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We firstly would like to wish you all the 
best success and happiness for 2017, 
and trust that you have had a relaxing 
and enjoyable holiday season. In 
preparing for 2017, we reflect on 2016 
that will undoubtedly go down as the 
year of the “populist”.

2016 showed that the voices of the many 
truly do drown out the voices of the few.

Irrespective of one’s personal views on 
whether or not the decisions made at 
ballot boxes around the globe in 2016 
were “good” or “bad”, we clearly saw that 
democracy flexed its muscles last year.

The 2nd, and most troublesome, 
realization that came out of 2016 is that 
the pollsters and analysts could not have 
gotten it more wrong! Locally and across 
the globe, in almost every sphere, we 
saw polls showing one thing and the 
results showing the complete contrary.

This in particular further raised concern 
about what the mainstream media aims 
to portray as “independent” journalism 

GREETINGS FROM THE 
FINANCIAL ADVICE TEAM

seemed to look a lot more like political 
lobbying.

This mix has made it a very difficult year 
to make reliable investment decisions, 
which is what we have seen coming out 
in the numbers of many asset managers, 
locally and abroad.

And it isn’t over yet!

In the next 6-9 months we will be seeing 
the leftists and conservatives butt heads 
in several key EU states, with all eyes 
being on France and Germany.

Many have cited Brexit as 
the catalyst to the eventual 
demise of the EU, and 
maybe it indeed is.

It is difficult to picture a world where the 
largest and most economically powerful 
member state bloc can break apart, 
leaving many questions and concerns 
for investors looking to the future.

A simple answer to the above: 
Diversification.

Back home we have witnessed our own 
young democracy flexing its muscles as 
the country united behind Finance Minister 
Pravin Gordhan, not at the ballot box, but 
in our collective voices of support.

It was encouraging to see big business 
and the public unite in support against 
corruption, perhaps giving the 
international ratings agencies enough 
conviction to maintain our investment 
grade status?

It is important to remember that in times 
of extreme volatility and uncertainty, 
there are always opportunities for 
investors.  The investment theme that 
continues to remain the cornerstone of 
your financial plan is diversification 
across asset classes, geographies and 
asset managers. Knowing that all things 
in investment markets move in cycles it 
is crucial to remove emotion from 
decision making.

As always, we urge that you trust in  
the asset managers we have 
independently researched and selected, 
to remain focused on your long-term 
objectives, and committed to your 
personal financial plan.

We trust you find the content that follows 
both interesting and informative.

FUNDHOUSE WINS 2 AWARDS AT THE INVESTMENT 
WEEK INVESTMENT RESEARCH AWARDS IN LONDON

We are pleased to share that Fundhouse 
has been selected as the winner of  
both awards for which they were 
shortlisted at the inaugural Investment 
Research Awards held in London on  
4 October 2016. 

• Best Ratings and Research Service
• Best Independent Research Service

Best Ratings and Research Service
• Marten & Co
• Baigrie Davies
• Edison Investment Research
• Fundhouse
• Morningstar
• Thomson Reuters Lipper Alpha 

Insight
• Rayner Spencer Mills Research
• FE

Best Independent Research Service
• Square Mile Investment Consulting 

& Research
• Fundhouse
• Morningstar
• Lyxor Asset Management
• Rayner Spencer Mills Research
• FE
• The Adviser Centre by City Financial
• FundCalibre

Investment Week – a UK investment 
media company – hosts the awards, with 
the aim being to reward research 
providers that have shifted towards 
services that offer “ innovation, 
engagement, clarity and transparency”. 
The awards were seen as an opportunity 
to recognise companies that offer 
investment research services in a way 
that is more aligned with regulatory and 
economic changes now taking place. 
The winners were decided by a panel of 
judges made up of ten experienced UK 
investment industry experts. 

“This is a significant milestone for our 
business in the UK and is a strong vote 
of confidence in the qualitative and 
independent fund research approach 
we follow.” says Rory Maguire

Here are the shortlists for the awards 
Fundhouse won.

Fundhouse UK, Rory Maguire - co-founder and MD 
(left) Andrew MacFarlane - Investment Director (Right)
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If you have tried to review your cellphone 
contract or home internet provider by 
comparing them to their competitors, 
only to give up in despair because of the 
overwhelming number of options and 
bundles and the incomprehensible 
variety of charges – you are not alone. 
Complexity is baked into product design 
and, whether intentional or not, often 
hides the true cost of what the customer 
is paying. 

