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MONEY
MAKING THE MOST OF SPENDING, SAVING AND GROWING YOUR MONEY.

Question your financial adviser

• Many planners are tied to companies that sell financial products, so you cannot assume you will get unconflicted investment advice
Laura du Preez

W

hen you sit
down with a
financial
adviser, you
should have
a clear idea who you are dealing
with and what their relationship
is with any supplier of financial
products, be they life or shortterm insurance policies or
investments. This information
enables you to assess
whether the advice you will get
has any limitations to it before
you act on it.
That is what the Financial
Sector Conduct Authority
(FSCA) said at the outset of its
review of financial advice and
the way in which we are sold
financial products.
It is more than five years
since the regulator started its
retail distribution review and
though some consumer
protection measures have been
put in place, many proposals are
still in draft form and up for
further discussion in documents
published late last year.
One contentious issue
concerns the right name for
advisers who act as agents of
financial institutions, selling
almost exclusively that
company’s products relative to
advisers who operate from their
own advisory practices. The
debate extends to who should

be able to call themselves an
“independent” financial adviser
without misleading you.
In the meantime, you need to
question your adviser closely
about the service you will enjoy,
their relationship with any
financial product providers and
the cost implications.
Later this week, the SA
Independent Financial Advisers
Association (Saifaa) will post a
list of 21 “vital” questions you
should ask your adviser, its
founder, Derek Smorenburg,
says. Here are a few questions
from the list, the issues raised in
the retail distribution review
papers and insider insights:

WHOSE FINANCIAL
PRODUCTS DO YOU SELL?

You must ask an adviser
whether they represent a wide
range of assurance companies’
products and a variety of
investment houses and
which ones and why,
Smorenburg says.
Saifaa suggests you ask your
adviser who their employer is —
a financial institution such as a
life company or an advisory
practice. If the adviser is
employed by an advisory
practice with its own licence,
you still need to check whether
the practice is owned by a
product house. This information
will help you work out whether
you are getting advice from a

Relationships:
Your financial
adviser may
not put your
interests first,
so it helps to
ask questions.
/123RF/
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tied or product supplier agent,
who only recommends
products from one institution.
If your adviser is employed
by a practice licensed as a
separate financial services
provider but the practice is
owned by a product house, you
need to ask about incentives
offered to your adviser.
Brian Foster, the founder of
Financial Caddie, a coaching
and mentorship business for
financial planners, says the retail
distribution review discussion
has moved beyond expecting
independent advisers to offer
you every single product in the
market. Some may be
expensive, and some may be
dangerous, but if advisers who
claim to be independent limit
their range, they should be able
to justify their choices.

HOW DO YOU GET PAID
WHEN I INVEST?
How do you get paid

when I invest?
The retail distribution review
process identified upfront
commission payments as a big
contributor to products being
mis-sold and a cause of many
grossly unfair penalties imposed
on investors who stop or reduce
payments on investment
policies before an agreed term.
Commission is calculated as
a percentage of the amount you
pay and the term for which you
invest and is paid upfront to
advisers by way of “loans”,
which are repaid when you pay
your monthly premiums. But if
you fail to keep up with the
payments, the unrepaid loan is
recouped as a penalty against
your savings.
Upfront commissions have
been limited to 50%, and
maximum penalties have been
set and must reduce to zero
over five years. The FSCA has
proposed banning commissions
on investments and that

advisers only be allowed to
charge agreed fees as and when
you contribute to an investment.
There is debate about
retaining commissions on lowcost products to ensure advisers
service low-income earners. In
the meantime, Saifaa
recommends you ask your
adviser if they earn statutory
commission, a fee charged as
percentage of your investment,
or a time-related service fee.

WHAT INCENTIVES ARE
YOU OFFERED?

Foster suggests you ask about
the incentives that could affect
your adviser’s
recommendations. Some
advisers earn a higher reward
for recommending the internal,
more expensive fund of the
institution that employs them
or owns the practice that
employs them.
Alternatively, advisers in
their own practices set up their
own investments and mostly
recommend these to you. In
addition to their advice fees,
they charge you for making
decisions on the investments in
a fund of unit trust funds or
what is known as a model
portfolio created for clients.
The FSCA has put a stop to
taking fees for the same service
twice — or double-dipping — but
Foster says it could be argued
that advice and investment

management are two different
services.
John Eckstein, MD at
Analytics Consulting and Ci
Collective Investments, says an
adviser who does a thorough
due diligence on the underlying
investments for their own range
of funds may well be providing
you with a better service than
one who enjoys a large
manager’s presentation and
switches your investments for
whimsical reasons.
Janet Hugo, director of

COMMISSION IS
CALCULATED AS A
PERCENTAGE OF THE
AMOUNT YOU PAY
AND THE TERM FOR
WHICH YOU INVEST
AND IS PAID UPFRONT
Sterling Wealth and former
winner of the Financial Planning
Institute’s financial planner of
the year award, says she
recommends to her clients unit
trusts that she co-manages with
another independent adviser,
Wouter Fourie, and with
Analytics Consulting.
Engaging managers through
consultants enables her to
secure favourable bulk asset
management fees and the costs,
at 0.2%, only cover the running

of the fund.
Both Saifaa and Foster
suggest asking your adviser
about their views on
investments, asset allocation,
investment philosophy and
investment benchmarks. This
should reveal any links and also
their views on index-tracking
and active management.

