset types. 

 

7.1 TYPES OF INTEREST-BEARING INVESTMENTS 
 

 

7.1.1  Money market instruments 

 

The money market is the market for short-term debt securities. The returns 

emanating from investing in this market are interest in nature. Traditionally 

these interest rates are low and rarely exceed inflation. These investments are 

sold at either a discount or a premium. The difference between the premium 

and the discount provides the investor with the return. In other words, these 

types of securities can broadly be divided into two categories, namely: 

 

1. Interest rate instruments – these are instruments that may earn 

interest on the amount invested; and 

2. Discount instruments – these instruments do not pay interest on the 

amount invested but are issued at a discount on the nominal value 

(redemption amount). 

 

Examples of investments available in this market are: 

 

 Bankers’ acceptances – This type of discount instrument investment is 

a short-term debt instrument that is sold by an entity in the money 

market to an investor in order for that entity to raise capital necessary 

to cater for short-term needs. This entity approaches a bank to 

guarantee that it shall repay the debt. These instruments normally 

have a term not exceeding 90 days. 

 Negotiable certificates of deposit – This type of interest rate instrument 

investment is where an investor deposits a sum of money with a bank. 

The bank issues the depositor with a certificate and stipulates on the 

certificate that the bank will pay the sum invested together with a 

predetermined rate of interest to the holder of the certificate. Please 

note that the holder of the certificate need not be the original depositor 

which means that this investment can be traded in the secondary 

market, i.e. the bank will pay to the bearer of the certificate. 
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 Commercial paper – This type of discount instrument investment refers 

to short-term unsecured security issued by large companies or banks 

to raise capital to finance short-term needs. These instruments are 

unsecured and therefore carry a higher amount of risk, for which the 

investor is compensated. 

 Treasury bills – This type of discount instrument investment refers to 

bills issued by the South African Reserve Bank. They are similar in 

nature to bankers’ acceptances and are normally issued at a discount. 

They also pay to holder or bearer and the difference between the 

discounted purchase price and the nominal value paid at maturity 

constitutes the return paid to the investor. 

 

7.1.2  Bonds 

 

A bond is a security issued by a government, a municipality, and large 

corporate or other issuers when these institutions need to borrow money in 

order to finance medium to long-term capital requirements. These instruments 

are issued by these institutions to investors as proof of indebtedness and 

normally specify the interest rate at which coupon payments will be made for 

the duration of the bond. These coupon payments are normally made half-

yearly and the face value or nominal value of the bond is paid at maturity. The 

face value or nominal value is the value of the bond as printed on the face of 

the instrument. 

 

7.1.3 Gilts 

 

Gilts are debt instruments issued through the government, public entities and 

municipalities when these entities need to raise funds for capital expenditure. 

The principal and interest are guaranteed by the government and these 

instruments are administered by National Treasury. These instruments were 

issued with a gold band around the border of the physical document and 

gained the name gilt-edged securities or gilts. 

 

7.1.4 Loan stock 

 

Property loan stock is an indirect investment into fixed property. In essence, 

the investor invests into a company that purchases fixed property. The 

investment consists of shares and debentures. Debentures are loan 

instruments and the holder of the debenture earns interest. In the case of a 

property loan stock company, interest is earned by the investor from the rental 

earned from properties owned by the property loan stock company that is 

rented out. It may also occur that any remaining earnings in the property loan 
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stock company are paid to the investor in the form of dividends. Dividends are 

currently tax-free in the hands of the investor, whilst investors also enjoy an 

interest exemption depending on their age. 

 

7.2 EQUITIES 
 

 

7.2.1 Shares 

 

Shares are instruments issued by companies that represent the investor’s 

ownership in the company and entitle the investor to share in the profits of the 

company. Listed companies are required to trade their shares through an 

exchange such as the JSE. Unlisted companies trade their shares over the 

counter. 

 

Summary 
 
In this chapter we consider the nature of underlying instruments to a CIS 

portfolio.  

 

Understanding these instruments informs the development, presentation and 

implementation of the financial plan. 

 

Where the understanding of some rudimentary qualities of these securities is 

absent, the financial adviser will be unable properly to advise clients of the 

implications of investing in these securities and hence of most of the CIS 

portfolios available today. 
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Self-Assessment Questions 
 

1. Bankers’ Acceptances are: 

a) short-term investments 

b) short-term to medium-term investments 

c) medium-term investments 

d) medium-term to long-term investments 

 

2. Money market portfolios may consist of the following: 

a) commercial paper 

b) preference shares 

c) property unit trusts 

d) none of the above 

 

3. Negotiable Certificates of Deposit are: 

a) securities payable to the payee 

b) bearer securities payable to the person presenting the security 

for payment 

c) securities payable to a payee after a predetermined amount of 

time 

d) securities payable to the bearer of the security at maturity 

 

4. Commercial papers is/are: 

a) a percentage ownership in a company 

b) unsecured security issued by large corporates 

c) short-term bonds issued by National Treasury 

d) none of the above 

 

5. Treasury Bills are:  

a) issued by the four large commercial banks 

b) issued by National Treasury 

c) issued by the South African Reserve Bank 

d) none of the above 
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Self-Assessment Answers 
 

1. Bankers’ Acceptances are: 

a) short-term investments 

b) short-term to medium-term investments 

c) medium-term investments 

d) medium-term to long-term investments 

 

2. Money market portfolios may consist of the following: 

a) commercial paper 

b) preference shares 

c) property unit trusts 

d) none of the above 

 

3. Negotiable Certificates of Deposit are: 

a) securities payable to the payee 

b) bearer securities payable to the person presenting the security 

for payment 

c) securities payable to a payee after a predetermined amount of 

time 

d) securities payable to the bearer of the security at maturity 

 

4. Commercial papers is/are: 

a) a percentage ownership in a company 

b) unsecured security issued by large corporates 

c) short-term bonds issued by National Treasury 

d) none of the above 

 

5. Treasury Bills are:  

a) issued by the four large commercial banks 

b) issued by National Treasury 

c) issued by the South African Reserve Bank 

d) none of the above 
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Chapter 

8 
Types of Collective Investment Schemes 

 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Explain how collective investment scheme portfolios are classified in accordance 

with the Association for Savings and Investment for SA (ASISA) Code of 

Practice relating to Fund Classifications for SA Regulated CI Portfolios. 
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Purpose 
 

In this chapter we focus on the various categories and sub-categories of 

Collective Investment Schemes. A financial planner would be required to be 

aware of the nature of the portfolio the adviser is recommending to the client. 

Failure to have a proper understanding of these portfolios may result in 

prejudice to clients. 

 

8.1   TYPES OF COLLECTIVE INVESTMENT SCHEMES 
 

 

8.1.1 Code on Fund Classification 

 

The erstwhile ACI issued a Code on Fund Classification (“the Code”). This 

categorised funds into three main categories. These categories are the 

following: 

 

No.  Category  Description 

1.  Domestic Portfolios  These portfolios invest a minimum of 80% of their assets in 
South African investment markets at all times. 

2.  Foreign Portfolios  These portfolios  invest a minimum of 85% of  their assets 
outside South Africa. 

3.  Worldwide Portfolios  These  portfolios  do  not  have  specified  investment  limits 
but invest in both South Africa and foreign assets. 

 

In addition to the above broad categories, funds are also classified in terms of 

their underlying asset composition. There are four asset classes identified in 

the Code, namely: 

 

No.  Asset Class  Description 

1.  Equity Portfolios  These  are  portfolios  that  invest  predominantly  in  shares 
listed on an exchange. 

2.  Fixed Interest Portfolios  These  are  portfolios  that  invest  predominantly  in  bonds, 
fixed  deposits  and  other  interest‐bearing  securities  that 
have a fixed maturity date and either predetermined cash 
flows or are linked to benchmark yields. 

3.  Real Estate Portfolios  These  are  portfolios  that  invest  in  listed property  shares, 
collective  investment  schemes  in  property  and  property 
loan stock. 

4.  Asset Allocation 
Portfolios 

These  are  portfolios  that  invest  in  a  range  of  equities, 
bonds, money  and property markets  to maximise  returns 
over the long term. 
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By way of example, a portfolio that invests 85% or more of its assets in 

equities listed on the London Stock Exchange would be classified as a foreign 

equity portfolio. 

 

These asset allocation sub-categories are then divided into further sub-

categories based on their specific equity forms. Please note that due to these 

variations, the portfolios are benchmarked against various indices and 

benchmarks. 

 

No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

1.  Equity 
Portfolios 

     

1(a)  Equity – 
General 
portfolios 

These portfolios 
invest in selected 
shares across all 
economic groups and 
industry sectors of 
the JSE Securities 
Exchange South 
Africa as well as 
across the range of 
large, mid and 
smaller cap shares. 
These portfolios do 
not subscribe to a 
particular theme or 
investment style. 
General equity fund 
managers are 
required to take a 
view on the changing 
macro‐economic 
climate, to decide on 
the sectors to invest 
in.  The portfolios in 
this category offer 
medium to long‐term 
capital growth as 
their primary 
investment objective. 

These portfolios 
invest in selected 
shares from equity 
markets across the 
globe. They do not 
subscribe to a 
particular theme or 
investment style and 
will be invested 
across all market 
sectors, as well as 
across the range of 
large, mid and 
smaller cap shares. 
The portfolios offer 
medium to long‐term 
growth as their 
primary investment 
objective. 

These portfolios invest 
in selected shares 
from equity markets 
across the globe 
including South Africa. 
These portfolios will 
invest across countries 
and industry sectors 
as well as across the 
range of large, mid 
and smaller cap 
shares. These 
portfolios do not 
subscribe to a 
particular theme or 
investment style. The 
portfolios offer 
medium to long‐term 
growth as their 
primary investment 
objective.  

1(b)  Equity – 
Growth 
portfolios 

These portfolios seek 
maximum capital 
appreciation as their 
primary objective 
through investment 
in growth companies. 
Growth companies 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

can be defined as 
those whose earnings 
are on or are 
anticipated to enter a 
strong and 
sustainable upward 
trend and typically 
trade on high price to 
earnings ratios (PE 
ratios). These 
portfolios are 
invested in growth 
companies across all 
economic groups of 
the JSE Securities 
Exchange South 
Africa.  

1(c)  Equity – 
Value 
portfolios 

These are portfolios 
that seek medium to 
long‐term capital 
appreciation as their 
primary investment 
objective. The 
portfolios seek out 
“value” situations by 
typically investing in 
shares with low 
relative PE ratios as 
well as shares that 
are trading at a 
discount to their net 
asset value. These 
portfolios frequently 
offer a higher than 
FTSE/JSE All Share 
Index average level of 
income. These 
portfolios are 
invested in selected 
“value” shares across 
all Economic Groups 
but excluding Mining 
and Commodity 
companies due to the 
cyclical nature of 
their earnings. The 
typical benchmark is 
the FTSE/JSE Financial 

These portfolios seek 
medium to long‐term 
capital appreciation 
as their primary 
investment objective. 
The portfolios seek 
out “value” situations 
by typically investing 
in shares with low 
relative PE ratios as 
well as shares that 
are trading at a 
discount to their net 
asset value. These 
portfolios invest in 
selected foreign 
value shares across 
countries, regions, 
and industry sectors 
and frequently offer 
a higher than average 
level of income. 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

Industrial index but 
the FTSE/JSE All Share 
index is also used. 

1(d)  Equity – 
Large cap 
portfolios 

These portfolios seek 
long‐term growth as 
their primary 
objective through 
investment in large 
market capitalisation 
shares which fall 
within the top 40 JSE 
Securities Exchange 
South Africa listed 
shares ranked by 
market capitalisation, 
i.e. included in the 
FTSE/JSE Top 40 
Index.  

   

1(e)  Equity – 
Smaller 
companies 
portfolios 

These portfolios 
invest in established 
smaller companies as 
well as in emerging 
companies that are in 
the initial phase of 
their life. New 
investment by the 
portfolios are 
restricted to fledgling, 
small and mid‐cap 
shares only, and at 
least 75% of the 
portfolio will be 
invested in fledgling, 
small and mid cap 
shares at all times. 
Due to both the 
nature and focus of 
these portfolios, they 
may be more volatile 
than funds that are 
diversified across the 
broader market.  

   

1(f)  Equity – 
Mining & 
resource 
sector 
portfolios 

These portfolios 
invest in companies 
whose principal 
business operations 
involve the 
exploration, mining, 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

distribution and 
processing of metals, 
minerals, energy, 
chemicals, forestry 
and other agricultural 
and natural resources 
or where at least 50% 
of their earnings are 
derived from such 
business activities 
and exclude service 
providers to these 
companies. These 
portfolios invest 
primarily in securities 
listed in the FTSE/JSE 
Resources and Basic 
Industries economic 
groups and may be 
more volatile than 
portfolios that are 
diversified across a 
wider range of FTSE / 
JSE economic groups.  

1(g)  Equity – 
Financial 
Sector 
portfolios 

These portfolios 
invest in shares of 
financial services 
companies including 
banks, insurance 
companies, 
brokerage firms and 
other companies 
whose principal 
business operations 
involve the provision 
of various financial 
services or where at 
least 50% of their 
earnings are derived 
from the provision of 
such financial 
services. The 
portfolios invest 
primarily in 
companies listed in 
the FTSE/JSE 
Financials Economic 
Group. These 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

portfolios may be 
more volatile than 
portfolios that are 
diversified across a 
wider range of FTSE / 
JSE economic groups.  

1(h)  Equity – 
Industrial 
portfolios 

These portfolios 
invest in selected 
industrial companies 
listed on the JSE 
Securities Exchange 
South Africa but 
exclude all companies 
listed in the FTSE / 
JSE Resources and 
Financial Economic 
Groups.  

   

1(i)  Equity – 
Varied 
Specialist 
portfolios 

These portfolios 
invest in a single 
economic group or 
industrial sector or in 
companies that share 
a common theme or 
activity as defined in 
their respective 
mandates. However 
due to the unique 
nature of their 
mandates, they 
cannot be 
categorised into any 
of the afore‐listed 
categories. The 
performance of these 
portfolios cannot be 
compared to others 
in this category. Due 
to both the nature 
and focus of these 
portfolios, they may 
be more volatile than 
portfolios that are 
diversified across the 
broader market, 
provided that a 
suitable benchmark 
can be found. 