Things are changing, particularly in the 
investment business. In a world of 
volatile or muted returns attention has 
turned to costs throughout the value 
chain, and the importance of transparent 
fee disclosure. Knowing what you are 
paying for and whether you are receiving 
value for money has become a mantra 
for advisers and investors alike. The 
industry has responded by moving 
towards clean pricing and better cost 
disclosure. 

Let’s look at the background to 
understand how things have changed 
over time and what the new cost 
disclosures mean for you. 

The trend towards  
clean pricing 

A few years ago, there was much media 
attention given to the ‘clean-pricing’ 
trend. This referred to the practice of 
investment managers issuing a new 
rebate-free class of their unit trusts, thus 
forcing fee transparency for their funds 
sold via intermediaries like investment 
platforms. The trend originated in the 
UK, following the UK industry regulator’s 
retail distribution review (RDR), where a 
number of the intermediaries that were 
charging fees and keeping rebates they 
received for themselves (and in some 
cases not disclosing this fact to their 
clients), came under significant pressure 
when their regulator banned rebates. 

Why do rebates exist in the 
first place? 

Historically, an investment manager 
would have issued one fee class of each 
unit trust. The price for investment 
management charged inside the unit 
trust was the price that an investor would 
pay when they invested in the unit trust 
directly with the manager. There was 
also an implied amount for administration 
included in the unit price. This covered 
the cost that the manager bore for 
keeping track of each individual client 
and fulfilling their reporting and servicing 
needs. The retail class was the most 
expensive class and was also the class 
used in marketing efforts. 

Unit trusts are sometimes bought 
through investment platforms which take 
care of  c l ient  serv ic ing and 
administration, making it easier for 
clients to invest across different unit trust 
managers, which is somewhat like 
buying your groceries from a 
supermarket rather than visiting the fish 
shop, the butcher, the bakery and the 
greengrocer. This reduces the 
administration cost for managers: from 
their perspective many small accounts 
are bulked up into a single wholesale 
account from each platform. Over time 
managers were persuaded by platforms 
buying in bulk to pay some of their fee to 
the platform as a rebate to help fund the 

FEE TRANSPARENCY 
DELIVERS VALUE FOR 
YOUR MONEY
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platform’s administration cost. Platforms 
are required to declare these rebates 
explicitly to clients, but this is not 
standardised and clients can easily 
become confused about who they are 
paying for what. On the other hand, 
transparent and clearly communicated 
rebates result in healthy and vigorous 
price competition between funds and 
between platforms. 

Locally, rebates are more transparent 
than they were in the UK and have not 
yet been banned, but the regulator’s 
draft RDR proposals suggest this is a 
possibility. As a result, clean pricing has 
taken off, with many managers now 
offering a clean class version of each of 
their unit trusts. This has added a layer 
of complexity as there are now multiple 
versions of the same unit trust available 
on various platforms. 

Why haven’t rebates been 
banned in South Africa? 

While this has not always been the case, 
most platforms now pass the rebate onto 
their clients either in the form of 
discounted administration fees or 

reinvestment into units. So when clean 
pricing came to town in 2012, most 
managers simply issued clean  
fee classes for each of their funds, 
cancelled the rebate arrangements, and 
moved on. 

Simple, transparent fee 
disclosure 

The Allan Gray investment platform 
includes funds from other managers with 
clean priced funds on our fund lists 
alongside rebated funds. We have been 
working hard to find the right way to 
allow clear comparison without adding 

unnecessary complexity: trying to be 
both simple and transparent. We think it 
makes sense to look at the problem as 
one of ‘total fee disclosure’ and not ‘unit 
trust price’. 

We have always transparently passed 
on to clients any benefit that we received 
from a rebate. So, simply put, whether 
you were in a rebate unit trust before or 
the clean class equivalent today, you 
always pay the same (or a better) price 
for investment management and 
administration; the only change is where 
the fees you pay for administration are 
deducted (either in the unit trust, by 
selling units or a combination of the two). 

