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From AC
New AC compliance manual

The alpha version of the manual is complete
and being loaded onto our website as you read
this article. Each client will shortly receive
a password that will allow you access to the
manual.
Once we have completed the annual reports one of our first major tasks is to further
enhance the manual to bring it right up to date. One of the advantages of having the
manual on the website is that we can do changes, additions/deletions and corrections as
and when needed so it is more of a real time reference tool.
Once you have had a look your feedback as to the content would be most welcome.

What is an associate company?

The aspect of the binder regulations that prevents a broker/UMA business relationship
if the two are associate companies has recently been tested with the FSB and two of our
clients. The clients are a UMA and a broker – they share a common shareholder, being
an individual who owns the brokerage 100% and has a shareholding within the UMA
and acts as its managing director. This relationship has long been a point of discussion
between us, the risk carrier involved and of course the UMA and broker. The two companies had made a number of structural changes over recent times to avoid falling foul
of the binder restrictions. Separate premises were established, additional agencies were
sought so proper advice and options could be provided to clients and most importantly
separate and independent management structures were put in place for the brokerage
and all this underpinned by a conflict of interest policy for both sides of the relationship that puts in place controls to ensure that the neither client nor other insurers are not
prejudiced by the potential for a conflict situation.
This relationship became the subject of an investigation by the FSB, which we subse-
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quently established was as a result of an approach to the FSB by an ex employee (Hell
hath no fury?). The structure was explained to the FSB in some detail. The response
received, fairly quickly as well, was that they were satisfied with the controls in place
and made specific reference to the conflict of interest policy and that they expected “...
adherence to...” the policy.
Whilst the matter did cause some initial concern for all involved the outcome was both
welcomed by the FSPs and us in that we at least know where “the line” is in this particular regulation.
Two further investigations are underway that we are aware of that involve UMAs:
1.

2.

A client of ours is being looked at for apparently doing direct business i.e. no
brokers involved. Too early to give you much information at this stage as the investigation is on-going but we will keep you posted. It is also unclear as to what
led to the FSB wanting to take a look but we suspect a complaint from within
the industry.

A UMA, who is not a client of ours, is about to be looked at following a complaint to the FSB we became aware of, on fees that continue to be charged by
the UMA in question. The UMA in question has made no bones about the fees
being charged and have issued a note to their brokers justifying the fees. In our
view the majority of these are services linked to claims and as such should form
part of the policy and are being done on behalf of the insurer thus an additional
fee is not justifiable. But let’s see what the FSB have to say.

Annual reports and our next scheduled visits

Work on the reports continues although we should have completed the initial loading of
all reports by the time this newsletter is published and await the return of the signature
pages and other documents that may be applicable.
The next cycle of monitoring visits, building up to the 2014 annual reports, starts again
from July for the broker and UMA/insurer divisions – the motor division has not really
stopped despite the annual report work. This first visit of the new year will include the
supplying and signing of the new AC Service Level Agreements.
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Treating Customers Fairly

On the 6th June 2013, Kele attended
a presentation on Treating Customers
Fairly. The presentation focused more
on outcome number six of TCF which
relates to managing customer complaints. Complaints are a reflection
of how well is TCF embedded in the
company`s culture, hence it is important to have effective complaints management as part of TCF.
A video of the FSB interview with
Leanne Jackson was presented at the
seminar and some of the information
attained from this interview is summarised as follows:
What is the source of data for complaints

TCF is already been implemented in the UK, where South Africa learned from their experience of Treating Customers Fairly. However South African methods of rolling out
TCF are not identical to international methods as South Africa will implement the one
that is workable in the country, as a source of data for complaints. Information from the
media will be a driving force for decision making and a source of information that will
be used and tested against the data received from organisations.
How FSB is likely to police regulation: TCF is pre-emptive, therefore firms need to
identify risks and take remedial action. There will be enforcement and sanctions where
fair treatment is not delivered.
Accountability

TCF is about culture change and can only come from the Board. Accountability is expected to be led from the top to the bottom. TCF will be engaged at a strategic level as
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leadership is the one to understand the risks in the organisation.
Are firms able to extract value in managing complaints: Firms under-utilise systems
they have in managing complaints, hence the FSB is working on new ways of categorising complaints which includes the following:
• Complaints management system;

• Reporting requirement in terms of TCF;

• Requesting more data from firms regarding complaints.
Will there be a grace period after TCF is implemented?