These portfolios 
invest in a single 
industry or sector or 
in companies that 
share a common 
theme or activity as 
defined in their 
respective mandates. 
These portfolios may 
invest in selected 
shares across all 
sectors of stock 
exchanges. Should it 
be considered 
appropriate, where 
five or more 
portfolios focus on a 
particular theme, a 
new category will be 
created and the 
funds transferred. 

These portfolios invest 
in a single industry or 
sector or in companies 
that share a common 
theme or activity, as 
defined in their 
respective mandates. 
These portfolios may 
invest in selected 
shares across all 
sectors. Should it be 
considered 
appropriate, where 
five (5) or more 
portfolios focus on a 
common theme, a 
new category will be 
created and the 
portfolios transferred. 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

1(k)  Equity – 
Technology 
Sector 
portfolios 

    These portfolios seek 
capital appreciation by 
investing in companies 
whose principal 
business operations 
involve, or are 
expected to benefit 
from, changes in 
scientific or 
technological  
advances. As true 
technological 
opportunities are 
limited in South Africa, 
this sub‐sector 
remains distinctly in 
the worldwide 
category. These 
portfolios may be 
more volatile than 
funds that are 
diversified across 
many industry sectors.

2.  Asset 
Allocation 
Portfolios 

     

2(a)  Asset 
Allocation –
Prudential 
Low Equity 
portfolios 

These portfolios 
invest in a spectrum 
of investments in the 
equity, bond, money, 
or property markets. 
These portfolios tend 
to display reduced 
short‐term volatility, 
aim for long‐term 
capital growth and 
would have an 
effective equity 
exposure (including 
international equity) 
below 40% at all 
times. These 
portfolios conform to 
legislation governing 
retirement portfolios, 
(Regulation 28 of the 
Pension Funds Act) 
and are thus suitable 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

as investment 
vehicles for 
retirement portfolios. 
The underlying risk 
and return objectives 
of individual 
portfolios may vary as 
dictated by each 
portfolio’s mandate 
and stated 
investment objective 
and strategy.  

2(b)  Asset 
Allocation – 
Prudential 
Medium 
Equity 
portfolios 

These portfolios 
invest in a spectrum 
of investments in the 
equity, bond, money, 
or property markets. 
These portfolios tend 
to display average 
volatility, aim for 
medium to long‐term 
capital growth and 
would have an 
effective equity 
exposure (including 
international equity) 
between 40% and 
65% at all times. 
These portfolios 
conform to legislation 
governing retirement 
portfolios, 
(Regulation 28 of the 
Pension Funds Act) 
and are thus suitable 
as investment 
vehicles for 
retirement portfolios. 
The underlying risk 
and return objectives 
of individual 
portfolios may vary as 
dictated by each 
portfolio’s mandate 
and stated 
investment objective 
and strategy. 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

2(c)  Asset 
Allocation – 
Prudential 
High Equity 
portfolios 

These portfolios 
invest in a spectrum 
of investments in the 
equity, bond, money, 
or property markets. 
These portfolios tend 
to have an increased 
probability of short‐
term volatility, aim to 
maximise long‐term 
capital growth and 
would have an 
effective equity 
exposure (including 
international equity) 
above 60% at all 
times and whose 
equity exposure does 
not exceed 75%. 
These portfolios 
conform to legislation 
governing retirement 
portfolios, 
(Regulation 28 of the 
Pension Funds Act) 
and are thus suitable 
as investment 
vehicles for 
retirement portfolios. 
The underlying risk 
and return objectives 
of individual 
portfolios may vary as 
dictated by each 
portfolio’s mandate 
and stated 
investment objective 
and strategy.  

   

2(d)  Asset 
Allocation – 
Variable 
Equity 
portfolios 

These portfolios 
invest in a spectrum 
of investments in the 
equity, bond, money, 
or property markets. 
These portfolios tend 
to have an increased 
probability of short‐
term volatility, aim to 
maximise long‐term 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

capital growth and 
would have an 
effective equity 
exposure (including 
international equity) 
between 0% and 75% 
at all times. These 
portfolios conform to 
legislation governing 
retirement portfolios, 
(Regulation 28 of the 
Pension Funds Act) 
and are thus suitable 
as investment 
vehicles for 
retirement portfolios. 
The underlying risk 
and return objectives 
of individual 
portfolios may vary as 
dictated by each 
portfolio’s mandate 
and stated 
investment objective 
and strategy. 

2(e)  Asset 
Allocation – 
Flexible 
portfolios 

These portfolios 
invest in a flexible 
combination of 
investments in the 
equity, bond, money 
and property 
markets. The 
underlying risk and 
return objectives of 
individual portfolios 
may vary as dictated 
by each portfolio’s 
mandate and stated 
investment objective 
and strategy. These 
portfolios are often 
aggressively managed 
with assets being 
shifted between the 
various markets and 
asset classes to 
reflect changing 
economic and market 

These portfolios 
invest in a flexible 
combination of 
investments in 
international equity, 
bond, money, or 
property markets to 
maximise total 
returns over the long 
term. The portfolios 
have complete or 
stipulated limited 
flexibility in their 
asset allocation both 
between and within 
asset classes, 
countries and 
regions. These 
portfolios are often 
aggressively 
managed, with assets 
being shifted 
between the various 

These portfolios invest 
in a flexible 
combination of 
investments in the 
equity, bond, money, 
or property markets to 
maximise total returns 
over the long term. 
The portfolios have 
complete or stipulated 
limited flexibility in 
their asset allocation 
both between and 
within asset classes, 
countries and regions. 
No minimum or 
maximum holding 
applies to domestic or 
offshore investment. 
These portfolios are 
often aggressively 
managed with assets 
being shifted between 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

conditions to 
maximise total 
returns.  

markets and asset 
classes to reflect 
changing economic 
and market 
conditions to 
maximise total 
returns. 

the various markets 
and asset classes to 
reflect changing 
economic and market 
conditions to 
maximise total 
returns.  

2(f)  Asset 
Allocation – 
Targeted 
Absolute 
and Real 
Return 
portfolios 

These portfolios 
invest in a 
combination of 
equity, bond, money 
market, property or 
derivative 
instruments. The 
underlying risk and 
return objectives of 
individual portfolios 
may vary as dictated 
by each portfolio’s 
mandate and stated 
investment objective 
and strategy. These 
portfolios tend to 
display below‐
average short‐term 
volatility and are 
mandated to manage 
towards a 
predetermined, 
explicit benchmark. 
These portfolios may 
not conform to 
legislation governing 
retirement portfolios, 
(Regulation 28 of the 
Pension Funds Act) 
and do not 
necessarily offer 
capital or 
performance 
guarantees.  

   

3.  Fixed 
Interest 
Portfolios 

     

3(a)  Fixed 
Interest – 
Bond 
portfolios 

These portfolios 
invest in bonds, fixed 
deposits and other 
interest‐bearing 

These portfolios 
invest in bonds, fixed 
deposits and other 
interest‐bearing 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

securities. These 
portfolios may invest 
in short, intermediate 
and long‐dated 
securities. The 
composition of the 
underlying 
investments is 
actively managed and 
will change over time 
to reflect the 
manager’s 
assessment of 
interest rate trends. 
These portfolios offer 
the potential for 
capital growth, 
together with a 
regular and high level 
of income.  

securities from 
markets around the 
world. These 
portfolios may invest 
in short, intermediate 
and long‐dated 
securities. The 
composition of the 
underlying 
investments is 
actively managed and 
will change over time 
to reflect the 
manager’s 
assessment of 
interest rate trends. 
These portfolios offer 
the potential for 
capital growth, 
together with a 
regular and high level 
of income. 

3(b)  Fixed 
Interest – 
Income 
portfolios 

These portfolios 
invest in bonds, fixed 
deposits and other 
interest‐earning 
securities which have 
a fixed maturity date 
and either have a 
predetermined cash 
flow profile or are 
linked to benchmark 
yields, but excluding 
any equities. To 
provide relative 
capital stability, the 
average modified 
duration of the 
underlying assets is 
limited to a maximum 
of two (2) years. 
These portfolios are 
less volatile and are 
characterised by a 
regular and high level 
of income.  
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

3(c)  Fixed 
Interest – 
Money 
Market 
portfolios 

These portfolios seek 
to maximise interest 
income, preserve the 
portfolio’s capital and 
provide immediate 
liquidity. This is 
achieved by investing 
in money market 
instruments with a 
maturity of less than 
one (1) year while the 
average maturity of 
the underlying assets 
may not exceed 90 
days. The portfolios 
are typically 
characterised as 
short‐term, highly 
liquid vehicles.  

   

3(d)  Fixed 
Interest – 
Varied 
Specialist 
portfolios 

These portfolios 
invest in bonds, fixed 
deposits, structured 
money market 
instruments, listed 
debentures and other 
high yielding 
securities. They seek 
to maximise income 
with either 
preservation and 
stability of capital, or 
an offer of potential 
growth of capital. The 
underlying risk and 
return objectives of 
individual portfolios 
may vary as dictated 
by each portfolio’s 
mandate and stated 
investment objective 
and strategy. 
However, in terms of 
the investment 
mandates of these 
portfolios, they fall 
outside the existing 
sub‐categories of the 
Fixed Interest sector. 

These portfolios 
invest in bonds, fixed 
deposits and other 
high income‐earning 
securities in 
international 
markets. 

These portfolios invest 
in bonds, fixed 
deposits, structured 
money market 
instruments, listed 
debentures and other 
high‐yielding 
securities. They seek 
to maximise income 
with either 
preservation and 
stability of capital, or 
an offer of potential 
growth of capital. The 
underlying risk and 
return objectives of 
individual portfolios 
may vary as dictated 
by each portfolio’s 
mandate and stated 
investment objective 
and strategy. 
However, in terms of 
the investment 
mandates of these 
portfolios, they fall 
outside the existing 
sub‐categories of the 
Fixed Interest sector. 
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No.  Asset Class 
– sub 
category 

Description – 
Domestic Portfolio 

Description – Foreign 
Portfolio 

Description – 
Worldwide Portfolio 

Should it be 
considered 
appropriate, where 
five (5) or more 
portfolios have a 
similar focus, a new 
category will be 
created and the funds 
transferred. 

Should it be 
considered 
appropriate, where 
five (5) or more 
portfolios have a 
similar focus, a new 
category will be 
created and the funds 
transferred. 

4.  Real Estate 
Portfolios 

     

4(a)  Real Estate 
– General 
portfolios 

These portfolios 
invest in listed 
property shares, 
collective investment 
schemes in property 
and property loan 
stock. The objective 
of these portfolios is 
to provide high levels 
of income and long‐
term capital 
appreciation. Due to 
liquidity constraints 
in the Real Estate 
sector on the 
exchange, these 
portfolios must 
maintain a minimum 
effective exposure to 
real estate securities 
of 50% and may 
include other high‐ 
yielding fixed‐interest 
and other securities 
from time to time. 

   

Source: ACI Code of Practice: Fund Classification for South African Regulated Collective 
Investments Portfolios – 16 September 2008 

 

Once again, the geographical focus of the assets in the portfolio will determine 

whether it will be classified as a domestic, foreign or worldwide portfolio. This 

portfolio would also be classified and named according to this geographical 

location of the assets in the portfolio as well as specific asset allocation. 

 

As stated above, the ACI has disbanded and joined with the LOA and LISPA to 

form ASISA. ASISA has adopted all the Codes issued by these entities. At 
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ASISA’s most recent Conference, ASISA advised that ASISA was reconsidering 

the classifications and intended to issue a new classification code in the near 

future. We note that the Code is currently not loaded onto ASISA’s website. 

 

It should also be noted that the Registrar (particularly when the portfolio does 

not have a straightforward asset allocation) requests confirmation that ASISA 

has been consulted and has provided a view on the classification of a potential 

portfolio. 

 

8.2 DOMESTIC APPROVED COLLECTIVE INVESTMENT SCHEME 

VERSUS A FOREIGN-APPROVED CIS AND THE IMPLICATIONS 

FOR THE CLIENT 
 

 

In the context of CISs, an investor may gain foreign investment exposure 

through at least two avenues, i.e. the investor can invest in a domestic 

portfolio that invests in foreign securities, or, the investor can invest in a 

foreign portfolio directly. 

 

8.2.1 Domestic portfolio 

 

Where a domestic portfolio has not been approved by the Registrar, it may not 

accept investment from investors (until approved by the Registrar), i.e. the 

portfolio does not exist and can therefore not accept any investments. In 

addition to the aforesaid, these portfolios may not be marketed to investors as 

part of an adviser’s advice process.  

 

Domestic portfolios must comply with the investment restrictions as contained 

in Government Notice 1503 of 2005. This means that the investor’s exposure 

to certain instruments is limited and in some instances prohibited, e.g. 

instruments such as Sukuk’s that are on occasion held in Shariah-compliant 

portfolios are not allowed in terms of the current investment restrictions 

contained in Notice 1503. Over-the-counter investments in derivatives are also 

not allowed in terms of the current draft. Similarly, the Notice regulates foreign 

exposure in portfolios. 

 

8.2.2 Foreign portfolios 

 

Foreign portfolios, on the other hand, may not be marketed nor may these 

portfolios solicit investment in South Africa unless approved by the Registrar. 

Foreign portfolios can, however, accept investment from South African 
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investors even if the portfolio is not approved by the domestic Registrar. These 

principles appear in conflict with each other until explored in greater detail. 

 

Section 65 of CISCA prohibits a foreign CIS from soliciting investment in South 

Africa unless that CIS is approved to solicit investment in South Africa. A Joint 

Circular from the Registrars of CIS, Stock Exchanges and Financial Markets 

assists foreign CISs in determining what the Registrar considers to be 

solicitation or marketing. In essence, solicitation or marketing requires some 

positive action by the foreign CIS within the borders of South Africa. Where, for 

example, a South African resident (that is, not a domestic CIS) approaches the 

foreign CIS in a foreign jurisdiction where the foreign CIS carries on business, 

this is not regarded as marketing or solicitation. In this event, the South 

African investor would have had to have obtained Reserve Bank approval for 

the foreign investment. 

 

However, should a foreign CIS contract with a financial planner operating in 

South Africa who then recommends one of the foreign CIS’s portfolios to an 

investor, this would constitute marketing or solicitation and the foreign CIS 

would then have to be approved by the South African Registrar. Part of the 

requirements that have to be satisfied by the foreign CIS prior to the Registrar 

approving the foreign CIS being made available for investment in South Africa 

are the following: 

 

1. The foreign CIS must enter into a representative agreement with a 

domestic CIS Manager. 