To make it easier for you to compare 
rebate and clean-priced unit trusts on 
our investment platform list, we have 
changed the way we disclose 
adminis t rat ion and investment 
management fees. Although the total fee 
you pay remains unchanged, the new 
disclosure is now separated into two 
components: 

1. The Total annual administration fee is 
the fee you pay for administration on our 
investment platform and is calculated 

using your investment values on our 
local and offshore platforms respectively. 
A portion of this fee may be deducted 
within a unit trust (previously referred to 
as a ‘rebate’ or a ‘fund manager fee 
discount’), while the remaining amount 
will be deducted from your account 
through a monthly sale of units. By 
combining the portion deducted within 
the unit trust, with the portion deducted 
from your account, the ‘Total annual 
administration fee’ shows the true cost of 
administration on our investment 
platform. 

2. The Total Investment Charge (TIC), 
which was introduced when the ASISA 

Total Expense Ratio (TER) standard was 
updated last year, is equal to the TER of 
a unit trust plus any transaction costs. 
The ‘TIC for investment management’ is 
equal to the TIC of a unit trust less any 
administration fees deducted within the 
unit trust. The ‘TIC for investment 
management’ therefore shows the true, 
clean cost of investment management. 

As both the Total annual administration 
fee and the TIC for investment 
management for a unit trust are 
consistent regardless of where the unit 
trust’s administration fee is deducted, 
the new disclosure should enable simple 
comparison between rebate and clean-
priced unit trusts. 

Table 1 provides an illustrative example 
of our new fee disclosure for a unit trust 
on our investment platform that offers 
both a rebate class and a clean-priced 
class. 

Of the total fee that the investor would 
pay to invest in the unit trust (1.68%), 
0.57% can be attributed to administration 
and 1.11% to investment management. 
This example excludes any financial 
adviser fees, if applicable.

Commentary: Michael Summerton, 
Senior Manager, Product Development, 
Allan Gray. Gray Issue September 2016.  

 

FEE TRANSPARENCY DELIVERS VALUE FOR YOUR MONEY

Table 1 Illustrative example of our new fee disclosure 

All amounts include VAT. *Assumes the investor has less than R1 500 000 invested on our local investment platform and therefore pays a total annual administration 
fee of 0.57% (incl. VAT). 

CLASS ADMINISTRATION FEE INVESTMENT MANAGEMENT FEE TOTAL

Administration fee 
deducted within unit 
trust

Administration 
fee deducted from 
investor’s account

Total annual 
administration fee 

Total Investment 
Charge (TIC)

Administration fee 
deducted within unit 
trust

TIC for investment 
management

Rebate 0.46% 0.11% 0.57%* 1.57% 0.46% 1.11% 1.68%

Clean-priced 0.00% 0.57% 0.57%* 1.11% 0.00% 1.11% 1.68%
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While the US election uncertainty may 
finally be behind us, whether and how 
pre-election rhetoric will ultimately be 
reflected in policy shifts remains 
unknown. With Donald Trump emerging 
as the winner of the presidential race, 
the markets are now casting their vote 
on what this outcome means. Stephen 
H. Dover, chief investment officer of the 
Templeton Emerging Markets and 
Franklin Local Asset Management 
groups, sees higher volatility, the 
possibility of more protectionist trade 
policies—which could have negative 
effects on the US economy—but also the 
potential for stimulus resulting from tax 

cuts and increased fiscal spending 
which could provide an offset. Here, he 
examines these and other global market 
implications from a changing US 
administration.

While US election uncertainty may be 
finally behind us, the economic 
consequences of a Donald Trump 
presidency will not be entirely clear until 
we are in a position to differentiate 
between campaign promises and real 
policy action. In the meantime, we would 
expect equity markets broadly to remain 
volatile on heightened uncertainties 
including in the key area of trade policy 

and the future composition of the Federal 
Open Market Committee. A large focal 
point of Trump’s domestic campaign 
promises had centered on looser fiscal 
policy built on infrastructure spending 
and job creation, which could serve as a 
boost to global demand. More 
concerning, however, would be a move 
toward trade protectionism, although we 
think it seems likely Trump will shift away 
from some of the more extreme policies 
he proposed in this area. Insofar as such 
policies are enacted, we think a shift 
away from a rules-based trade regime 
will likely have broader knock-on effects 
globally. Here are a few of the main 
general risks we see affecting the United 
States and other countries globally:

• Rising risk premium on the back of 
policy uncertainty; markets may face 
bouts of optimism and pessimism 

• More protectionist trade policy 
likely, but potentially offset by tax-
cut stimulus and increased fiscal 
spending 

• Exporters to the United States are 
likely to face headwinds from 
increased protectionism 

• More controls on immigration and 
movement of people 

COUNTING  
THE US ELECTION 
IMPLICATIONS ON THE 
GLOBAL MARKETS 
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• Less support for current defense 
and security arrangements (which 
potentially would have significant 
implications for countries such as 
Japan, South Korea and Taiwan)

Potential US Growth 
Supporters

Given the Republican Party’s pre-
election focus on a pro-growth policy, 
more unified executive and legislative 
branches in the United States should 
increase the likelihood of meaningful 
fiscal stimulus, along with reflation. 