WHAT ARRANGEMENTS DO
YOU HAVE WITH THE
INVESTMENT PLATFORM?

Some tied advisers are
employed or franchised to a
financial institution that runs its
own investment platform. Some
advisers who operate from an
independent practice are able to
offer you lower fees on unit
trust funds on certain
investment platforms because
they place many clients’
investments on those platforms.
If a financial institution has
an investment platform and
offers its own funds, you may
enjoy a discounted rate.
Eckstein says this “vertical
integration” can be good or bad
for you — if the advice, fund and
platform fee charged for
financial services within a group
add up to 3.5% or more, vertical
integration is not benefiting you.
Saifaa suggests you ask for
the all-in costs of products and
services recommended,
including and excluding
advisory and guidance fees.

MONEY MATTERS

Investors should not just limit
themselves to unit trusts
Craig Gradidge

Buying or Selling a New
or Pre-owned Aircraft?
T H E J E TC R A F T A DVA N TAG E
R ES U LTS
Proven year over year results with 700 transactions worth $12.5B in revenue over the past 10 years.

EXPERTISE
Uniquely qualified in navigating complex transactions with over 55 years of industry-leading services,
knowledge and capabilities in aircraft research, sales, marketing and international transaction management
and with in-house professionals in marketing, sales, legal, contracting and sales engineering.

R ESO U R C ES
The financial strength that allows us to invest in one of the largest inventories of new and pre-owned
aircraft in the industry and provide flexible options such as taking aircraft in trade.

F E AT U R E D A I RC R A F T

2006 CESSNA CITATION
CJ2+ S/N 525A-0332

2003 DASSAULT FALCON
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2019 EMBRAER LEGACY 450
S/N 55010060

• 2,387 Hours; 2,246 Landings
• Engines Enrolled on TAP Elite
Progressive
• ADS-B Out Compliant
• Equipped with WAAS/LPV
• 8-Passenger Configuration

• 6,381 Hours; 3,656 Landings
• Engines & APU Enrolled on Programs
• Equipped with ADS-B Out, CPDLC &
FANS 1/A
• Includes HUD & SVS
• Swiftbroadband High Speed Internet
• 12-Passenger Configuration

• 19 Hours; 11 Landings
• Engines & APU Enrolled on
Programs
• Equipped with ADS-B Out,
CPDLC & FANS 1/A+
• Swiftbroadband High Speed
Internet
• 9-Passenger Configuration

For More Information, Please Contact
Danie Joubert, Vice President Sales, Africa
DANIE.JOUBERT@JETCRAFT.COM

+27 82 556 5323
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hen I joined
the unit trust
industry in
1998 there
was roughly
R70bn invested in 190 funds.
Today there is roughly R2.5trillion invested across 1,240
funds. The largest fund in the
industry today, with more than
R145bn invested in it, is the Allan
Gray balanced fund. It’s been an
incredible journey to be part of
and to watch in various roles
over the years.
However, since becoming a
financial planning practitioner in
2008, I have noticed that unit
trust investments tend to
dominate client balance sheets
from the perspective of retail
investments.
The recent Raging Bull
awards evening was a reminder
that the marketing machinery
behind the industry is pretty
jacked up — tired, boring,
unimaginative but very efficient
and effective. The largest unit
trust funds are bigger than the
entire hedge fund, S12J and
public broad-based BEE
(BBBEE) sectors combined.
Several questions arise: why
do unit trusts dominate like
this? Are investors missing
opportunities as a result?
Where are the other
opportunities?
There are several reasons
why unit trusts dominate. They
are easy to understand and
widely available; investors are
well protected (from a
regulatory perspective); the
marketing machinery works,
lending itself to effective selling
by traditional brokers who have
little to no market knowledge;
the long-term track record has
been largely good to investors;
and of late they have been
getting cheaper, courtesy of
competition from passive
investments.
However, it seems that
investors are missing out on
other investment opportunities.
The hedge fund industry has
produced a few shining stars of
late. However, their growth
seems to be stifled because