2. The foreign CIS must be domiciled in a jurisdiction that has 

substantially the same regulatory standards or protections. 

3. The portfolios being marketed are of a similar structure and risk profile 

as those available domestically. 

 

In summary, foreign CISs have to be approved in terms of Section 65 when 

these foreign managers want to solicit investment in South Africa. Where 

solicitation or marketing is not conducted in South Africa and the investor 

approaches the foreign CIS directly, then the CIS does not have to be 

approved in South Africa and the portfolio does not have to comply with the 

investment parameters stipulated in Notice 1503. Where the South African 

investor is a domestic CIS, the manager has to ensure, in terms of CISCA 

Circular 7 of 2008 that it does not invest in foreign CIS portfolios that do not 

comply with Notice 1503. In terms of Circular 7, the trustees/custodians of the 

domestic CISs are required to monitor the foreign investments made by 

domestic CISs and ensure compliance with Notice 1503. 
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Summary 
 

 

CISCA and the Registrar of CISs do not provide guidelines in determining the 

different types of portfolios that may be found in the South African market. 

 

The ACI (as they then were) issued a Code on Fund Classification which 

classifies the respective portfolios. The Registrar and industry support these 

classifications. The Code on Fund Classification is therefore an important 

document and forms the basis against which portfolios are classified and 

compared. 

 

In this chapter, we dealt with some of the aspects contained in the Code on 

Fund Classification.  

 

Please bear in mind that ASISA is currently reviewing the Code on Fund 

Classification and amendments are expected in the near future. 
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Self-Assessment Questions 
 

1. The broad categories of portfolios are: 

a) domestic, foreign, international 

b) local, offshore, international 

c) domestic, foreign, worldwide 

d) domestic, international, worldwide 

 

2. Portfolios are further split into broad asset classes. These asset classes 

are: 

a) equity, real estate, fixed interest and asset allocation 

b) equity, fixed interest, asset allocation 

c) equity, bond, fixed interest, real estate 

d) equity, money market, fixed interest, asset allocation 

 

3. The equity growth portfolio seeks: 

a) maximum income within a short period of time 

b) capital appreciation by investing in large corporate entities 

c) capital appreciation by investing into growth companies 

d) none of the above 

 

4. Equity varied specialist portfolios invest in:  

a) a varied range of specialist companies in order to obtain 

maximum income appreciation 

b) a varied range of specialist companies in order to obtain 

maximum capital appreciation 

c) a varied range of specialist companies in order to obtain 

maximum capital and income appreciation 

d) none of the above 

 

5. Bond portfolios are:  

a) money market portfolios 

b) fixed interest portfolios 

c) equity portfolios 

d) none of the above 
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6. Foreign portfolios may only solicit investment in South Africa if: 

a) they have been approved for soliciting the portfolio in South 

Africa by their local Regulator 

b) they have been approved for marketing in South Africa by the 

South African Regulator 

c) they have sufficient foreign approval 

d) none of the above 

 

7. Domestic portfolios may invest in foreign portfolios provided that: 

a) the foreign portfolios are registered in terms of section 65 of 

CISCA 

b) the foreign portfolios regulatory framework is substantially 

similar to the regulatory framework in South Africa 

c) the domestic portfolio may invest in any foreign portfolio 

d) the foreign portfolio must hold a minimum of 10% AAA-rated 

bonds 

 

8. Money market portfolios seek: 

a) maximum interest with preservation of capital 

b) maximum dividends with preservation of capital 

c) maximum dividends and interest with preservation of capital 

d) none of the above 

 

9. Asset Allocation Targeted Absolute and Real Return portfolios are 

portfolios that: 

a) invest in a combination of equities to secure maximum returns 

b) invest in a combination of asset classes and seek to meet or 

exceed benchmark 

c) invest in a combination of asset classes and seek to match the 

short-term effective fixed interest rate 

d) seek to match the returns of the JSE Top 40 

 

10. Flexible portfolios are often: 

a) passively managed portfolios 

b) rebalanced twice-yearly 

c) aggressively managed portfolios 

d) none of the above 
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Self-Assessment Answers 
 

1. The broad categories of portfolios are: 

a) domestic, foreign, international 

b) local, offshore, international 

c) domestic, foreign, worldwide 

d) domestic, international, worldwide 

 

2. Portfolios are further split into broad asset classes. These asset classes 

are: 

a) equity, real estate, fixed interest and asset allocation 

b) equity, fixed interest, asset allocation 

c) equity, bond, fixed interest, real estate 

d) equity, money market, fixed interest, asset allocation 

 

3. The equity growth portfolio seeks: 

a) maximum income within a short period of time 

b) capital appreciation by investing in large corporate entities 

c) capital appreciation by investing into growth companies 

d) none of the above 

 

4. Equity varied specialist portfolios invest in:  

a) a varied range of specialist companies in order to obtain 

maximum income appreciation 

b) a varied range of specialist companies in order to obtain 

maximum capital appreciation 

c) a varied range of specialist companies in order to obtain 

maximum capital and income appreciation 

d) none of the above 

 

5. Bond portfolios are:  

a) money market portfolios 

b) fixed interest portfolios 

c) equity portfolios 

d) none of the above 
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6. Foreign portfolios may only solicit investment in South Africa if: 

a) they have been approved for soliciting the portfolio in South 

Africa by their local Regulator 

b) they have been approved for marketing in South Africa by the 

South African Regulator 

c) they have sufficient foreign approval  

d) none of the above 

 

7. Domestic portfolios may invest in foreign portfolios provided that: 

a) the foreign portfolios are registered in terms of section 65 of 

CISCA 

b) the foreign portfolios regulatory framework is substantially 

similar to the regulatory framework in South Africa 

c) the domestic portfolio may invest in any foreign portfolio 

d) the foreign portfolio must hold a minimum of 10% AAA-rated 

bonds 

 

8. Money market portfolios seek: 

a) maximum interest with preservation of capital 

b) maximum dividends with preservation of capital 

c) maximum dividends and interest with preservation of capital 

d) none of the above 

 

9. Asset Allocation Targeted Absolute and Real Return portfolios are 

portfolios that: 

a) invest in a combination of equities to secure maximum returns 

b) invest in a combination of asset classes and seek to meet or 

exceed benchmark 

c) invest in a combination of asset classes and seek to match the 

short-term effective fixed interest rate 

d) seek to match the returns of the JSE Top 40 

 

10. Flexible portfolios are often: 

a) passively managed portfolios 

b) rebalanced twice-yearly 

c) aggressively managed portfolios 

d) none of the above 
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Chapter 

9 
Structure and management of Collective 

Investment Schemes 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Describe the structure of a Collective Investment Scheme.

Describe the unique characteristics of a collective investment scheme, including 

but not limited to: 

 Transparency 

 Affordability 

 Tax Effectiveness 

 Liquidity. 

Differentiate between the different types of CIS portfolios (e.g. bonds vs. 

equities), including but not limited to: 

 Equity Funds 

 Income Funds 

 Bond Funds 

 Hedge Funds 

 Property Funds 

 Rand-Denominated Funds 

 Foreign Funds 

 Fund of Funds 

 Multi-Manager Funds. 

Differentiate between fund managers and their approaches. 
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Purpose 

 

In this chapter we discuss the structure of a CIS as well as the different types 

of CISs. We also deal with the different investment philosophies applied by 

some managers. 

 

9.1 STRUCTURE 
 

 

9.1.1 CISCA 

 

In terms of Section 1 of CISCA, a CIS can take several forms. ASISA defines a 

CIS as follows: 

 

“A collective investment scheme (previously known as a collective 

investment scheme) is a trust-based scheme that comprises a pool of 

assets that is managed by a collective investment scheme manager 

(previously known as the collective investment scheme management 

company) and is governed by the Collective Investment Schemes 

Control Act no 45 of 2002. Collective Investment Schemes (CIS) are a 

popular form of investment, and they are accessible to all. Each 

investor has a proportional stake in the CIS portfolio based on how 

much money he or she contributed. The word “unit” refers to the 

portion or part of the CIS portfolio that is owned by the investor. The 

trust enables financial experts to invest the money on behalf of the CIS 

investor. Collective Investment Schemes provide a relatively secure 

means of investing on the Stock Exchange, and other financial 

instruments. The sums of money that are exchanged on the Stock 

Exchange and in the money markets make them too pricey for most 

people. With a CIS, the money or funds from a group of investors are 

pooled or collected together to form a CIS portfolio” 
http://www.asisa.co.za/_docs/Chapter%201.pdf  

 

The various forms that a CIS can assume determine the structure of the CIS. 

The most common CIS form is a trust structure but CISCA also makes 

provision for an open-ended investment company. The trust structure consists 

of the following role-players: 
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You will note that the Registrar regulates the CIS manager and the trustee. In 

turn, the trustee monitors the manager for compliance with CISCA and 

subordinate legislation. The manager and the trustee enter into an agreement 

to form a trust (trust agreement). The trustee/custodian is also the registered 

holder of the assets in the portfolios. CIS managers often appoint an asset 

manager who has specific experience in a particular sector to manage the 

investments in the portfolio. Investors invest into the portfolio and not “into” 

the manager. 

 

On 21 September 2010, General Notice 910 (“GN 910”) was published. GN 910 

prescribed specific fit and proper requirements that have to be satisfied by the 

Manager. These requirements are: 

 

 

 

Investors 

 

Asset  

Manager  

Collective  

Investment  

Scheme  

Manager 
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or  
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Collective  

Investment  
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 Requirements relating to the Board composition. 

 Fit and Proper requirements for the directors of the Manager. 

 Operational requirements that the Manager has to satisfy. 

 Management and supervision requirements that the Manager needs to 

maintain. 

 Requirements related to internal policies and procedures, including risk 

management and the periodic evaluation of these procedures. 

 Complaints resolution. 
 

9.1.2  Different types of CIS 
 

Unit trusts 

 

As stated above, the most common CIS structure in South Africa is the trust 

structure. The primary reason for this trend is that the predecessor to CISCA 

was the Unit Trust Control Act of 1981. It is evident from the name that the 

latter Act regulated unit trust funds. These structures still remain a popular 

collective investment structures in the South African investment arena. CISCA 

defines a CIS as follows: 
 

“Collective investment scheme” means a scheme, in whatever form, 

including an open-ended investment company, in pursuance of which 

members of the public are invited or permitted to invest money or 

other assets in a portfolio, and in terms of which— 

 

a) two or more investors contribute money or other assets to and 

hold a participatory interest in a portfolio of the scheme 

through shares, units or any other form of participatory 

interest; and 

b) the investors share the risk and the benefit of investment in 

proportion to their participatory interest in a portfolio of a 

scheme or on any other basis determined in the deed, 

 

but not a collective investment scheme authorised by any other Act.“ 

 

This definition is wide enough to encompass the unit trust structure but also 

allows for various other formats, e.g. OEICs and participatory bonds 
 

Open-ended investment companies (OEICs) 

You will note from the definition of a CIS that provision is made for open-ended 

investment companies. This type of structure has not gained traction in the 
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South African investment industry. An open-ended investment company or 

OEIC (as it is commonly referred to) is defined in CISCA as: 

 

“’open-ended investment company’ means a company with an 

authorised share capital, which is structured in such a manner that it 

provides for the issuing of different classes of shares to investors, each 

class of share representing a separate portfolio with a distinct 

investment policy.” 

 

OEICs are registered companies that issue investors with shares as opposed to 

units issued by unit trust funds (that were registered as trusts). 

 

Participatory bonds 

 

Section 52 of CISCA defines CISs in participation bonds as follows: 

 

“’Collective investment scheme in participation bonds’ means a scheme 

of which the portfolio, subject to the provisions of this Act, consists 

mainly of assets in the form of participation bonds, and in pursuance of 

which members of the public are invited or permitted to acquire a 

participatory interest in all the participation bonds included in the 

scheme;” 

 

where participation bonds are defined as: 

 

“’participation bond’ means a mortgage bond over immovable 

property— 

 

a) which is described as a participation bond and is registered as 

such in the name of a nominee company and is included in a 

collective investment scheme in participation bonds; and 

b) which is a first mortgage bond or which ranks equally with 

another first participation bond and has the same mortgagor.” 

 

It is evident from these definitions that a CIS in participation bonds is a CIS 

portfolio that primarily invests in participation bonds. Participation bonds are 

mortgage bonds over immovable property. In terms of this structure, the 

investors invest with a nominee company who in turn provides mortgage bonds 

over the immovable property. This mortgage bond is a participation bond that 

the nominee company holds on behalf of the investors. Similar to the case of 
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unit trust funds, investors in participation bond CISs own a participatory 

interest in the portfolio commensurate to their investment in the portfolio. 

 

Collective investment schemes in property 

 

Section 47(1) of CISCA defines a CIS in property as a portfolio that consists of 

property shares, immovable property, and assets determined under Subsection 

(2) or any investment permitted under Section 49. 

 

Subsection (2) merely grants the Registrar the discretion to include any assets 

in these types of portfolios, i.e. the Registrar can hold that a CIS in property 

can include assets other than those referred to in the definition of a CIS in its 

portfolio. 

 

Section 49 of CISCA stipulates that a manager may invest in participatory 

interests of a foreign CIS in property provided that such foreign country has 

been allocated a sovereign rating by a rating agency provided that the rating 

and rating agency is determined by the Registrar. Where the foreign country 

has been rated by more than one rating agency then the lowest rating will 

apply. 

 

These portfolios invest primarily in fixed property and fixed property-related 

securities. Domestic CISs in property must be listed on an exchange. 

 

It is important to distinguish between a property equity CIS and a true CIS in 

property. The former is simply a CIS with investment based on its mandate to 

be predominantly in property shares listed on a stock exchange. By investing in 

a CIS in property (they are also referred to as “Property Unit Trust” or “PUTS”), 

the investor is in effect buying participatory interests in a range of property 

held by the CIS. Previously PUTS were not able to own property directly and 

were required to operate through fixed property companies; this has now been 

made possible with CISCA. By holding the property directly, the PUT is not 

subject to CGT on the sale of the property. 