Growing populism in  
the United States should 
also see increased  
public-sector involvement 
in infrastructure projects 
and other forms of 
spending, in our view. 

Hence, we think it is now more likely the 
US government will embark on more 
aggressive spending after experiencing 
contractionary fiscal policy for much of 
the past eight years. Admittedly, it 
remains to be seen how this stimulus will 
be paid for and what the implications will 
be for the deficit. This expansionary 
fiscal policy would likely boost inflation in 
the United States, which we think could 
be positive for certain investments.

• Rising inflation could cause a shift 
from bonds to stocks as policy rates 
finally begin to rise from zero and as 
the long end of the US Treasury 
yield curve may begin to price in 
more inflation risk.

• Rising inflation would likely be 
positive for cyclical stocks in 
particular, including those tied to 
infrastructure plays, bank and hard 
commodities.

• Repatriation of US corporate profits 
earned abroad could boost 
sentiment, which could have a 
pos i t i ve  impact  on  many 
multinational companies and 
markets overall—but could bring 
negative implications for other 
countries currently acting as a tax 
haven.

Trade Implications

Pre-election rhetoric from both the 
Republicans and Democrats in the 
United States confirms to us that the 
country is following a global trend 
toward more protectionist and populist 
sentiment and a reversal in the appetite 
for globalization, as evidenced also in 
the United Kingdom’s Brexit vote to 
leave the European Union (EU). This is 
not limited to just the United States and 
the United Kingdom; the EU commission 
has been looking for ways to bolster the 
bloc’s trade defenses, possibly by 
introducing tougher trade measures, 
and at a recent EU summit in Brussels, 
increased trade protection and defense 
were large topics of discussion.

It is important to note that retrenchment 
in global trade had already begun prior 
to the election. The World Trade 
Organization recently slashed its 
forecast for world trade growth to just 
1.7% this year from an estimate of 2.8% 
in April, and the compound annual 
growth rate in real exports and real gross 
domestic product has fallen to 1% from 
a peak of 3.5%, signalling global trade 
has slowed.

We don’t anticipate that the new US 
government will be against free trade; 
instead, we anticipate an emphasis on 
ensuring fair trade. In our view, the 
e lec to ra te ’s  rebe l l ion  aga ins t 
globalization is not about trade per se, 
but rather a reflection of the focus on 
income and job growth.

Nevertheless, it is becoming clear to us 
that large regional trade pacts involving 
both developed and emerging countries 
will be less likely to pass in the future 
since the mutual benefits are often too 
diffused to justify relative to the costs, 
especially for individuals in affected 
industries who might lose jobs to 
competit ion. We think this wil l 
necessitate more bilateral trade deals 
between individual countries.

Impact on Emerging Markets 
- and Investment Opportunities

While we have seen some short-term 
shocks, overall, we think greater US 
fiscal stimulus and pro-growth policies 
could bring positives for many emerging 
markets, while domestic consumption 
fueled by decade-long trends of 

demographics and urbanization remains 
the core driver for the growth of 
emerging markets longer term.

For Asian countries in general, the 
primary impact of the US election 
appears likely to be negative in several 
key dimensions. These include 
protectionist trade policy, more controls 
on immigration and movement of people, 
less support for current defense and 
security arrangements (particularly 
relevant for Japan, South Korea and 
Taiwan) and the likelihood of capital 
repatriation from US companies back to 
the United States amid comprehensive 
tax reform that seems likely. That being 
said, we believe there remain significant 
investment opportunities in emerging-
market economies propelled by 
domestic growth and reform, including 
India and Indonesia.

In regard to China, there is clearly 
heightened uncertainty, primarily over 
potential US trade and security relations 
with China given Trump’s past 
statements. As much of the value of 
Chinese imports comes from imported 
parts, notably from Japan, South Korea 
and Taiwan, those countries would all 
likely suffer if Chinese exports fell. 
However, it is worth noting that while the 
longer-term supply chain might shift 
from China to South Asian countries (as 
represented in the Association of 
Southeast Asian Nations) expertise in 
mechanical components could be hard 
to replicate at scale outside China. At 
the same time, external pressure may 
push China’s determination on internal 
consumption, market reforms, and 
innovation. Separately, Trump’s foreign 
policy could actually benefit China in 
some aspects, as he has been 
advocating a smaller presence in Asia 
Pacific.