The FSB has already implemented TCF and started educating the public and industry
about TCF three years ago. Key important facts will be introduced to firms as a starting
point and there will not be a formal grace period as the intention for TCF has been in existence for the past three years. The FSB will allow for the public complaints reporting
to allow consumers to have information at hand and have the right choice of companies
as their service provider.
Will there be a twin peak approach on TCF?

Yes, the National Treasury has put down an implementation document from 1 February
2013. Timelines will happen in phases. The first phase will be a high level legislation,
which will depend on parliamentary sign off. The second level will involve changes to
the regulation, where the banking industry will be included.
How will TCF affect various Ombuds bodies?

FSB have been in discussion with the Financial Ombuds Council Scheme, which has
agreed to use the TCF outcomes in complaints handling. The second part is to ensure
that the Ombuds Scheme agrees that the practice they use fairly complies or is aligned
to the TCF model.
The presentation also highlighted FSB`s expectation on TCF which includes the
following:

• As part of a good practice and TCF, a formal complaint function should be in
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place, i.e. there should be one point of contact;

• The function must enable the complaints to be investigated fairly and potential
conflict of interest must be identified and mitigated;
• Complaints procedure must be in place for the handling of complaints in a fair
and timely manner which must be communicated to clients, i.e. be available on
the firm’s website;
• Complaints record keeping procedures and measures to resolve them;

• On-going analysis of complaints and what the firms have done about complaints
analysed. Firms to perform a root cause analysis, including training of employees
and resolution of complaints;
• Reporting to Exco or Board.

We also attended a workshop, by invitation, with the FSB on 20th June. The focus of the
workshop was to assess what barriers there may be to implementing a TCF environment
within a small FSP. The FSB are trying to see what may prevent a successful implementation and will look at addressing these issues as part of the overall roll out of the
TCF initiative, which is encouraging. They are holding similar workshops with different
categories of FSPs over the coming weeks.
The workshop was also useful to us as a compliance practice as it allowed us to see
what the role may be for what is currently a FAIS focussed service. In fact we have
agreed with the FSB that they will hold a further workshop in conjunction with the
Compliance Institutes FAIS Forum, of which Craig is the chair, to look further at the
expectations of client and FSB alike in the role of the compliance officer with the TCF
environment. We will no doubt talk to you further on this aspect as this potential role
becomes clearer.

Short-term Ombud statistics for 2012

With the release of detailed stats on just how well the short-term insurers fair when it
comes to how many complaints get referred to the Ombud and how many of the original
decisions get overturned we wonder how much notice the brokers will take of these figures when it comes to recommending products to their clients. These stats are based on
personal lines business only at this stage.
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Do brokers see this as a statistic that should be disclosed to clients in their record of
advice? You know what they say – there are lies, damn lies and statistics. It will be interesting to see how the market uses the information.
The report can be downloaded from the Ombuds website www.osti.co.za – and go to the
“publications” and then “statistics”

Regent cancel their personal and commercial lines business

We received a few calls on whether or not replacement product standards had to be followed when recommending alternative insurers/products to affected clients. The simple
answer is “yes”. Whilst the client has no choice but to find a new home for their insurances this does not mean a broker can simply move a block of business or a single policy
without ensuring the client fully understands the differences – they do after all have the
option of different products and insurers and need to make an informed decision.

Eat and sleep compliance

On a lighter note and to show that we don’t slack on worrying about our clients – even
when sleeping – one of our compliance officers must have been dreaming about a clients
conflict of interest policy and shook his wife awake in the early hours of the morning
asking her if she had signed her conflict policy. Now that’s the kind of staff commitment
we enjoy!

From the FSB
Second level RE exam postponement and on-going need for
supervision

The biggest news this month has to be this. Board Notice 120 of 2013 was published on
5 June.
It was a very short Notice – it simply said that key individuals and representatives are
exempted from those sections of the fit and proper standards insofar as they relate to the
second level regulatory exams “until a date to be determined by the registrar”.
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What the Notice did not say anything about was the impact of this postponement on
supervision. What is the situation with regard to those representatives that only have to
complete these exams to formally complete their supervision process? In the absence of
any direction from the FSB on this subject our view is that subject to all other aspects of
the supervision requirements having been completed i.e:
• Minimum experience attained,

• Required approved qualification standard in place,
• Required 1st level RE exams in place,

• The key individual is satisfied that the representatives competent to act without
further formal supervision structures, then supervision has been completed in as
far as is possible and thus the required formal monitoring and disclosure of status
can fall away.
We will raise this aspect at upcoming monitoring visits and take instruction from you
as to how you are going to manage these representatives going forward and amend the
registers accordingly. If you wish to instruct us sooner than that then please advise us.
We expect that there will be some further debate on this issue and should there be a need
to talk to you further we will of f course do so.
There was one further exemption provided for in Board Notice 119 released at the same
time – that those operating in Long Term A (funeral) and friendly societies categories
onlyare exempted from the first level of RE exam until further notice and foreign registered FSPs deadline for completion of their RE5 (representatives) first level exam has
been extended until 30 June 2014.