 

Another important feature of a PUT is that they are closed-ended investment 

vehicles. In other words, the number of participatory interests or units remains 

constant. The effect of this is that the investor can buy only if there is another 

investor willing to sell his units. A further result of the fact that the PUT is 

closed-ended is that there is no obligation on the Manager to repurchase the 

units from the investor, making this form of CIS less liquid. 
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9.1.3  Unique characteristics of a CIS 

 

Transparency 

 

Industry bodies such as the Registrar, the erstwhile ACI and now ASISA, in 

cooperation with the Registrar, have instituted certain mechanisms aimed at 

providing greater clarity to investors investing in CISs. Examples of these 

mechanisms are the Total Expense Ratio (TER) and the health warning that 

informs investors that the value of their investments will fluctuate in line with 

market movements and that past performance is not an indicator for future 

performance. 

 

While these and similar mechanism go a long way to achieving greater 

transparency, many investors fail to read, or alternatively, fail to understand 

the true nature of the investment vehicle they are investing in nor the full 

extent of the costs that are associated with this type of investment (particularly 

those costs that are not included in the TER). 

 

The Consumer Protection Act of 2008 has substantial impact on CIS and other 

financial products and will result in transaction documents written in plain and 

simple language. 

 

Another important impact to consider is that disclosures will need to be made 

in a clear and understandable manner; the test of what constitutes a clear and 

understandable manner is what is clear and understandable to the ordinary 

man. 

 

In comparison with unregulated schemes where the risk of fraud and mal-

administration is greater, the CIS industry is highly regulated from various 

perspectives; from the Registrar, trustee and industry bodies. Investors are 

also able easily to monitor the performance of their investment daily through 

the media. 

 

Affordability 

 

Investment into CISs is reasonably affordable. 

 

Subject to the product rules of a particular CIS, most CISs accept a minimum 

investment amount of R150. Investment into CISs therefore exposes persons 

to investments that they, in the ordinary course, would not have been able to 

invest in. 
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Tax efficiency 

 

Participatory interests in CISs are capital assets and a disposal of these 

participatory interests trigger a capital gains tax event. In essence, any capital 

growth realised when disposing of these participatory interests will be subject 

to capital gains tax. Currently, a natural person investor would qualify for a 

capital gains tax exemption of R17 500. 

 

Income received by the CIS and distributed to investors will be subject to 

income tax as interest or dividends. Furthermore any income distributed to 

natural persons who are investors will be subject to the normal tax rules. 

Natural persons enjoy an interest exemption of R22 300 (under the age of 65) 

and R32 000 (over the age of 65). Domestic dividends are currently not 

taxable in the hands of the investor. 

 

Liquidity 

 

CISs are extremely liquid. In terms of Section 2 of Schedule 1 to CISCA which 

deals with CIS in Securities, a manager may not refuse to repurchase the 

participatory interests from an investor. Section 2 requires that the deed 

compel the manager to repurchase any participatory interests offered to it.  

 

In exceptional circumstances, in order to protect the interests of the remaining 

investors in the portfolio, the Manager may suspend the repurchase of 

participatory interests, i.e. the Manager may ring-fence certain assets in the 

portfolio. 

 

9.2 TYPES OF CIS PORTFOLIOS (E.G. BONDS VS EQUITIES) 
 

 

As stated above, the erstwhile ACI issued a Code of Practice: Fund 

Classification for South African Regulated Collective Investments Portfolios 

(“the Code”). This Code provides for different classes of portfolios based on the 

nature or type of underlying assets held in the portfolio. The Code also 

provides a brief description of the various classes of portfolios. Below please 

find descriptions of some of the portfolios dealt with in the Code. 

 

9.2.1 Equity portfolios 

 

Equity portfolios (and you will note that there are several classes) are portfolios 

that primarily invest in equities. In most instances, these equities are listed on 
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an exchange. Equities fluctuate in line with market movements and therefore 

the value of the participatory interests in the portfolio fluctuates in line with the 

underlying asset values. This portfolio would retain a portion in cash or near 

cash investments to cater for the redemption of units. 

 

9.2.2 Income portfolios 

 

This sub-class of portfolio falls within the Fixed Interest class of portfolios. 

These portfolios invest in bonds, fixed deposits and other interest-earning 

securities which have a fixed maturity date and either have a predetermined 

cash flow profile or are linked to benchmark yields, excluding any equities. To 

provide relative capital stability, the average modified duration of the 

underlying assets is limited to a maximum of two years. These portfolios are 

less volatile and are characterised by a regular and high level of income. 

 

9.2.3 Bond portfolios 

 

This sub-class of portfolio also falls within the Fixed Interest class of portfolios. 

These portfolios invest in bonds, fixed deposits and other interest-bearing 

securities. These portfolios may invest in short, intermediate and long-dated 

securities. The composition of the underlying investments is actively managed 

and will change over time to reflect the manager’s assessment in interest rate 

trends. These portfolios offer the potential for capital growth, together with a 

regular and high level of income. 

 

9.2.4 Hedge funds 

 

Unlike the portfolios mentioned above, Hedge funds are not portfolios that are 

classified in terms of the underlying asset classes. Hedge funds are portfolios 

where the asset manager employs the strategy of hedging in order to gain 

maximum profit. This strategy (you will note from the formal definition below) 

means that the portfolio could lose more value than its aggregate market value 

at the time of hedging.  

 

The hedge fund manager usually invests in derivative instruments. A derivative 

instrument is one that derives its value from another asset; in itself it has no 

value. Fund managers use derivatives for two main reasons: 

 

1. They allow asset managers to make gains even in a declining market; 

2. They allow asset managers to hedge their positions, in other words to 

reduce a specific risk by taking an opposite position in another market. 
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The asset manager of a CIS portfolio is limited in the use of derivative 

instruments and is allowed to use them only for hedging purposes and not 

speculatively. 

 

You will note from these definitions that the distinguishing factor between a 

hedge fund and another portfolio relates to the investment strategy employed 

by the manager as opposed to the class of assets held in the portfolio. 

 

9.2.5 Property portfolios 

 

These are CISs that primarily invest in property-related assets and are listed 

by the ACI in the Real Estate Class. The Code describes these portfolios as 

portfolios that invest in listed property shares, collective investment schemes 

in property and property loan stock. The objective of these portfolios is to 

provide high levels of income and long-term capital appreciation. Due to 

liquidity constraints in the Real Estate Sector on the exchange these portfolios 

must maintain a minimum effective exposure to real estate securities of 50% 

and may include other high-yielding fixed interest and other securities from 

time to time. 

 

Property companies – These companies are not CISs but ordinary companies in 

the wider property business, e.g. property developers, letting agencies, etc. 

 

Property Unit Trusts – This is a CIS – already discussed above. 

 

Property Loan Stock Companies – These are not CISs but companies that use 

special linked units to finance the purchase of property portfolios. 

 
[Source: Profile’s Unit Trust & Collective Investment Schemes – September 2010] 

 

9.2.6 Rand-denominated portfolios 

 

A perception exists that the issue of rand-denominated portfolios only are 

available in South Africa. This perception is incorrect as a portfolio may, 

subject to regulatory approval, select the currency in which it will be 

denominated. It is therefore possible for a foreign portfolio to be denominated 

in rands. In this instance the value of the portfolio would, in addition to the 

value of the underlying assets, be linked to the value of the rand and additional 

risk would attach to the investment should the investment have to be 

converted into another currency (being the base currency of the investor). 
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Rand-denominated portfolios are primarily available in South Africa. This issue 

also becomes important when investors consider avenues for investment into 

foreign jurisdictions. Currently the popular view is that two (2) broad avenues 

exist that provide investors exposure to investment in a foreign jurisdiction. 

These avenues are the following: 

 

1. The investor can invest in a foreign CIS. This would mean that the 

investor would have to obtain South African Reserve Bank approval for 

the investment outside South Africa and the amount of the investment 

must be less than the investor’s foreign investment allowance. This 

investment amount would (where the portfolio is not a foreign rand-

denominated portfolio) be converted into the base currency of the 

portfolio prior to investment. A foreign exchange dealer would have to 

be employed to convert the rands to the foreign base currency. 

2. The investor can invest in a domestic investment vehicle that invests 

into foreign assets, e.g. that invests in foreign CISs or other assets. In 

this event the investor does not require South African Reserve Bank 

approval as the investment is into a domestic portfolio which would, in 

all probability be denominated in rands. No foreign currency conversion 

would be required. 

 

9.2.7 Foreign Funds 

 

As stated above, foreign funds may be marketed to South African investors 

provided that they comply with the requirements of Section 65 of CISCA. These 

portfolios may then solicit investments from South African investors. Where 

these portfolios are not hosted in South Africa (no Section 65 approval) then 

individual (retail) investors may still invest into these portfolios directly. 

Foreign exchange approval would be required in this instance. Where domestic 

portfolios want to invest in foreign portfolios, the foreign portfolios must satisfy 

the requirements specified by the Registrar. These requirements include 

compliance with the investment restrictions listed in Notice 1503 and that the 

regulatory environment must be substantially the same as the regulatory 

environment in South Africa. 

 

9.2.8 Fund of funds 

 

A fund of funds is defined in Chapter V of Notice 1503 as: 

 

“For the purposes of this Chapter, a ‘fund of funds’ means a portfolio 

that, apart from assets in liquid form, consists solely of participatory 

interests, whether listed on an exchange or not, in portfolios of 
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collective investment schemes other than collective investment 

schemes in participation bonds.” 

 

A fund of funds may therefore not own other assets such as listed equities, etc. 

The fund of funds must invest in a minimum of two underlying CIS portfolios 

and may not invest in CISs in participation bonds. 

 

Other investment restrictions are stipulated in Chapter V of Notice 1503. These 

restrictions are: 

 

a) “The investment in participatory interests by a fund of funds, must 

consist of participatory interests in not less than two other portfolios: 

Provided that the investment in any one portfolio may not exceed 75 

per cent of the market value of the fund of funds. 

b) The limit determined in subparagraph (a) may be exceeded only if the 

excess is due to appreciation or depreciation of the value of the 

underlying participatory interests constituting the portfolio: Provided 

that a manager may not, for as long as the excess continues, purchase 

any further participatory interests. 

c) A fund of funds may only invest in participatory interests issued by a 

fund of funds of which at least 85 per cent of the value of the latter 

funds’ portfolio is held in participatory interests outside the Republic: 

Provided that such fund of funds does not hold participatory interests 

issued by the first-mentioned fund of funds or another fund of funds. 

d) A fund of funds may only invest in participatory interests issued by a 

feeder fund of which at least 85 per cent of the value of the latter 

funds’ portfolio is held in assets outside the Republic. 

e) If a manager contravenes the proviso to paragraph 22(c) through no 

fault of its own, the manager concerned must, if such contravention is 

not rectified within 30 days of the date on which it becomes aware of 

the contravention, submit a detailed plan setting out measures to 

rectify the position to the registrar, for approval.  

f) The investment objectives of a fund of funds must clearly specify the 

nature of the participatory interests comprising such fund.  

g) If a manager of a fund of funds includes in such fund participatory 

interests of the portfolios referred to in subparagraphs (a) and (c) of a 

foreign collective investment scheme (“underlying portfolios”), it must 

satisfy the registrar that such participatory interests have a risk profile 

which is not significantly higher than the risk profile of other underlying 

securities which may be included in terms of the Act in a similar 

portfolio other than a fund of funds: Provided that –  
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i. at least 90 per cent of the interest-bearing instruments 

included in an underlying portfolio is assigned a credit rating of 

“investment grade” on the international rating scale by a rating 

agency; 

ii. borrowing of money must be limited to 10 per cent of the 

market value of an underlying portfolio and the money 

borrowed may only be used for the redemption of participatory 

interests; 

iii. the underlying portfolio does not include unlisted derivative 

instruments or have any uncovered exposures: Provided that 

such portfolio may include unlisted forward currency, interest 

rate or exchange rate swap transactions where the inclusion of 

such transactions is only unitised for efficient portfolio 

management; 

iv. the underlying portfolio does not gear or leverage. 

h) If a manager of a fund of funds includes participatory interests of a 

foreign feeder fund in such portfolio, that feeder fund may not have 

invested in another feeder fund or a fund of funds. 

i) For the purposes of this, the value of a participatory interest held by 

one portfolio in another must be calculated by reference to the lesser of 

the repurchase price or the net asset value of the relevant participatory 

interest, at the close of business on the previous day on which a 

repurchase price was calculated.” 

 

The fund of funds concept provides the investor with the benefit of investing 

into a basket of investments that the manager believes appropriate in order for 

the fund of funds to meet its benchmark return. The manager will also make a 

decision as to the appropriate percentage holdings that each underlying 

portfolio (normally asset allocation portfolios) should hold relative to the overall 

value of the fund of funds portfolio. The investor who invests into a fund of 

funds CIS would own participatory interests in the fund of funds and not the 

underlying portfolios. 

 

9.2.9 Multi-manager funds 

 

A multi-manager CIS is where the manager decides on the optimal asset 

allocation for the portfolio. The manager then selects the best (in the 

manager’s view) specialist managers to manage specific asset classes in the 

portfolio in order to target the best return. An example of this type of structure 

is where a fund of funds manager selects underlying managers to manage the 

manager’s underlying portfolios or where the manager selects external 

portfolios based on the manager’s performance of that underlying portfolio. 
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9.3 DIFFERENTIATE BETWEEN FUND AND MANAGERS AND THEIR 

APPROACHES 
 

 

Currently managers are distinguished in three broad categories, namely, value 

managers, growth managers and market-orientated managers. These three 

categories of managers follow different investment philosophies and hold 

assets for different reasons. 

 

9.3.1 Value managers 

 

These managers try to determine the true value of a share relative to what the 

share is currently trading at. These managers will invest in these shares if they 

hold the view that these shares are undervalued and that the value will grow to 

the correct level in the near future. 

 

9.3.2 Growth managers 

 

These managers take a view on what they believe the future performance of a 

share will be relative to its peers. In essence, they are less concerned about its 

current value and are more concerned about whether the share will outperform 

the market. 

 

9.3.3 Market-orientated managers 

 

Market-orientated managers will change their investment approach depending 

on market conditions, i.e. what they perceive the needs of their clients are 

going to be. These types of managers seek to develop a range of portfolios that 

have characteristics similar to their broad target market. 

 

9.4   MANAGEMENT OF COLLECTIVE INVESTMENT SCHEME 

PORTFOLIOS  
 

 
 

The manager has the overall responsibility of managing the Collective 

Investment Scheme and its portfolios. From a legal perspective, the portfolios 

are not separate legal entities. The manager, being a registered company, 

must ensure that it has its own board of directors and management structures, 

such as a chief executive officer, executive committee, department heads or 

managers, etc. 
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In addition to the aforesaid, the manager (via internal departments) should 

perform the following functions: 

 
 Finance Department: 

– Fund accounting – performing accounting function for each 

portfolio. 