Elsewhere, Latin American markets were 
broadly negatively affected by the news 
of Trump’s win. Mexico has been a focal 
point for the Trump campaign in regard 
to immigration and trade, and following 
the election, the Mexican peso fell 
sharply against the US dollar and 
Mexico’s stock market l ikewise 
plummeted. However, we think the 
country is overall well-managed and its 
supply chain is integrated for US 
companies. So, it seems the initial 
market reaction to the US election 
outcome may have been too negative. In 
addition, we have already seen a strong 

COUNTING THE US ELECTION IMPLICATIONS ON THE GLOBAL MARKETS
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reversal of expectations regarding 
commodities (particularly metals), which 
should likely benefit a number of 
resource-rich countries in Latin America.

It is important to note that for the 
emerging-markets equity asset class at 
large, domestic demand and reform 
remain the secular drivers - India being 
a good example of this. Specifically, in 
the past decade, the emerging market 
countries themselves, and their 
respective equity markets, have 
changed significantly, often making 
them less dependent on commodities or 

goods exports, and more driven by 
domest ic consumpt ion growth, 
technology and services. This continues 
to provide a favorable investment 
backdrop for emerging-market investors. 
In our current environment, we are 
focused on opportunities presented by 
regions with strong domestic growth and 
consumption, and on firms with diverse 
geographical revenue exposure that 
may be less exposed to damaging 
(protectionist) country-specific policies 
that may arise in the coming years. In 
terms of individual companies, we see 
opportunities in companies with cost-

curve adaptability that can drive margin 
expansion.

For example, firms that are proactively 
investing in automation look attractive as 
the unit cost of labor is likely to rise in 
light of rising protectionist policies, and 
firms that invest in automating processes 
are likely to see less pressure on 
margins.

The US election result brings to mind the 
popular phrase that “all politics are 
local,” since there was an unexpectedly 
large groundswell of support for Trump 
in many disaffected and dissatisfied 
communities across the country. What is 
most remarkable in the recent election is 
the degree to which the major press got 
the direction of the election sentiment 
wrong.  So it is an important lesson for all 
analysts and investors that we must be 
very cautious in our studies and not rely 
on a limited selection of sources or the 
consensus view, but rather we need to 
obtain information directly. This is the 
reason that our emerging market teams 
do not rely on the popular press or sell-
side analysts, but make a point of being 
on the ground in countries around the 
world and getting firsthand information. 
We also believe active management has 
a strong place in this type of environment 
and can add value for investors.

In conclusion, a Trump presidency has 
clearly elevated risk. However, it is too 
early to credibly assess the economic 
and political ramifications of this result. 
We have highlighted a number of risk 
areas which we will continue to closely 
monitor. We believe that our strategies 
are currently well-positioned to withstand 
the risks we see. Whatever happens 
next in the United States or elsewhere in 
the world, we believe that from every 
situation comes potential opportunities. 
It is our job to uncover them.

Commentary: Stephen H. Dover, 
Managing Director, Chief Investment 
Officer Templeton Emerging Markets 
Group, Franklin Local Asset Management.

COUNTING THE US ELECTION IMPLICATIONS ON THE GLOBAL MARKETS
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Income (deductions are capped at 
R350,000 p.a.).  Contributions 
therefore reduce your Income Tax 
Liability providing you with an 
effective ‘discount’ on the 
investment. See below simple 
example: 

Jackie earns a total Taxable 
Income of R1,200,000 for the 
2016-2017 tax year, which is 
made up of her salary, rental and 
interest income. She does not 
belong to an employer pension 
fund and does not currently 
invest in any retirement funds. 
The opportunity for Jackie is that 
she can invest as much as 
R330,000 (R1,200,000 x 27.5%) 
into a Retirement Annuity Fund 
this tax year and deduct that full 
amount from her taxable income, 
meaning her taxable income is 
reduced to R870,000. An 
approximate tax saving of 
R135,300 (R330,000 x 41%). 
Note: the above calculation 
assumes interest exemptions 
have been utilized.