2013 annual levies

The fees for this year have been released – an average increase of 7, 5%. A brief summary is as follows;
The 2013 FSB levies will be calculated as per the registers details on the 31 August 2013.
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Levies will be calculated in the following manner:
Levy on authorised financial services providers

The levy, which is subject to a maximum amount of R1 385 363, is calculated as follows:
(a) A base amount of R3 197, and
(b) A X 511

For Long-term Insurance subcategory a FSPs:

(a) A base amount of R3 197; and
(b) A x R250

Levy for funding of Office of Ombud for Financial Services Providers

(a) A base amount of R729; and
(b) A x R278

A = The total number of key individuals of the financial services provider approved by
the relevant Registrar plus the total number of representatives appointed by the financial
services provider, less key individuals that are also appointed as representatives, as at 31
August of the levy year.
Payments of levies are due on or before the 31 October 2013.
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Multiple authorised financial services providers who form part of the same legal entity
are jointly and severally liable for payment of a single levy.

FSB Bulletin

The quarterly magazine issued by the FSB is being re-launched. You can subscribe, as
we have, via the link on the home page of their website www.fsb.co.za

Representative registers and debarments

The FSB issued an information circular (4/2013) at the end of May. It deals with:

• Changes to the representative register. The main changes that may be of interest
are:
−− No longer able to submit debarments via the register,

−− No longer able to add reps who should have completed their first level RE exam
i.e. missed their deadline,
−− Foreign registered juristic
reps can’t be added electronically,

−− The DOFA (dates of first
appointment) dates will be
checked per category of
product,
−− Qualification codes will
start to be part of the validation process from January 2014 i.e. each approved qualification has a
code and that will need to
be used as part of the addition of a rep process;

• Web based application for debarment of representatives:

−− An additional option for
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the submission of debarments has been developed that will entail the use of
the FSB’s on-line reporting system. We envisage that this is a process we will
manage on your behalf so we won’t give you all the detail, unless you ask for
it of course. Essentially the same level of information needed for a paper submission is demanded for this version it is just that the various supporting documents are uploaded;

• A new facility for FSPs to obtain an electronic copy of their representative register
on a fortnightly basis:

−− All FSPs are linked to a compliance officer and this facility allows you to request an excel spreadsheet version of your register twice a month. We have
yet to test the facility but it may be a useful tool for those of you with large
numbers of representatives where you may want to track changes, although our
version of the register, also in Excel, has far more detail about the reps than the
FSB version and you may well find ours works better for you than the FSB’s.

IISA CPD

The FSB has approached the IISA with a view to getting their workshops and similar
events registered as approved IISA CPD earning events.
Binders and the Old Mutual Servco model: The FSB was not happy with this structure
whereby Old Mutual effectively outsourced their broker consultant functions in such a
way that it was seen as a breach of the binder regulations, specifically around conflict
of interest and remuneration issues. Agreement has been reached between the two, the
specifics being:
• Ensuring that SERVCOs and brokerages (including their representatives, and related or inter-related parties) cannot directly or indirectly hold or obtain shares or
any other financial interest in or from each other;
• Ensuring that SERVCOs do not employ or otherwise engage brokerages (including their representatives, and related or inter-related parties) for purposes of rendering the broker consultant services; and

• Restructuring SERVCO remuneration to meet the requirement that the fee basis
is not just volume related, but also has a quality component, and is commensurate
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with the functions or activities outsourced, as required under the Directive.
Similar structures seen elsewhere are also being reviewed by the FSB to ensure that
there is consistency in the market place as a whole.

Review of third-party cellcaptive insurance and similar arrangements

The FSB released a discussion paper on with this topic on 11 June. It is a 21 page document so dealing with all aspects in that detail in this Newsletter is not possible but the
key proposals contained are:
• Cell captive insurance will need to be conducted under a dedicated insurance
licence, and may not be combined with other forms of insurance business.

• “Similar arrangements” will no longer be permitted. Existing similar arrangements must be converted to third-party cell captive insurance arrangements in a
dedicated licence.