– Company accounting – performing accounting function for the 

company. 

– Pricing and valuation of participatory interests in the portfolio 

on a daily basis. 

 Asset management function: 

– Analysts 

– Trader activity 

– Insider trading protection 

– Fund mandates and appropriate benchmarks 

– Fund fact sheets. 

 Internal Administration Department: 

– Existing business/business as usual needs 

– New business 

– Repurchases 

– Non-standard transactions 

– Switches. 

 External Administration: 

– Management of unit registry. 

 Sales Department: 

– Internal Representative Department 

– External Broker Relationship Department 

– Institutional Relationship Department. 

 Call Centre: 

– Client relations – managing existing clients’ needs. 

– Product marketing. 

 Marketing: 

– Institute marketing initiatives that raise the profile of the 

manager and bring the CIS portfolios to the attention of the 

public. 

 Compliance and Risk Management Department: 

– Ensure compliance with governing legislation. 

– Ensure that risks are managed by the manager. 

 New Product Development: 

– Develop new products that meet target market needs. 
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The manager may elect to outsource some of these functions to outsourced 

service providers from time to time. 

 

Summary 
 

In this chapter, we dealt with some forms that a CIS may take. 

 

We also touched on the different manager styles found in the investment 

arena. 

 

Self-Assessment Questions 
 

1. A CIS may take the form of: 

a) an open-ended investment company 

b) a long-term insurance portfolio 

c) a close corporation 

d) none of the above 

 

2. Currently, the most common type of CIS is: 

a) a company 

b) an open-ended investment company 

c) a trust structure 

d) a close corporation 

 

3. A CIS portfolio in Participation Bonds is a: 

a) portfolio that invests primarily in Participation Bonds 

b) portfolio that invests primarily in bonds issued by large 

corporates 

c) portfolio that invests primarily in bonds issued by the South 

African Reserve Bank 

d) none of the above 

 

4. A CIS portfolio in Property must: 

a) solely invest in fixed property 

b) be listed on an exchange 

c) invest in fixed property outside South Africa 

d) invest in portfolios that invest in fixed property 

 

  



 
© Section 8 INSETA – 11a                    139 

5. Income portfolios are portfolios that: 

a) fall within the equity class of portfolios 

b) fall within the real estate class of portfolios 

c) fall within the fixed interest class of portfolios 

d) none of the above 

 

6. Income portfolios primarily invest in:  

a) equities and real estate 

b) bonds, fixed interest deposits and other interest-bearing 

securities 

c) offshore portfolios in property 

d) domestic portfolios in property 

 

7. Rand-denominated portfolios are portfolios: 

a) that only consist of South African underlying assets 

b) that are registered in South Africa but marketed outside South 

Africa 

c) that have a base currency in South African Rand 

d) none of the above 

 

8. A Fund of Funds is a CIS portfolio that: 

a) invests in another portfolio 

b) invests in a minimum of two underlying portfolios that are not 

funds of funds 

c) invests in a minimum of four underlying portfolios that are not 

funds of funds 

d) invests in unit trusts as opposed to CIS portfolios 

 

9. A Feeder Fund is a portfolio that:  

a) may only invest in one underlying portfolio 

b) invests in a minimum of two underlying portfolios 

c) must invest in foreign portfolios 

d) none of the above 

 

10. A Feeder Fund may: 

a) not invest in a foreign portfolio 

b) not invest in another Feeder Fund or Fund of Funds 

c) not invest in assets in liquid form 

d) not invest in assets unless those assets are listed on any 

exchange 
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Self-Assessment Answers 
 

1. A CIS may take the form of: 

a) an open-ended investment company 

b) a long-term insurance portfolio 

c) a close corporation 

d) none of the above 

 

2. Currently, the most common type of CIS is: 

a) a company 

b) an open-ended investment company 

c) a trust structure 

d) a close corporation 

 

3. A CIS portfolio in Participation Bonds is a: 

a) portfolio that invests primarily in Participation Bonds 

b) portfolio that invests primarily in bonds issued by large 

corporates 

c) portfolio that invests primarily in bonds issued by the South 

African Reserve Bank 

d) none of the above 

 

4. A CIS portfolio in Property must: 

a) solely invest in fixed property 

b) be listed on an exchange 

c) invest in fixed property outside South Africa 

d) invest in portfolios that invest in fixed property 

 

5. Income portfolios are portfolios that: 

a) fall within the equity class of portfolios 

b) fall within the real estate class of portfolios 

c) fall within the fixed interest class of portfolios 

d) none of the above 

 

6. Income portfolios primarily invest in:  

a) equities and real estate 

b) bonds, fixed interest deposits and other interest-bearing 

securities 

c) offshore portfolios in property 

d) domestic portfolios in property 
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7. Rand-denominated portfolios are portfolios: 

a) that only consist of South African underlying assets 

b) that are registered in South Africa but marketed outside South 

Africa 

c) that have a base currency in South African Rand 

d) none of the above 

 

8. A Fund of Funds is a CIS portfolio that: 

a) invests in another portfolio 

b) invests in a minimum of two underlying portfolios that are not 

funds of funds 

c) invests in a minimum of four underlying portfolios that are not 

funds of funds 

d) invests in unit trusts as opposed to CIS portfolios 

 

9. A Feeder Fund is a portfolio that:  

a) may only invest in one underlying portfolio 

b) invests in a minimum of two underlying portfolios 

c) must invest in foreign portfolios 

d) none of the above 

 

10. A Feeder Fund may: 

a) not invest in a foreign portfolio 

b) invest in another Feeder Fund or Fund of Funds 

c) not invest in assets in liquid form 

d) not invest in assets unless those assets are listed on any 

exchange 
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Chapter 

10 
 

Costs associated with Collective Investment 

Schemes 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Discuss the initial and ongoing costs involved in Collective Investment Schemes,

including: 

 Initial fees 

 Brokerage fees 

 Annual service fees 

 VAT 

 Portfolio Charges 

 Switching Costs 

 Trailer Fees. 

Explain the tax implications involved in Collective Investment Schemes,

including Capital Gains Tax. 

Differentiate between the different types of transactions in a collective 

investment scheme portfolio. 

Explain the processing implications related to collective investment scheme 

transactions (e.g. valuation, pricing). 

Discuss the costs involved with the various collective investment scheme 

transactions. 
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Purpose 

 

In this chapter we deal with the various costs and taxes associated with a 

Collective Investment Scheme portfolio.  

 

10.1 COSTS 
 

 

The costs associated with an investment are a key factor in the ultimate 

performance of the investment. A cost even as small as 0.5% can have a 

significant impact, especially over the longer term. Advisers should therefore 

have a clear understanding of the nature of costs and know when and where to 

challenge for lower rates in the interests of their clients. Even within the 

Collective Investment Schemes environment where cost transparency is 

relatively high, certain costs may go unnoticed to the untrained eye. 

 

10.1.1 Initial fees 

 

Initial fees are those fees that are deducted from the investment amount at 

inception of the investment or ad hoc contribution to an investment. These fees 

consist of the initial adviser fee, administration costs associated with giving 

effect to the new application or ad hoc investment (i.e. the staffing and 

systems costs associated with making a new investment or adding to an 

existing investment) and marketing costs. Often these fees are reduced by the 

manager when the investment amount is large. 

 

Under the Unit Trust Control Act, the initial charge was regulated. CISCA 

currently does not regulate this initial fee. Consequently there are two types of 

initial fees prevalent in the investment industry. 

 

The initial charge that may be charged by an Administrative FSP should also be 

noted. Although this fee may not directly relate to the CIS, this charge has an 

impact on the net investment return to the investor. Most Administrative FSPs 

are, however, able to negotiate lower initial charges at the Collective 

Investment Scheme level. The simple fact is that the adviser and the client 

need to be aware of the possibility of this potential extra layer of initial fees; 

only then will they be able to make an informed decision on the suitability of 

the investment. 

 

 



 
© Section 8 INSETA – 11a                    145 

10.1.2 Annual service fees 
 

Section 93 of CISCA permits the manager to charge an agreed-upon service 

fee. In essence, the investor has to agree to pay the service fee. This consent 

is normally contained in the application form. Service charges are normally 

quoted annually as a percentage of the portfolio calculated daily and accrued 

monthly. Advisers and clients have to note that this fee is not regulated under 

CISCA. 

 

10.1.3 Portfolio fees 

 

VAT 

 

Section 93 of CISCA permits the manager to deduct from the value of the 

portfolio all VAT payable as a result of buying or selling securities in the 

portfolio. 

 

Other fees 

 

Section 93 of CISCA also allows the manager to deduct other portfolio charges 

from the portfolio. Examples of these portfolio charges are auditors’ fees, bank 

charges, trustee and custodian fees and other levies or taxes. 

 

10.1.4 Transaction costs 

 

Switch fee 

 

An administrative fee called a switch fee is normally charged by the manager 

when an investor switches an investment from one portfolio to another. This 

fee is raised in relation to the administration necessary to disinvest the investor 

from one portfolio and to invest the investor into another portfolio. It may also 

occur that the manager raises an initial fee. Depending on the nature of the 

financial product (“wrapper”) invested in, the switch may also qualify as a 

disposal for capital gains tax purposes. By way of example, should the investor 

be invested in portfolio (direct CIS investor), the switch would raise a capital 

gains tax event. However, should the investor be invested in a portfolio 

through a linked retirement fund, the disposal would not be subject to capital 

gains tax. 

 

In certain instances, Administrative FSPs market their services on the basis of 

zero switching fees. In this instance: 
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 The switching fee may very well exist under the CIS structure. 

 There may be an initial fee involved at either the Administrative FSP 

level or the CIS level. In this instance, the switch would take the form 

of a disinvestment from one portfolio (e.g. Money Market portfolio) and 

an initial investment in the other portfolio invested in (e.g. Equity 

portfolio which traditionally has a higher initial fee). There could even 

be a fee at both levels, making the investment much more expensive 

and ultimately eroding the net investment return to the portfolio. 

 

Withdrawal fees 

Certain portfolios also charge an administrative charge when the investor 

disinvests from the portfolio. 

 

10.1.5 Trailer fees 

 

These are fees paid to the financial adviser for providing the client with ongoing 

advice and services relating to the investor’s investment. This fee is normally 

deducted from the portfolio through the sale of participatory interests. It is 

suggested that the client be made aware of the impact of the initial fee, 

particularly where the Administrative FSP, on the face of it, seems to be quite 

low in costs due to their being able to negotiate very low initial charges at the 

CIS level, zero initial charges at the Administrative FSP level itself, BUT quite 

high ongoing fees. The impact of this ongoing fee, usually expressed as a 

percentage of the investment value, could have a much more significant impact 

on the ultimate performance of the investment than in the case of initial 

charges. 

 

10.1.6 Tax implications involved in CISs including capital gains tax 

 

Essentially, a Collective Investment Scheme portfolio can have three taxable 

instances. Typically the portfolio experiences capital growth (the value of the 

participatory interests increases due to the fact that the value of the underlying 

assets increases), receives dividends or interest. 

 

The capital growth experienced in the portfolio will be subject to capital gains 

tax when a capital gains tax event occurs, e.g. disposal of the participatory 

interests, death, etc. The maximum capital gains tax rate applicable to natural 

persons is 10%. The maximum capital gains tax payable by companies is 14%. 

Natural persons also qualify for an annual exclusion of capital gains tax of 

R20 000 or R200 000 during the year of death. Currently dividends from South 

African companies are not subject to tax in the hands of the investor. Natural 
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persons also enjoy an interest exemption of R22 800 if under the age of 65 or 

R33 000 if 65 years or older. 
 

Where one portfolio holds participatory interests in another portfolio, the 

disposal/sale of the second portfolio’s participatory interests does not 

constitute a CGT event for the end investor. 
 

10.1.7 Different types of transactions in a Collective Investment Scheme 

portfolio 
 

There are essentially four types of transactions that a client can effect when 

invested/investing in a Collective Investment Scheme. These transactions are: 
 

1.        A new investment application   

 Through the conclusion of this transaction, the client establishes a 

contractual relationship with the Collective Investment Scheme. The 

successful conclusion of this transaction results in both the client and 

the manager receiving rights and incurring obligations. New 

investments are normally associated with initial administration and 

advice fees. 

2.        A withdrawal  

 This transaction results in the client wholly or partially disinvesting his 

investment. This transaction would constitute a disposal for capital 

gains tax purposes and may result in capital gains tax being payable 

(where the client has experienced a capital gain). In certain instances, 

a withdrawal administration fee may be payable. In the case of a full 

disinvestment, the client is terminating the contractual relationship 

with the manager. 

3.        A switch from one portfolio to another   

 This transaction results in the client withdrawing from one CIS portfolio 

and investing in another CIS portfolio. From a fees perspective, the 

manager may levy an administration fee on the exit from the first 

portfolio and a new instruction fee in respect of the investment into the 

new portfolio (this will differ from manager to manager). Where the 

client is directly invested into a portfolio, the switch to another portfolio 

will be regarded in law as the disinvestment from the first portfolio 

(with an accrual to the investor) and an investment into a new 

portfolio. Where the client has experienced a capital gain, the switch 

will be a disposal and capital gains tax will be payable. In the instances 

where the client has invested into the portfolio through another 

financial product, the capital gains tax implication is dependent on the 

rules relating to that financial product. 
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4.        A unit transfer from the client to another person   

 In certain instances, the manager may allow the transfer of 

participatory interests from one person to another person. This often 

occurs in the case where a beneficiary of a deceased estate becomes 

the new owner of the investment or the parties’ divorce order 

stipulates that the ex-spouse will become the new owner. In order to 

avoid the client’s investment being “out of the market” for a period of 

time, i.e. to ensure that the investment remains invested in the 

market, the parties may agree that the participatory interests remain 

invested in the market but that the ownership of those participatory 

interests be transferred to the new owner. The manager may elect to 

charge an administration fee and may also curtail the circumstances 

under which a “unit transfer” will be allowed. 

 

Each of these transactions has different legal and cost implications and it is 

prudent for the client and financial adviser to know or be informed about these 

implications. 

 

Summary 
 

 

In this chapter, we briefly looked at the costs and taxes associated with 

investing in a CIS. We also considered initial and trailer fees payable to the 

financial adviser and other parties. 