Tax efficient nature of the 
structure 
There is no income tax, dividends 
withholding tax or capital gains 
tax levied on the income or 
growth of your capital in a 
Retirement Annuity Fund.  Daniel 
Wesse l ls ,  the  ed i to r  o f  
www.indexinvestor.co.za, ran a 
model comparing the amount of 
additional growth needed per 
year for a Unit Trust to overcome 
the tax benefits provided by a 
Retirement Annuity, refer to the 
graph on the following page: 

Assuming the same underlying 
portfolio and fees, the two lines 
show the outper formance 
required per annum for a Unit 
Trust Investment against a 
Retirement Annuity, based on 
various levels of contributions 
and therefore tax rates. 

The higher line is for an investor 
with larger interest income and 
therefore greater taxable portion 
of proceeds, the lower line 
assumes less interest is taxable. 
If R75,000 is contributed to the 
two investments per annum and 
half the interest proceeds of the 
Unit Trust are taxable at 30%, the 
Unit Trust will need to outperform 
by more than 2% per annum to 
counteract the tax benefits of a 
Retirement Annuity Fund.

An opportunity to save on income tax and invest at a  
discount of up to 41%

TOPPING-UP YOUR 
RETIREMENT ANNUITIES

2

1Retirement Annuities are  
an integral investment 
vehicle when planning for a 
successful retirement, and 
they come with a wide 
range of other benefits too.

Identify this financial planning opportunity 
and take advantage of the income tax and 
other benefits of investing in a Retirement 
Annuity fund.

Reasons to Invest in 
retirement annuities

Tax breaks make a retirement annuity 
attractive, but that’s not the only 
advantage:

Planning for retirement and 
ensuring sufficient savings
the structure helps you build up 
capital during your working life, 
and restricts access until age 55 
to help investors avoid the 
temptation of “dipping” into their 
retirement savings. Your financial 
planner will help you craft your 
personal retirement plan and 
make use of a Retirement Annuity 
fund to help you achieve your 
retirement goals as the most 
efficient structure available.

Tax deduction benefit
Contributions to Retirement  
Annuity Funds are deductible 
from your Taxable Income up to a 
maximum of 27.5% of the greater 
of Remuneration or Taxable 

3

http://www.indexinvestor.co.za
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Lump sums on retirement
Up to R 500,000 is available as a 
tax free lump sum. The cash 
commutation is limited to a 
maximum of one-third of the 
capital value of the Retirement 
Fund, the balance must be used 
to purchase an annuity to provide 
an income in retirement. Excess / 
non-deducted contributions 
made to Retirement Annuities 
increase the tax-free portion of 
this withdrawal. See below 
retirement  lump-sum tax table:

R 0 - R 500,00* 0%

R 500,001 - R 700,000 18%

R 700,001 - R 1,050,000 27%

In excess of R 1,050,001 36%

*Less any retirement lump-sum withdrawals (since 
1 October 2007), pre-retirement lump-sum 
withdrawals (since 1 March 2009) and 
severancewithdrawals (since 1 March 2011).

The power of compounding
Due to the long term nature of the 
savings, your investment benefits 
from earning growth on growth. 
In addition, short term market 
fluctuations are of less concern 
as your consistent contributions 
will average out the variability.

Disciplined Savings  
You cannot access your capital 
until you are 55 years old.  Some 
see this as a drawback (listed 
below); however, we view it as an 
advantage. This removes the 

temptation to deplete your 
savings for other purposes 
during your working years.

Providing for dependants  
A Retirement Annuity Fund can 
be bequeathed to your stated 
beneficiaries upon your demise. 
The beneficiaries have the option 
to take the capital as a cash lump 
sum, purchase an annuity or a 
combination of both options. 
 
Flexibility of contributions  
you can set up a monthly debit 
order that escalates over time or 
simply add lump sums on an ad 
hoc basis.  The monthly 
contributions can be started, 
stopped and changed at any 
time without fees or penalties.

Diversified Portfolio and 
Freedom of Choice
You have access to a wide range 
of Mutual Funds and different 
asset classes in the Retirement 
Annuities, within the limitations of 
Regulation 28, which require that 
the following table is adhered to:

Costs   
There are no additional costs and 
the fees are transparent and 
identical to investing in a Unit 
Trust.

Protection from creditors  
A Retirement Annuity cannot be 
ceded or attached by creditors.

Limitations

You cannot access your capital until you 
are 55 years old.