• Third-party cell captive insurance arrangements may only be entered intowith
a binder holder. The binder holder must either be an underwriting manager or
alternatively a non-mandated intermediary in terms of an approved affinity
scheme.
• The Registrar will consider on a case by case basis whether an arrangement
qualifies as an affinity scheme for the purposes of being a cell owner.

• For an arrangement to qualify as an affinity scheme for the purposes of being a
cell owner, the following criteria must be met:
• An existing client/member relationship outside of the insurance relationship
must be in place, and the nature of the relationship must be such that the risk
cover is primarily provided to protect the reputation and brand of the primary
business activity of the cell owner; and

• The customer must be under no misapprehension that they are receiving independent advice, and consequently the intermediary forming part of a qualifying
affinity scheme must act in the capacity as a tied agent of the cell captive insurer.
• Enhanced regulatory requirements will be put in place for third-party cell
• Captive insurers with respect to:
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• Adequate governance and risk management, including prescribed provisions in
“shareholder” / cell agreements;

• Financial soundness of individual cells (including a minimal capital requirement
of R1 million) as well as the cell captive insurer;
• Market conduct, including enhanced disclosure and restrictions on“white-labelling”; and

• Reporting to the regulator on each cell arrangement.

• Prior approval from the Registrar will be required for all cell arrangements entered into with affinity schemes.

• Prior notification to the Registrar will be required for all other cell arrangements.
• Ongoing monitoring of “shareholder” / cell agreements will be undertakenby the
Registrar, to ensure compliance with all regulatory requirements.
• Existing licensing conditions will be amended
to give effect to theproposals in this part and
to ensure that the same
standard registration conditions apply in respect
of third-party cell captive
insurers that follow similar business models.

There is no reference to any specific time lines for input to the document but we will
keep an eye on developments.
Anyone requiring a copy of the full document can submit a request to info@
associatedcompliance.co.za.

New licence needed?

Some debate has been caused by the statement from Advocate Dube Tshidi, CEO of the
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FSB, that a consequence of the move towards the Twin Peak regulatory framework will
be “....those that are licenced now will have to be re-licenced” No one really knows what
this means, exactly who it will apply to nor how such a process would be undertaken.
Until such time as the market gets clarity on the intentions and specific processes this
is not something that need be worried about. As and when details emerges, which is not
likely until next year at the earliest, we will of course keep you up to speed on what and
how changes will affect you.

From the FAIS Ombud
Rauch V Van Zyl and Lamprecht

A complicated case - some 31 pages - more interesting for the ruling than the circumstances. In short advice was given by a representative of the FSP, Blue Zone, on a property investment that went into liquidation. The owners and key individuals of the FSP
were also owners of the investment property There was an initial determination by the
Ombud (Naidoo) following which the directors/owners put the FSP into liquidation and
hoped to hide behind the legal process of the liquidation. The interesting ruling is that
the Ombud found van Zyl and Lamprecht liable in their personal capacities and ordered
them to pay R720, 000 to Rauch. So if the circumstances are such that the Ombud feels
you as a KI need to be punished rather than your FSP then it is going to happen.
The case is well worth a read – if you want a copy of the full determination send a request to info@associatedcompliance.co.za

From the Short-term Ombud
Dennis Jooste’s first year as Ombud saw the OSTI office resolve claims amounting to
R113.7m, with a slight increase in the number of complaints recorded over last year - 9
123 complaints were received in 2012, 8 969 in 2011. The OSTI closed 10 397 complaint files during the year, in large part because it was able to reduce its turnaround time
from 223 days in 2011 to 183 days in 2012.
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In addition to the statistics for how well, or otherwise, insurers are doing within the
Ombud scheme for personal lines business the Ombud has also announced his intention
to introduce an appeal process open to both insurers and clients alike – if nothing else
that will mean more work for an office that seems to have its fair share of paperwork
problems.