 

Finally, we considered the types of transactions that could be processed by a 

CIS. 
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Self-Assessment Questions 
 

1. Initial fees are those fees payable at inception of the investment to: 

a) the Manager  

b) the Registrar  

c) the financial advisor  

d) a) and c) above  

 

2. Brokerage fees are those fees payable to: 

a) the financial adviser for ongoing advice provided 

b) the underlying broker for conducting trades 

c) the CIS for ongoing services rendered 

d) the trustee for holding the securities in trust 

 

3. Annual service fees are those fees payable to: 

a) the financial adviser for providing ongoing advice 

b) the trustee for providing ongoing trustee services 

c) the Registrar 

d) the CIS for the services it renders 

 

4. Portfolio charges do not include: 

a) brokerage fees 

b) trailer fees 

c) VAT 

d) auditors’ fees 

 

5. Participatory interests in CISs are capital assets and disposal of the 

participatory interests is: 

a) an Income Tax event 

b) a Capital Gains Tax event 

c) a VAT event 

d) a Donations Tax event 

 

6. When disposing of participatory interests in CISs: 

a) the amount realised from the sale is subject to Capital Gains 

Tax 

b) the amount realised from the sale is subject to Income Tax  

c) the amount realised from the sale is subject to Capital Gains 

Tax and VAT 

d) none of the above 
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7. The different types of transactions that can be requested by a client: 

a) new investment, withdrawal, switch and unit transfer 

b) new investment, withdrawal, switch and sale of underlying 

asset 

c) new investment, withdrawal, switch and beneficiary nomination 

d) none of the above 

 

8. Trailer fees must: 

a) be disclosed annually to the client in writing 

b) be disclosed six-monthly to the client in writing 

c) be disclosed quarterly to the client in writing 

d) none of the above 

 

9. The following transactions will be a Capital Gains Tax event: 

a) withdrawals, switches and ad hoc investment 

b) withdrawals, switches and unit transfers 

c) new investments, withdrawals 

d) switches and unit transfers 

 

10. Distributions primarily consist of: 

a) dividends and interest 

b) dividends, interest and rental 

c) dividends 

d) interest 
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Self-Assessment Answers 
 

1. Initial fees are those fees payable at inception of the investment to: 

a) the Manager  

b) the Registrar  

c) the financial advisor  

d) a) and c) above  

 

2. Brokerage fees are those fees payable to: 

a) the financial adviser for ongoing advice provided 

b) the underlying broker for conducting trades 

c) the CIS for ongoing services rendered 

d) the trustee for holding the securities in trust 

 

3. Annual service fees are those fees payable to: 

a) the financial adviser for providing ongoing advice 

b) the trustee for providing ongoing trustee services 

c) the Registrar 

d) the CIS for the services it renders 

 

4. Portfolio charges do not include: 

a) brokerage fees 

b) trailer fees 

c) VAT 

d) auditor’s fees 

 

5. Participatory interests in CISs are capital assets and disposal of the 

participatory interests is: 

a) an Income Tax event 

b) a Capital Gains Tax event 

c) a VAT event 

d) a Donations Tax event 

 

6. When disposing of participatory interests in CISs: 

a) the amount realised from the sale is subject to Capital Gains 

Tax 

b) the amount realised from the sale is subject to Income Tax  

c) the amount realised from the sale is subject to Capital Gains 

Tax and VAT 

d) none of the above 



  
152                                                                                                       © Section 8 INSETA – 11a  

7. The different types of transactions that can be requested by a client: 

a) new investment, withdrawal, switch and unit transfer 

b) new investment, withdrawal, switch and sale of underlying 

asset 

c) new investment, withdrawal, switch and beneficiary nomination 

d) none of the above 

 

8. Trailer fees must: 

a) be disclosed annually to the client in writing 

b) be disclosed six-monthly to the client in writing 

c) be disclosed quarterly to the client in writing 

d) none of the above 

 

9. The following transactions will be a Capital Gains Tax event: 

a) withdrawals, switches and ad hoc investments  

b) withdrawals, switches and unit transfers 

c) new investments, withdrawals 

d) switches and unit transfers 

 

10. Distributions primarily consist of: 

a) dividends and interest 

b) dividends, interest and rental 

c) dividends 

d) interest 
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Chapter 

11 
How collective investment schemes are 

reported in the media 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Indicate how collective investment schemes are reported in the media, including 

but not limited to: 

 NAV 

 Yield 

 Price 

 Total Expense Ratios (TER) 

 Value and Distributions 

 Performance. 

Explain the concept of historical performance.
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Purpose 

 

In this chapter we attempt to highlight the different aspects of a CIS portfolio 

that is reported in the various newspapers. 

 

11.1 ITEMS REPORTED ON 
 

 

The ASISA Code of Practice on Advertising (“COP Advertising”) prescribes 

broad principles that should be applied by all managers when reporting on 

pricing and performance. These principles are that they are decent, honest, 

legal and truthful. These broad principles further relate to the disclosure of 

prices and performance and prescribe that this reporting must be: 

 

a) Fair; 

b) Consistent; 

c) Transparent; 

d) Accurate; and  

e) Compliant with international best practice standards where 

appropriate. 

 

These principles find general application across the industry and provide the 

client with a measure with which to compare different portfolios and manager 

performance.  Most of the disclosures dealt with below are found in portfolio 

fund fact sheets, and financial advisers and clients are advised to consult 

these fact sheets prior to investing or advising clients to invest. 

 

The COP Advertising can be downloaded from:   

http://www.asisa.org.za/images/stories/Codes%20of%20Practice/CoP%20Fo

r%20Advertising%20of%20CIS%20in%20Securities,%2016%20September%

202008.pdf 

 

11.1.1 NAV 

 

In terms of Section 94 of CISCA, a manager must price the participatory 

interests in a portfolio by using the net asset value or NAV (as it is commonly 

known) of the portfolio. The NAV is the value of the assets in the portfolio 

less charges and taxes divided by the amount of participatory interests issued 

in the portfolio. The “ACI Guideline: Disclosure of information prior to 

transacting with a unit trust investor” defines the NAV as follows: 
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“Net asset value can be defined as the total market value of all assets 

in the unit portfolio including any income accruals and less any 

permissible deductions from the portfolio divided by the number of 

units in issue.” 

 

The COP Advertising goes further to prescribe, in respect of retail funds, that 

the manager, third party funds and LISPs must publish performance figures 

on the NAV-NAV basis. 

 

11.1.2 Yield 

 

Yield is broadly defined as the amount of returns (excluding fluctuations in 

the value of the security) that an investor receives from an investment, i.e. 

the return on investing in a security. The COP Advertising stipulates that no 

portfolio, other than in the case of money market and fixed interest 

portfolios, may be advertised in such a manner as to imply that investments 

will yield an attractive return over terms shorter than three years. 

 

In the case of rand-denominated money market portfolios, the COP 

Advertising prescribes that the following clause be used. 

 

“The total return to the investor is primarily made up of interest 

received but, may also include any gain or loss made on any 

particular instrument. In most cases this will merely have the effect 

of increasing or decreasing the daily yield, but in an extreme case it 

can have the effect of reducing the capital value of the fund. The 

value of participatory interests may go down as well as up and past 

performance is not necessarily a guide to the future. A schedule of 

fees and charges and maximum commissions is available on request 

from the company/scheme. Commission and incentives may be paid 

and if so, would be included in the overall costs. CIS can engage in 

borrowing and scrip lending. Fluctuations or movements in exchange 

rates may cause the value of underlying international investments to 

go up or down.” 

 

11.1.3 Price 

 

Section 4.8 of the COP Advertising requires all members of the erstwhile ACI 

to publish their prices and performance figures in accordance with the 

requirements as contained in the Pricing and Valuation Standard. The COP 

Advertising was adopted by ASISA, which means that the members of ASISA 

have to comply with this requirement. 
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The Pricing and Valuation Standard can be downloaded from the ASISA 

Website at the following address: 
 

http://www.asisa.org.za/images/stories/CIS%20Standards/CIS%20Standard,

%20Pricing%20and%20Valuation,%201%20November%202008.pdf  
 

As is evident from the title, this standard prescribes the principles that should 

be applied when publishing pricing and valuation information relating to a 

portfolio. Please consult this document. 
 

11.1.4 Total Expense Ratio (TER) 
 

Once again a Code governs the calculation and publication of this ratio. In 

essence, what the ratio seeks to achieve, is to place the investor in a position 

to make an informed decision about whether to invest in a particular 

portfolio. The TER represents the amount of asset in the portfolio that has 

been sold to pay for the management expenses incurred in the portfolio. 

Costs included in the TER are the following: 
 

 Annual service fees (including performance fees) 

 Fixed operating costs: 

– Custody and trustee fees 

– Audit fees 

– Bank charges, other than those charged by an investor’s 

bank 

– Value-added taxes. 

 Liquidity costs: 

– Net negative interest charges (this is applicable in the 

unlikely event of a fund owing interest to a bank as a result 

of temporary liquidity pressure). 

 For investments in other funds: 

– Weighted portion of the underlying portfolio’s TER (for funds 

of funds) 

– Upfront fees 

– Exit fees or reduction of redemption 

– Where income is earned by the providers of scrip lending 

services and if this income is not passed back to the portfolio, 

such an amount that is retained by the provider must be 

included. 

 

Unfortunately, the TER is often misunderstood by financial advisers and 

clients in the investment arena. Many financial advisers and clients do not 

understand that all costs are not included in the TER; nor are they aware of 
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the costs that are excluded from the TER. These excluded costs may include 

the following: 

 

 Costs of entry to an investment, i.e. initial fees. 

 Initial and ongoing costs for financial advice – if applicable. 

 Other costs incurred directly by the investor, because of the 

investment, e.g. bank charges. 

 Exit costs. 

 Costs that are related to specific products, where these products 

invest in collective investment schemes, such as some life and LISP 

products. An example of this would be the cost of a retirement 

annuity which invests in collective investment schemes. 

 

Managers are also capable of manipulating the TER to include some or a 

portion of the above costs. The TER is used as a comparative tool by advisers 

and clients when recommending and/or deciding on an investment. Too much 

reliance on the TER would be inappropriate and misleading. 

 

11.1.5 Value and distributions 

 

“The ASISA Guideline: Disclosure of information prior to transacting with a 

unit trust investor”, originally issued by the erstwhile ACI, stipulates that a 

manager must inform the client that unit trust prices are calculated on a net 

asset value basis. The client must also be informed of any additional charges 

that could affect the client’s investment. 

 

The guideline also requires the manager to inform any potential client of the 

distribution of income accruals. The manager must also inform any potential 

client of the date on which income accruals are declared and the amount 

distributed during the previous financial year, expressed as a percentage of 

the aggregate market value of all assets held in the fund at the close of that 

year. 

 

11.1.6 Performance 

 

The COP Advertising goes further to prescribe specific rules that must be 

adhered to when reporting on performance. These rules are extremely 

comprehensive and are aimed at preventing a manager from gaining an 

advantage over another manager by manipulating the information used to 

report on performance. It also places clients in a neutral position to assess 

managers’ performance relative to their peers in a regulated environment. 
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11.2 HISTORICAL PERFORMANCE 
 

 

A manager is entitled in terms of the COP Advertising to advertise the 

historical performance of a portfolio. Investments into CISs are medium- to 

long-term investments and it is valuable for a potential client to observe the 

past performance of the portfolio to see how well it has been managed. When 

publishing historical performance data, however, it is incumbent upon the 

manager to do so in a responsible manner. 

 

In order to ensure uniformity and to avoid unscrupulous advertising, the COP 

Advertising stipulates that when historical performance is advertised, this 

must be done using annual or cumulative statistics and must be: 

 

a) published at month-end;  

b) quoted against relevant indices or benchmarks;  

c) for periods of a minimum of one rolling year;  

d) in multiples of full years for periods longer than one year;  

e) cumulative performance figures must be accompanied by the relevant 

annual figures for the same period and reflected with equal 

prominence as the annual figures; and 

f) returns for any periods may not be extrapolated to longer periods.  

 

In addition to the above rules, the COP Advertising prescribes that the 

following footer be used in all performance advertising: 

 

“The above portfolio performance is calculated on a NAV to NAV basis 

and does not take any initial fees into account. Income is reinvested 

on the ex-dividend date. Actual investment performance will differ 

based on the initial fees applicable, the actual investment date and 

the date of reinvestment of income. Past performance is not 

necessarily an indication of future performance.”  

 

11.3 EXAMPLES OF FUND SHEETS 
 

 

Below you will find a number of examples of fund fact sheets as available in 

the media.  
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Summary 
 

CISs are reported in the media on a regular basis. In order to avoid any unfair 

advantage accruing to any Manager, the erstwhile ACI (now ASISA) published 

a Code on Advertising. ASISA has adopted the Code of Practice on Advertising 

of Collective Investment Schemes in Securities.  