After 55, if you’re Retirement Annuity is 
greater than R247,500 you cannot 
access more than one-third in cash on 
retirement.  The balance must be used 
to purchase a compulsory annuity.

To take your Retirement Annuity savings 
abroad, you need to emigrate formally 
and submit emigration papers to the 
Reserve Bank. The proceeds will be 
taxed according to the withdrawal lump 
sum tax table. 

After Retirement, the portion that is used 
to purchase a compulsory annuity 
cannot be transferred offshore. You will 
therefore be restricted to an annuity that 
pays out in South Africa. 

Regulation 28 attempts to l imit 
investment choice and risk by restricting 
the allocation to risky assets, such as 
Equities and Offshore.  For long term 
investors that seek global exposure, 
these restrictions can have an adverse 
effect if your Retirement Annuities make 
up the bulk of your portfolio.

Contact Us 

Should you wish to take advantage of 
the income tax savings by contributing 
to a Retirement Annuity Fund prior to 
the end of February 2017, please do 
not hesitate to contact us for further 
information and recommendations.

TOPPING-UP YOUR RETIREMENT ANNUITIES
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6 Enuity 75%

Foreign 25%

Property 25%

Commodities 10%

Hedge Funds 10%

Bank Debt 75%

ASSET CLASS REGULATION 28 LIMIT
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Recently, South African investors have 
had to say goodbye to a familiar face. 
An old friend if you will. Not the type 
that comes and goes. Rather, one of 
those stable, consistently dependable 
fellows, that have just kind of always 
been there. Having been listed on the 
JSE for over 100 years, it was as much 
a staple in grandma’s share portfolio as 
it was in dad’s refrigerator.

Arguably, it was the most recognisable 
of South Africa’s globetrotting multi-
nationals, the bluest of the blue-chips, a 
testament to our industrial development 
as a nation – and maybe also of our 
insatiable demand for beer. The 3rd of 
October stands as the first day in over a 
century that South African Breweries is 
not available on tap to investors. Let’s 
have a look at how this iconic South 
African brand has treated investors 
over the years.

The precursor to what we know today 

as the South African Breweries started 
in the late 1880’s with several brewers 
competing for market share to rehydrate 
Johannesburg’s rather overindulgent 
miners in the pioneering days of the 
gold rush.

Englishman Charles Glass named his 
brew - Castle, and branded it with the 
two-turreted fortification that it is still 
known for today. In 1892, another 
b re w e r,  F re d e r i c k  M e a d  o f 
Pietermaritzburg, envious of the growth 
in the Witwatersrand compared to 
Natal, offered Glass and Co £18,000 for 
an outright purchase of his brewery. 
Mead incorporated the business in 
1895 and listed it on the newly formed 
Johannesburg Stock Exchange two 
years later. Interestingly, SAB was the 
first industrial company to list on the 
JSE. By the time of its delisting last 
month, SAB was the second oldest 
share on the exchange. Telling perhaps 
of South Africa’s shift from a resource 

and industrial based economy to one 
primarily driven by services, the only 
older share on the JSE is a gold miner 
– DRDGOLD. The company also listed 
on the London Stock Exchange the next 
year.

SAB enjoyed robust growth all the way to 
the 50’s, when the industry was shaken 
by government imposed tax hikes on 
beer sales. With consumer demand 
switching to spirits, SAB set its sights on 
struggling rivals Ohlssons Cape 
Breweries and Chandlers Union 
Breweries for acquisition. The combined 
mega-brewer (at least locally), with 90% 
share of the South African market, 
became formally known as the South 
African Breweries. This was just the first 
in a long line of successful acquisitions 
and mergers that would see SAB move 
its primary listing to London, take-over 
the American brewer Millers and become 
the second largest international brewer 
before its outright purchase by ABInBev .

SO LONG OLD FRIEND...