investors have largely been
sensitised to costs.
The total expense ratios of
hedge funds can make your
eyes water, especially after a
period of outperformance of
easy hurdle rates. We have
approved only one hedge fund
for our clients so far, as it ticked
most of the boxes on the
checklist: managers with long
and credible track records, a
performance fee hurdle of CPI
+3% a year, and an attitude of
wanting to protect investors’
capital. The fund has delivered
almost 1% a year better than the
best-performing unit trust fund
which has a CPI +3%
benchmark, and 2.5% a year
better than the relevant sector
average but manages about
R100m vs the sector average
of R1.8bn.
A key issue for investors is
their choice of adviser. Many
advisers have become riskaverse as a result of the
Financial Advisory and
Intermediary Services Act and
other legislation. Their standard
defence is that there are not
enough alternative investment
options available for retail
investors and that they require
high minimum investments.
This is not entirely true.
Consider the following list of
alternative investments
available to clients:
● Structured products
(minimums from R250,000);
● S12J (minimums from
R100,000);
● Retail hedge funds
(minimums from R100,000);
● Private equity (minimums
from R100,000); and
● Public BBBEE share
investments (from R10,000).
Even retired investors can
access alternative investment
options, with forward-thinking
platforms allowing retirees to

UNIT TRUSTS TEND TO
DOMINATE CLIENT
BALANCE SHEETS
FROM THE
PERSPECTIVE OF
RETAIL INVESTMENTS

blend insurance into living
annuity investments.
The wider variety of
investment options should be a
boon to advisers as they will be
able to refine the investment
strategies they put together for
their clients.
They would be able to build
in capital protection, reduce
fees, combine uncorrelated
investments and even achieve
some tax efficiency.
S12J, for example, allows
investors to tap into the power
of the deduction to enhance
return without being stuck in
the investment until age 55.
Structured products provide
investors with an opportunity to
build in defined short- to
medium-term returns.
Investors would do well to
invest some time and energy to
get to understand these
alternative investments. Some
ideas for investors wanting to
diversify away from unit trusts:
● Limit exposure to alternative
investments to 15%-20% of your
portfolio;
● Initially enter via a product
provider in the top two or three
in that market; and
● Favour managers or
providers with long and
verifiable track records.
The AfriAsia wealth report of
2019 found that there has been
an increased allocation to
alternative investments by
wealthy SA investors. This trend
is expected to continue over the
coming decade.
There are good reasons why
unit trusts dominate the retail
investment landscape, and we
expect that this should continue.
However, investors and
advisers should keep an open
mind and consider investment
opportunities outside their
comfort zone.
No investment presentation
or article is complete without a
Warren Buffett quote. The most
relevant one in this context
would be “never test the depth
of the river with both feet”.
● Gradidge is the director of
Gradidge Mahura Investments
and holds the Certified Financial
Planner accreditation.
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email your questions to:

money@arena.africa

How do
I save
enough for
retirement?

Q

I am a single mother of
two, nearing 60 and
haven’t saved enough for my
retirement. I am still working
(for myself) and have some
savings. But I need more. Any
ideas how I can add to my
savings? — W Martin via e-mail
Ricardo Teixeira, Certified
Financial Planner®
professional at BDO Wealth
Advisers, answers:
The definition of retirement
is different for everyone. The
traditional meaning is
associated with a life of leisure.
The reality is far from that.
Most “retirees” continue to
remain engaged and active after
formal retirement age and
generally slow down only when
they choose to. Determining
how long you plan to work for
yourself, as you now are, is a
key date in your financial
planning. A financial planner
can help you calculate how
much money you are likely to
need to fund your retirement.
The gap between how much
you have and how much you
may need is the savings gap
you’re looking to fill with any
one or a combination of these
strategies:
● Spend less than you earn. It is
a powerful habit to master to
create wealth. Critically assess
your spending and prioritise
needs over wants.
● Consider a second income to
top up your earnings —
something you can do or be
involved in outside your current
business commitments.
● The upside of being selfemployed is that you are able to
continue being involved in your
business for as long as you
want. Explore strategies to
grow the business and employ
a successor so that you don’t
need to sell when you want to
slow down and still draw
earnings from the business.

A

CONSIDER SELLING
ANY ASSETS YOU
OWN THAT ARE NOT
ESSENTIAL TO YOUR
RETIREMENT PLAN
AND USE THE MONEY
TO SETTLE ANY DEBT
● Terminate debt and redirect
any debt repayments to your
savings. Consider selling any
assets you own that are not
essential to your retirement
plan and use the money to settle
any debt now. The interest you
will save will far outweigh the
emotional attachment of
keeping an unwanted or nonessential asset.
● Maximise your contribution
to a retirement annuity (RA).
Instead of just saving after-tax
money, set up and contribute
regularly to an RA. Take
advantage of the tax saving: you
can claim a maximum of
R350,000 a year for retirement
contributions, and the
investment growth is tax free.
● Be invested. Having savings
in a bank account is not good
enough. To create wealth and
keep the purchasing power of
your money, you need to be
invested in listed equities. Cash
is great but it devalues over
time due to inflation and tax.
Investing and saving are
actions that are founded on
good habits and discipline.
Getting started is difficult. You
are on the right path by asking
the question. Next is to act.
● Send your questions to
money@arena.africa