 

Self-Assessment Questions 
 

1. The advertisement placed by the Manager must not: 

a) provide the physical address of the Manager 

b) indicate that past performance is an indicator of future 

performance 

c) provide performance data of preceding periods 

d) none of the above 

 

2. The advertisement placed by the Manager must disclose the portfolio’s: 

a) total expense ratio 

b) Manager’s fees 

c) VAT 

d) Capital Gains Tax liability 

 

3. The advertisement placed by the Manager must: 

a) be fair and consistent 

b) provide detail regarding the portfolio’s past performance over a 

period of 20 years 

c) provide a detailed breakdown of all fees and charges levied by 

the Manager and all underlying service providers 

d) none of the above 

 

4. The participatory interest price published in the media must: 

a) be based on the value of the primary assets in the portfolio 

b) be based on the valuation issued by the trustee 

c) be based on the net asset value of the portfolio as determined 

by the Manager 

d) be based on the net asset value of the portfolio as determined 

by the Registrar 
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5. The yield of a portfolio broadly means: 

a) the returns received by the investor excluding capital losses or 

growth 

b) the interest rate specified by the Minister of Finance from time 

to time 

c) the amount of distributions received by the client after Capital 

Gains Tax has been deducted 

d) none of the above 

 

6. The total expense ratio does not consist of:  

a) management fees 

b) costs of entry into the investment 

c) fixed operating costs 

d) liquidity costs 

 

7. Historical performance data must be published: 

a) annually in arrears 

b) half-yearly in arrears 

c) quarterly in arrears 

d) monthly in arrears 

 

8. When a portfolio invests in another portfolio, the first portfolio must: 

a) include the costs associated with investing in the underlying 

portfolio in its TER 

b) provide the client with an investment report from the 

underlying Manager 

c) publish both its and the underlying Manager’s prices in the 

media 

d) none of the above 

 

9. Fixed operating costs of a CIS include: 

a) rental, telephone, internet usage 

b) custody and trustee fees, audit fees, bank charges and VAT 

c) staff costs, rental, securities holding costs 

d) all of the above 

 

10. When pricing, the Manager must: 

a) use his own pricing principles provided that the Manager 

publishes these principles on  a regular basis 

b) apply the principles published in the Pricing and Valuation 

Standard issued by ASISA 



 
© Section 8 INSETA – 11a                    169 

c) apply the principles published in the Pricing and Valuation 

Standard issued by the Registrar 

d) apply the principles published in the Pricing and Valuation 

Standard issued by National Treasury 
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Self-Assessment Answers 
 

1. The advertisement placed by the Manager must not: 

a) provide the physical address of the Manager 

b) indicate that past performance is an indicator of future 

performance 

c) provide performance data of preceding periods 

d) none of the above 

 

2. The advertisement placed by the Manager must disclose the portfolio’s: 

a) total expense ratio 

b) Manager’s fees 

c) VAT 

d) Capital Gains Tax liability 

 

3. The advertisement placed by the Manager must: 

a) Be fair and consistent 

b) provide detail regarding the portfolio’s past performance over a 

period of 20 years 

c) provide a detailed breakdown of all fees and charges levied by 

the Manager and all underlying service providers 

d) none of the above 

 

4. The participatory interest price published in the media must: 

a) be based on the value of the primary assets in the portfolio 

b) be based on the valuation issued by the trustee 

c) be based on the net asset value of the portfolio as determined 

by the Manager 

d) be based on the net asset value of the portfolio as determined 

by the Registrar 

 

5. The yield of a portfolio broadly means: 

a) the returns received by the investor excluding capital losses or 

growth 

b) the interest rate specified by the Minister of Finance from time 

to time 

c) the amount of distributions received by the client after Capital 

Gains Tax has been deducted 

d) none of the above 
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6. The total expense ratio does not consist of:  

a) management fees 

b) costs of entry into the investment 

c) fixed operating costs 

d) liquidity costs 

 

7. Historical performance data must be published: 

a) annually in arrears 

b) half-yearly in arrears 

c) quarterly in arrears 

d) monthly in arrears 

 

8. When a portfolio invests in another portfolio, the first portfolio must: 

a) include the costs associated with investing in the underlying 

portfolio in its TER 

b) provide the client with an investment report from the 

underlying Manager 

c) publish both its and the underlying Manager’s prices in the 

media 

d) none of the above 

 

9. Fixed operating costs of a CIS include: 

a) rental, telephone, internet usage 

b) custody and trustee fees, audit fees, bank charges and VAT 

c) staff costs, rental, securities holding costs 

d) all of the above 

 

10. When pricing, the Manager must: 

a) use his own pricing principles provided that the Manager 

publishes these principles on  a regular basis 

b) apply the principles published in the Pricing and Valuation 

Standard issued by ASISA 

c) apply the principles published in the Pricing and Valuation 

Standard issued by the Registrar 

d) apply the principles published in the Pricing and Valuation 

Standard issued by National Treasury 
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Chapter 

12 
Regulatory requirements relating to the 

reporting of Collective Investment Schemes 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Discuss the regulatory requirements relating to the reporting of collective 

investment schemes. 
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Purpose 

 

In this chapter we touch on some of the reporting tools used by the Registrar 

to ensure that the various CISs report in a standard format. This assists the 

Registrar in distilling the information. 

 

12.1 ITEMS REPORTED ON 
 

 

In terms of Section 41 of CISCA, no person may administer a CIS in securities 

unless that person is a company registered as a manager. In other words, in 

order to administer a CIS in securities, the manager has to be a registered 

company. In terms of the Companies Act 61 of 1973, a company was required 

to prepare audited financial statements. This requirement is due to be relaxed 

in the new Companies Act 71 of 2008. In terms of Section 30 of the new 

Companies Act, companies will no longer be required to prepare audited 

financial statements unless they are public companies or companies that are 

required by regulation to prepare audited financial statements. As most 

managers are private companies, it remains to be seen whether audited 

financial statements will still be compulsory. The expectation is that audited 

financial statements will still be required. 

 

Circular 3 issued by the Registrar on 10 April 2006 prescribes certain 

requirements that have to be addressed in the annual financial statements. 

In addition to annual audited financial statements, managers are required to 

submit quarterly reports to the Registrar containing the details listed below. 

 

PORTFOLIO  REPORT  FOR  THE  QUARTER  ENDED ______________________

   

NAME  OF  PORTFOLIO :   INDEX PORTFOLIO

         

         
DETAILS (NAME OF 
INSTRUMENT) 

HOLDINGS    HOLDINGS MARKET % OF % 
WEIGHTING 

   % OF

AT 
(PREVIOUS 
QTR) 

  AT 
(CURRENT 
QUARTER) 

VALUE ISSUED 
CAPITAL 

IN INDEX     PORTFOLIO

         

         

EXCHANGE         
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SECURITIES ‐ LOCAL 

             

Oil & Gas             

Oil & Gas             

             

Basic Material             

Chemicals             

             

Basic Resources             

             

Industrials             

Construction & 
Material 

           

             

Industrial Goods & 
Services 

           

             

Consumer Goods             

Automobiles & 
Parts 

           

             

Food & Beverage             

             

Personal & 
Household Goods 

           

             

Health Care             

Healthcare             

             

Consumer Services             

Retail             

             

Media             

             

Travel & Leisure             
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Telecommunication         

            
Telecommunication 

       

          

Financials         

Banks         

         

Insurance         

         

Financial Services         

         

Equity Investment 
Instruments 

       

         

Technology         

Technology         

         

Development 
Capital 

       

         

         

         

Venture Capital         

         

         

         

Additional         

Corporate Debt         

         

Exchange Traded Funds (Non CIS)       

         

 Preference Shares 
(Equity) 

       

         

Other         
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Suspended 
Companies 

           

             

             

             

Cash Companies             

             

             

             

LOCAL UNLISTED 
EQUITY SECURITIES 

           

             

             

             

HOLDINGS IN COLLECTIVE 
INVESTMENT SCHEMES 

       

Local             

             

International             

             

NON‐EQUITY SECURITIES (group per issuer, per 
security) 

   

Listed bonds/preference shares/debt instruments    

             

Unlisted bonds/preference shares/debt instruments    

             

Other             

             

Financial 
Instruments 

           

Futures             

              

Options             

             

Warrants             
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Index Tracking 
Certificates 

       

         

Instruments based on an 
underlying asset 

     

         

Other listed (e.g. swap 
transactions) 

     

         

Unlisted (e.g. swap 
transactions) 

       

         

OTHER LOCAL 
ASSETS 

       

Trust Account         

         

Other         

         

FOREIGN ASSETS         

Equities         

         

Non‐Equities         

         

Other assets         

         

ASSETS IN LIQUID 
FORM 

       

Money market 
instruments 

       

         

P.I.s in money 
market portfolios 

       

         

Deposits  with banks/mutual banks/foreign branches    

         

Settlement Account 
Positive (+) 

       

         

Settlement Account 
Negative (‐) 
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Other             

             

TOTAL  ASSETS:             

 

In addition to the quarterly report detailed above, managers also have to 

submit a certificate containing the information detailed below. 
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(NAME OF PORTFOLIO): CERTIFICATE TO QUARTERLY REPORT AS AT (DATE) 

(All references relate to Notice 1503 of 2005) 

[In respect of a portfolio other than a money market portfolio] 

I,  ………………., Managing  Director  /  Compliance  Officer,  hereby  certify  that  the  portfolio 

complied with the following: 

1. The limits of – 

1) 20% and 35% determined in paragraphs 3(1)(a)(i) and (ii), respectively; 

2) 15%, and 24% determined  in paragraphs 3(1)(b)(i) and  (ii),  respectively; 

and 

3) the percentages with reference to Annexure C, referred to in paragraphs 

25(f) and (g). 

2. No financial instruments were included during the quarter in any of the portfolios. 

(Where  instruments  have  been  included,  a  certificate  in  the  form  contemplated  in 

Annexure A must be submitted.) 

3. Instruments included in the report in terms of paragraph 25(a)(ii): 

1) not  assigned  any  rating  but  carrying  an  explicit  guarantee  by  the 

Government; 

2) issued or  guaranteed by  the  government of  a  foreign  country which  is 

assigned a foreign currency sovereign rating of at least investment grade; 

or 

3) issued by, or any other exposure to, the S. A. Reserve Bank,  

do not exceed 30% of the value of the portfolio. 

4. As regards non‐equity securities, the total investment exposure to – 

1) a  single  issuer does not  exceed  the percentage  applicable  to  the  long‐

term  issuer  rating assigned  to  that  issuer  in  the  corresponding band  in 

the relevant Table (paragraph 25(c)(i)); 

2) all issuers which have been assigned a rating relative to the 5% limit (i. e. 

included  in  band  3  of  the  Table),  does  not  exceed  30%  (paragraph 

25(c)(ii)); and 

3) all  qualifying,  rated  instruments  issued  by  a  single  issuer  that  has  not 

been  assigned  a  rating,  does  not  exceed  an  overall  limit  of  10% 

(paragraph 25(c)(iii)) 
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5. Any  instrument  included  in  the  report  in  terms  of  paragraph  25(e)  and  not 

assigned any rating, carries an explicit guarantee by the Government and the value 

thereof does not exceed 30% of the value of the portfolio. 

6. Any funds borrowed on behalf of the portfolio, are  less than 10% of the value of 

the portfolio and repayable within 61 days as determined in the Act and the Deed, 

respectively. 

………………………. ………………….. 

Signature Date 

                   

[In respect of a money market portfolio] 

I, ………………., Managing Director / Compliance Officer, hereby certify that 

the portfolio complied with the following: 

1. The total investment exposure to – 

1) a single  issuer does not exceed  the percentage applicable  to  the short‐

term  issuer  rating assigned  to  that  issuer  in  the  corresponding band  in 

the relevant Table (paragraph 13(2)(a) or 18(2)(a), as the case may be); 

2) all issuers which have been assigned a rating relative to the 5% limit (i.e. 

included in band 3 of the Table), do not exceed 30% (paragraph 13(2)(b) 

or 18(2)(b), as the case may be); and 

3) all  qualifying,  rated  instruments  issued  by  a  single  issuer  that  has  not 

been  assigned  a  rating,  does  not  exceed  an  overall  limit  of  10% 

(paragraph 13(2)(c) or 18(2)(c), as the case may be). 

2. The  value  of  all  instruments  issued  by  a  public  entity  contemplated  in,  and 

included in the report in terms of, paragraph 13(4) and not assigned any rating but 

carries a guarantee by the Government, does not exceed 30% of the value of the 

portfolio. 

3. The percentages with reference to Annexure C, referred to in paragraphs 13(6) and 

(7). 

………………………. ………………….. 

Signature Date 
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 [In respect of a fund of funds] 

I, ………………., Managing Director / Compliance Officer, hereby certify that – 

1. the fund of funds is invested in not less than two other portfolios; 

2. the  investment  in any one portfolio does not exceed 75 per  cent of  the market 

value of the fund of funds; 

3. any  investment by  the  fund of  funds  in another  fund of  funds complies with  the 

requirement that at  least 85 per cent of the value of the  latter fund’s portfolio  is 

held in participatory interests outside the Republic; and 

4. the fund of funds complies with paragraph 22(h). 

………………………. ………………….. 

                   

Signature Date 

[In respect of a feeder fund] 

I, ………………., Managing Director / Compliance Officer, hereby certify that – 

1. the  feeder  fund,  apart  from  assets  in  liquid  form,  invests  solely  in participatory 

interests of a single portfolio/fund, namely (insert name of portfolio/fund); 

2. any  investment  by  the  feeder  fund  in  a  fund  of  funds  complies  with  the 

requirement that at  least 85 per cent of the value of the  latter fund’s portfolio  is 

held in participatory interests outside the Republic; and 

3. the feeder fund complies with paragraph 24(c). 

………………………. ………………….. 

Signature Date 
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Summary 
 

The nature of investing in CIS portfolios is that investors gain access to 

underlying securities through pooling their funds with other investors in the CIS 

portfolio. As the mismanagement of these portfolios could have a negative 

impact on a huge percentage of the population, the Registrar of CISs (who is 

responsible for regulating these entities) requires the Manager and the Trustee 

to report to it on a regular basis regarding the administration of a CIS.  

 

In this chapter, we touched on some of the aspects contained in the required 

reporting.   

 

Self-Assessment Questions 

 
1. In terms of section 41 of CISCA, Managers: 

a) must be registered as Managers with the Registrar prior to 

administering CISs 

b) must be registered as a company in order to be approved as a 

Manager 

c) must conduct audits half-yearly 

d) all of the above 

 

2. A Manager must ensure that he: 

a) reports as required by CISCA, the Companies Act, the Income 

Tax Act 

b) reports as required by FICA 

c) reports as required by the Registrar of Collective Investment 

Schemes 

d) all of the above 

 

3. The Registrar: 

a) requires the Manager to report 

b) requires the Trustee to report 

c) requires the independent nominee to report 

d) requires the Manager to categorise the investors in terms of 

the Four Funds approach 
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4. The Registrar requires Managers to report: 

a) annually in arrears 

b) half-yearly in arrears 

c) quarterly in arrears 

d) monthly in arrears 

 

5. CISCA Circular 3 prescribes: 

a) the content of the quarterly report 

b) the content of the half-yearly report 

c) the items that have to be addressed in the income statement 

d) the items that have to be addressed in the annual financial 

statements 
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Self-Assessment Answers 
 

1. In terms of section 41 of CISCA, Managers: 

a) must be registered as Managers with the Registrar prior to 

administering CISs 

b) must be registered as a company in order to be approved as a 

Manager 

c) must conduct audits half-yearly 

d) all of the above 

 

2. A Manager must ensure that he: 

a) reports as required by CISCA, the Companies Act, the Income 

Tax Act 

b) reports as required by FICA 

c) reports as required by the Registrar of Collective Investment 

Schemes 

d) all of the above 

 

3. The Registrar: 

a) requires the Manager to report 

b) requires the Trustee to report 

c) requires the independent nominee to report 

d) requires the Manager to categorise the investors in terms of 

the Four Funds approach 

 

4. The Registrar requires Managers to report: 

a) annually in arrears 

b) half-yearly in arrears 

c) quarterly in arrears 

d) monthly in arrears 

 

5. CISCA Circular 3 prescribes: 

a) the content of the quarterly report 

b) the content of the half-yearly report 

c) the items that have to be addressed in the income statement 

d) the items that have to be addressed in the annual financial 

statements 
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Chapter 

13 
Disclosures and Record of Advice in terms of 

the FAIS Code of Conduct 
 

This chapter covers the following criteria:  

 

KNOWLEDGE CRITERIA

Discuss the relevance of disclosures, record of advice and the FAIS Code of 

Conduct when developing a financial planning report. 
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Purpose 

 

In this chapter we deal with the duty to record the advice provided by the 

financial adviser, as well as with the disclosures that are required to be made 

to the potential client/client when advising on CIS portfolios. 