1898
Company lists on the LSE 

and is headquartered
 In London

1999
SAB expands globally as SAB 
Plc and moves headquarters 
and primary listing back to 

London

1892
Frederick Mead purchases

Castle Breweries for
£18,000

1855
SAB acquires Lion and 

Chandler Union Breweries

2002
SAB Plc acquires the Miller 

Brewing Company becoming 
SABMiller

1895
Company incorporates as

the South African
Breweries

1970
SAB moves headquarters to  
SA, becoming a a fully South 

African company

2016
AbInBev acquires 100% of 

SABMiller

1897
Company lists on the JSE

1994
Exchange controls relaxed, 

SAB starts acquiring 
businesses offshore

October 2016
 SAB delists from the JSE

1888
Charles Glass Founded

Castle Breweries

TIMELINE OF EVENTS
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SO LONG OLD FRIEND

Of course, since its listing on the JSE in 
the late 19th century, the SAB has had 
shareholders to please. Although 
accurate historical data is hard to come 
by, shareholders have been handsomely 
rewarded for holding on to SAB. The 
brewery Frederick Mead bought for 
£18,000 in 1892 was worth almost 
R1.3trillion (£73billion) before delisting 
last month. This equates to a comfortable 
13% share price growth per annum over 
twelve decades. Better yet, had you 
bought a share for 45c in 1965 (which is 
as far back as our share price data 
goes) and held onto it until ABInBev 
bought it back from you, you would have 
seen about 16% growth per annum. To 
put this into perspective, R1 invested in 
SAB shares in 1965, would have grown 
to R1760 today, excluding dividends. 
Thanks to the power of compounding, a 
R1 investment around the time of Mr. 
Glass, would have survived two Boer 
Wars, two World Wars, the Great 
Depression, the Cold War, South African 
democracy, the chance of a Trump 
presidency and still have grown to over 
R4million today, excluding dividends.

Furthermore, it being the stable and 
dependable fellow it was, the company 

always paid a dividend (at least since 
the early 1980’s). Compound the 
dividend income over this period, and 
total shareholder return is much higher. 
The below graph illustrates the total 
investor return (capital + dividends) 
against the JSE All Share Index over the 
past 20 years. SAB returned

16.56% per annum, dividends included, 
against the JSE’s 15%. As seen below, 
while lagging the index in the early 
2000’s during the bull market in resource 
stocks, it caught up to and surpassed 
the index in the early 2010’s as investor 
demand shifted to what are considered 
safer, quality shares. The run in 2015 
was because of the ABInBev take over 
gaining momentum.

Additionally, the past twenty years have 
seen SAB change in character from 
having a largely South African investor 
and revenue base, to a global player 
based in London (1999) on an 
international shopping spree to acquire 
offshore brands. By 2003, after the Miller 
acquisition, 75% of revenues came from 
outside of South Africa. Consequently, 
by this time, the share price also became 
subject to the whims of the currency 

markets. The graph below shows capital 
drawdown (a risk measure defined as a 
capital decline from the highest peak set 
previously) of the SAB share price 
compared to the local equity market 
during the prevailing currency regime of 
the day. Broadly, SAB’s exposure to 
emerging markets in the late 90’s saw it 
underperform the All Share index 
because of the Asian crisis, with the 
share price only recovering as the Rand 
hit 12 to the dollar in the early 2000’s. 
This was followed by another deep 
drawdown following the tech bubble 
burst, and the subsequent turmoil in 
equity markets. After acquiring Millers, 
SAB became much more diversified 
internationally such that the share price 
reacted much more defensively through 
the global financial crisis in 2008. As the 
share evolved into a Rand-hedge stock 
(a share with large offshore revenue 
generation much like British American 
Tobacco, Richemont and Naspers), 
sustained Rand depreciation from 2011 
through 2015 was a boon to the share 
price, whereas recent Rand strength 
have seen the share lose out to resource 
and mid/small cap stocks propping up 
the All Share index.

Overall, the delisting of this South 
African favourite leaves a gaping hole in 
the index. At the end of August, SAB 
contributed about 11.5% to the market 
capitalisation of the All Share index, 
second only to Naspers. After SAB 
delisted, Naspers’ proportion was 
pushed up to almost 16% of the index, 
and 20% of the Top40 (from 14% and 
16.5% before, respectively).

Sure, SAB itself exists much as it did 
before as a subsidiary of a global 
behemoth. Sure, you can have exposure 
to Charles Glass’s Castle. But somehow, 
the feeling isn’t quite the same, at least 
from an investors’ point of view. ABInBev 
is not part of the All Share index due to 
its local shareholding being too small. 
There are also no South African 
executives on the board in Brussels 
(ABInBev’s hometown). Somehow, it just 
feels a little less, well South African. And 
for that we say cheers old friend, thanks 
for the memories, we’ve had a good ride.

SAB TOTAL RETURN COMPARED TO ALL SHARE INDES (1995-2016)

SAB CAPITAL DRAWDOWN COMPARED TO ALL SHARE INDEX AND CURRENCY
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