 

13.1 INTRODUCTION 
 

 

In terms of the General Code of Conduct for authorised Financial Services 

Providers (“FSPs”) and Representatives issued by the Registrar for FSPs and 

Representatives in terms of Section 15 of the Financial Advisory and 

Intermediary Services Act 37 of 2002 (“FAIS”) on 8 August 2003 (“The 

General Code”), an FSP is compelled to make the disclosures specified below, 

which were discussed earlier in this study guide. These disclosures are aimed 

at providing the client with greater transparency in respect of a potential 

investment. A manager is a product supplier in terms of FAIS. 

 

 Disclosures relating to the Product Supplier 

 Disclosures relating to the FSP 

 Disclosure requirements relating to the Financial Service being 

rendered. 

 

13.1.1 The steps that must be taken by an FSP/representative when providing 

advice 

 

Part IV of the General Code prescribes that an FSP who is not a direct 

marketer, must, prior to providing the client with advice, follow the following 

steps – 

 

a) Take reasonable steps to seek from the client appropriate and 

available information regarding the client’s financial situation, 

financial product experience and objectives, to enable the FSP to 

provide the client with appropriate advice; 

b) Conduct an analysis, for purposes of the advice, based on the 

information obtained; 

c) 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 FAIS or any contractual arrangement; 

and 
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d) Where the financial product (“the replacement product”) is to replace 

an existing financial product wholly or partially (“the terminated 

product”) held by the client, fully disclose to the actual and potential 

financial implications, costs and consequences of such a replacement, 

including, where applicable, full details of – 

i. fees and charges in respect of the replacement product 

compared to those in respect of the terminated product; 

ii. special terms and conditions, exclusions of liability, waiting 

periods, loadings, penalties, excesses, restrictions or 

circumstances in which benefits will not be provided, which 

may be applicable to the replacement product compared to 

those applicable to the terminated product; 

iii. in the case of an insurance product, the impact of age and 

health changes on the premium payable; 

iv. differences between the tax implications of the replacement 

product and the terminated product; 

v. material differences between the investment risk of the 

replacement product and the terminated product; 

vi. penalties or unrecovered expenses deductible or payable due 

to termination of the terminated product; 

vii. to what extent the replacement product is readily realisable 

or the relevant funds accessible, compared to the terminated 

product; 

viii. vested rights, minimum guaranteed benefits or other 

guarantees or benefits which will be lost as a result of the 

replacement; and 

ix. any incentive, remuneration, consideration, commission, fee 

or brokerages received, directly or indirectly, the FSP on the 

terminated product and any incentive, remuneration, 

consideration, commission, fee or brokerages payable, 

directly or indirectly, to the provider on the replacement 

product where the provider rendered financial services on 

both the terminated and replacement product. 

e) Take reasonable steps to establish whether the financial product 

identified is wholly or partially a replacement for an existing financial 

product of the client and if it is such a replacement, the provider 

must comply with subparagraph (d). 

 

The FSP 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. 
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An FSP advising a client to replace a long-term insurance product with 

another financial product must as soon as possible after providing advice, but 

no later than the date on which any transaction requirement is submitted in 

respect of any replacement product, notify the issuer of the existence of the 

replacement long-term insurance product. 

 

Where a client – 

 

a) has not provided all the information requested by the FSP furnishing 

the advice, as part of the analysis, or where the FSP has been unable 

to conduct an analysis because of the circumstances surrounding the 

case, there was not sufficient time, the FSP must fully inform the 

client thereof and ensure that the client clearly understands that – 

i. a full analysis in respect of the client could not be 

undertaken; 

ii. there may be limitations on the appropriateness of the advice 

provided; and 

iii. the client should take particular care to consider on its own 

whether the advice is appropriate considering the client’s 

objectives, financial situation and particular needs; or 

b) elects to conclude a transaction that differs from that recommended 

by the FSP, or otherwise elects not to follow the advice furnished, or 

elects to receive more limited information or advice than the FSP is 

able to provide, the FSP must alert the client as soon as reasonably 

possible of the clear existence of any risk to the client, and must 

advise the client to take particular care to consider whether any 

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

circumstances. 

 

An FSP must, subject to and in addition to the duties imposed by Section 18 

of FAIS read with Section 3(2) of the General Code, maintain a record of the 

advice furnished to a client as contemplated in Section 8 of the General Code, 

which record must reflect the basis on which the advice was given, and in 

particular – 

 

a) a brief summary of the information and material on which the advice 

was based; 

b) the financial product(s) which were considered; 

c) the financial product(s) recommended with an explanation of why the 

product(s) selected, is or are likely to satisfy the client’s identified 

needs and objectives; and 
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provided that such record of advice is only required to be maintained where, 

to the knowledge of the FSP, a transaction or contract in respect of a financial 

product is concluded by or on behalf of the client as a result of the advice 

furnished to the client in accordance with Section 8. 

 

d) where the financial product or products recommended is/are a 

replacement product as contemplated in Section 8(1)(d) of the 

General Code – 

i. the comparison of fees, charges, special terms and 

conditions, exclusions of liability, waiting periods, loadings, 

penalties, excesses, restrictions or circumstances in which 

benefits will not be provided, between the terminated product 

and the replacement product; and 

ii. the reasons why the replacement product was considered to 

be more suitable to the client’s needs than retaining or 

modifying the terminated product. 

 

An FSP who is not a direct marketer must provide the client with copy of the 

record of advice in writing. 

 

13.1.2 Monitor the financial plan and recommendations 

 

As stated above, investments in CISs are medium to long-term investments. 

The six-step financial planning process as endorsed by the Financial Planning 

Institute of South African and other international financial planning bodies, 

such as the Institute for Financial Planning in the United Kingdom1, prescribes 

that the client’s financial goals and the progress made in attaining these 

goals (the financial plan) should be reviewed on an annual basis. At this 

review, the appropriateness of the investment into the particular CIS 

portfolio(s) should be considered in the light of the client’s financial and other 

situation at that stage. 

 

Section 7(4) of the General Code (Information about the financial service) 

prescribes that a financial adviser who provides a client with ongoing financial 

services must on a regular basis (but not less frequently than annually) 

provide the client with a written statement identifying such products where 

they are still in existence, and providing brief current details (where 

applicable), of – 

 

                                                 
1 See http://www.financialplanning.org.uk/planners/six_step_process.cfm 
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a) any ongoing monetary obligations of the client in respect of such 

products; 

b) the main benefits provided by the products; 

c) where any product was marketed or positioned as an investment or as 

having an investment component, the value of the investment and the 

amount of such value which is accessible to the client; and (d) any 

ongoing incentives, consideration, commission, fee or brokerage 

payable to the provider in respect of such products: Provided that such 

a statement need not be provided where the client is aware, or ought 

reasonably to be aware, that the provider concerned does not render or 

has ceased rendering ongoing financial services in respect of the client 

or the products concerned. 

 

It is suggested that it is expedient to provide the client with this necessary 

disclosure at the annual review of the client’s financial plan and assessment of 

appropriateness of investment into a particular portfolio(s). 

 

Summary 
 

When providing advice to a client, an FSP must ensure that he records the 

advice provided, substantiating the purchase of a financial product. 

 

This recordal is commonly known as the client advice record. The General Code 

also requires an FSP to record his or her advice provided to a client when 

replacing an existing financial product with another financial product. This 

recordal of advice is commonly known as the replacement client advice record. 

 

Both these advice records must address the content as prescribed in the 

General Code. 
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Self-Assessment Questions 
 

1. When providing advice, the FSP must seek reasonable and appropriate 

information: 

a) regarding the client’s financial situation 

b) to understand the client’s financial product experience 

c) to understand the client’s objectives 

d) all of the above 

 

2. Where the FSP advises the client to replace a financial product, the FSP 

must: 

a) ensure that the client understands that it is a new contract 

b) disclose all items listed in section 8 subsection (d) of the 

General Code 

c) ensure that he provides the Registrar with statistics on a 

quarterly basis detailing the number of financial products that 

he advised should be replaced 

d) all of the above 

 

3. In particular, the FSP must disclose: 

a) all fees and charges in respect of the replacement product 

b) special terms and conditions, exclusions of liability, waiting 

periods applicable to the replacement product in comparison to 

the terminated product 

c) the differences in the tax implications of the replacement 

product in comparison to the terminated product 

d) all of the above 

 

4. The record of advice must provide: 

a) a brief summary of the information and material on which the 

advice was based 

b) the financial product(s) that were considered 

c) the financial product(s) recommended with an explanation of 

why the financial product(s) selected, is or are likely to satisfy 

the client’s identified needs and objectives 

d) all of the above 
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5. Where the financial product is a replacement product, the FSP must 

record: 

a) the comparison of fees, charges, special terms and conditions, 

exclusions of liability, waiting periods, loadings, penalties, 

excesses, restrictions or circumstances in which benefits will 

not be provided, between the terminated product and the 

replacement product 

b) the contact details of the FAIS Ombud 

c) the contact details of the Pension Funds Adjudicator 

d) the contact details of the Ombudsman for Long-term Insurance 

 

6. The FSP must ensure that: 

a) the client confirms in writing the content of the client advice 

record or replacement client advice record 

b) the client is provided with a copy of the client advice record or 

replacement client advice record in writing 

c) the client telephonically confirms the content of the client 

advice record or replacement client advice record which 

confirmation is electronically recorded  

d) all of the above 

 

7. Section 7(4) of the General Code requires the FSP who provides 

ongoing financial services to the client to, on at least an annual basis, 

disclose in writing: 

a) the ongoing monetary obligations of the client 

b) the physical address of the product supplier 

c) the contact details of the product supplier’s compliance 

department 

d) none of the above 

 

8. Where the FSP is a direct marketer, the FSP must: 

a) conduct an analysis 

b) provide the client with written client advice record 

c) provide the client with a written replacement client advice 

record 

d) none of the above 
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9. Where the client elects not to provide the information required by the 

FSP to conduct a full analysis, the FSP must: 

a) inform the client that a full analysis could not be performed 

b) inform the client that there may be limitations on the 

appropriateness of the advice provided 

c) inform the client that the client should take particular care to 

consider on his own whether the advice is appropriate 

considering the client’s objectives, financial situation and 

particular needs 

d) all of the above 

 

10. A platform fee is: 

a) the fee paid for outsourced asset management functions 

b) the fee paid by the product supplier for administration, 

distribution and marketing cost savings represented by the 

distribution opportunity presented by the administrative 

platform 

c) the fee paid to the product supplier for gaining access to the 

product supplier’s product platform 

d) all of the above 
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Self-Assessment Answers 
 

1. When providing advice, the FSP must seek reasonable and appropriate 

information: 

a) regarding the client’s financial situation 

b) to understand the client’s financial product experience 

c) to understand the client’s objectives 

d) all of the above 

 

2. Where the FSP advises the client to replace a financial product, the FSP 

must: 

a) ensure that the client understands that it is a new contract 

b) disclose all items listed in section 8 subsection (d) of the 

General Code 

c) ensure that he provides the Registrar with statistics on a 

quarterly basis detailing the number of financial products that 

he advised should be replaced 

d) all of the above 

 

3. In particular, the FSP must disclose: 

a) all fees and charges in respect of the replacement product 

b) special terms and conditions, exclusions of liability, waiting 

periods applicable to the replacement product in comparison to 

the terminated product 

c) the differences in the tax implications of the replacement 

product in comparison to the terminated product 

d) all of the above 

 

4. The record of advice must provide: 

a) a brief summary of the information and material on which the 

advice was based 

b) the financial product(s) that were considered 

c) the financial product(s) recommended with an explanation of 

why the financial product(s) selected, is or are likely to satisfy 

the client’s identified needs and objectives 

d) all of the above 
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5. Where the financial product is a replacement product, the FSP must 

record: 

a) the comparison of fees, charges, special terms and conditions, 

exclusions of liability, waiting periods, loadings, penalties, 

excesses, restrictions or circumstances in which benefits will 

not be provided, between the terminated product and the 

replacement product 

b) the contact details of the FAIS Ombud 

c) the contact details of the Pension Funds Adjudicator 

d) the contact details of the Ombudsman for Long-term Insurance 

 

6. The FSP must ensure that: 

a) the client confirms in writing the content of the client advice 

record or replacement client advice record 

b) the client is provided with a copy of the client advice record or 

replacement client advice record in writing 

c) the client telephonically confirms the content of the client 

advice record or replacement client advice record which 

confirmation is electronically recorded  

d) all of the above 

 

7. Section 7(4) of the General Code requires the FSP who provides 

ongoing financial services to the client to, on at least an annual basis, 

disclose in writing: 

a) the ongoing monetary obligations of the client 

b) the physical address of the product supplier 

c) the contact details of the product supplier’s compliance 

department 

d) none of the above 

 

8. Where the FSP is a direct marketer, the FSP must: 

a) conduct an analysis 

b) provide the client with written client advice record 

c) provide the client with a written replacement client advice 

record 

d) none of the above 
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9. Where the client elects not to provide the information required by the 

FSP to conduct a full analysis, the FSP must: 

a) inform the client that a full analysis could not be performed 

b) inform the client that there may be limitations on the 

appropriateness of the advice provided 

c) inform the client that the client should take particular care to 

consider on his own whether the advice is appropriate 

considering the client’s objectives, financial situation and 

particular needs 

d) all of the above 

 

10. A platform fee is: 

a) the fee paid for outsourced asset management functions 

b) the fee paid by the product supplier for administration, 

distribution and marketing cost savings represented by the 

distribution opportunity presented by the administrative 

platform 

c) the fee paid to the product supplier for gaining access to the 

product supplier’s product platform 

d) all of the above 

 

  

 

 