From SARS
Not often we have to say anything about SARS in this newsletter but we were made aware of
an issue via a client this month
that we were unaware of as we
had seen nothing in the financial
press at all yet the fallout from
some new rules around VAT and
specifically the method of reporting the VAT component of premiums and claims would seem
to have far reaching implications
for many FSPs, especially those
managing premium and claims
bordereaux in terms of binders
or insurers. People in the marine
sector will have the biggest issues given that they often deal in “exempted” covers. Even
the term “debit note” issued by brokers for the collection of premiums is under threat.
The deadline for implementation is meant to be 1 July 2013.
The kind of changes includes (and we are quoting from a SAIA document for this detail):
Documentation

• Intermediary and insurer generated bordereaux;
• Intermediary debit notes;

• Wording and clauses in policy documentation viz. excesses
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Zero rating that will practically no longer apply to nature of risk covered vs. narrowly
defined zero rated provisions:
• Inward and outward goods in transit policies;
• Inward travel policies;

• Certain hull insurance;

• Certain moveable property located outside, but potentially temporarily in RSA;
• Insurance, in particular foreign reinsurance inwards;

Processes/procedures should be put in place to request and to ensure the issuing by the
insured of:
• the prescribed export documentation in order to zero rate international transport
policies;

• a declaration confirming that the insured is not a resident of the Republic and not
a vendor ;
The revised treatment of excesses which impact on:
• Percentages excesses payable;

• Wording in policy documents that excesses are not taxable;
• Revised methodology/calculation when settling claims;

• Revised treatment when excesses recovered directly from insured (3rd party
claims).
The said changes will require, inter alia, the following:
• The scrapping of relevant pre-printed stationary;
• The redesign/alignment of bordereaux;

• IT systems which generate documents electronically (debit notes; standard policies etc.)

• The redesign/re-configuration of IT systems to account for 14% VAT on conventional zero rated policies;
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• The redesign/re-configuration of IT systems to account for 14% VAT on conventional zero rated transport policies;
• The changing of the methodology re setting sums insured;

• The changing of rating structures (i.e. for conventional zero rated policies and
excesses);

• The changing of well established systems to cater for excesses which are not taxable;
• The alteration of premiums and excesses in respect of monthly policies by way
of notification to policyholders, assuming the transitional provisions are accepted;

As you can see these are changes that will demand a lot of effort to comply with. We
wonder if the major IT providers are aware of what they potentially need to do with their
systems to cater for this.
As far as we can ascertain SAIA has managed to obtain an extension of the deadline but
we are not aware of what the new date is. In the meantime we would suggest for those
affected that you discuss with your insurer and your IT providers to assess their degree
of readiness for these changes.

Interesting article we have read
We are preparing this section a little earlier than usual this month and to date have found
limited interesting articles of relevance.

BEE with financial services

The financial sector has gazetted its own Codes of Good Practice. Follow the link to pick
up the details of the Code and Charter – you need to know where you are on this subject.
Click here to read more.

Estate Planning & Fiduciary Services Guide

A new book that seems to offer some good guidance to those operating in the estate
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planning arena. Click here to down load theinde - Click here to download the table of
contents

Moonstone Investment Indicators 18 June 2013: Sales, Service and
Financial Advice…

Around the financial advisory world, firms are moving from product-based commission
to a servicing revenue model. This underlying shift has become widely known as “feefor-service”, hereafter referred to as FFS.
In certain jurisdictions, “voluntary” conversions have taken place. In others, regulatory
bodies have initiated the change. South
Africa is not isolated and RDR is very
much on the table...
Often with change or uncertainty, there
is an element of fear. However, seeing
how other countries are dealing with
changes, provides insight into what is
coming your way.
This series of articles starts with the
benefit of FFS for consumers, advisers
as well as advisory businesses. Future
articles will also look at what is happening in Australia and the FFS path being taken by Aussie advisers.

Benefits of FFS for clients, advisers and advisory businesses
“…What business are you really in…?”

The “What business are you really in?” term stems from a 1960’s article “Marketing
Myopia” 1. Harvard Business Review2 says this piece of writing introduces the most
influential marketing idea of the past half-century:
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“…businesses will do better in the end if they concentrate on meeting customers’ needs
rather than selling products…”

FFS aligns with this marketing idea. FFS requires a change from a product sales mindset to a service sales one. In the FFS world, “fees” are paid for a “service”. One of the
key steps in implementing a FFS strategy is speaking to clients to find out what they see
as valuable in their relationship with their advisers. Hence, the service has to appeal to
the customer. This requires understanding what clients see as “value”. Services need to
be designed to satisfy needs. By concentrating on meeting customers’ needs, clients will
be better off.
Customers seldom see the provision of a product as the primary value-add. However,
in the past, the product sale earned the commission that paid the adviser. The adviser’s
incentive was to earn as much commission as possible. If this meant selling a product
with higher commission levels, then this is what often happened. In Australia, the selling
of tax incentivized agricultural schemes or geared equity products (including the mortgaging of retired folks homes to buy more shares) generated lots of commission. Unfortunately, the ducks came home to roost with the GCF and a tax office ruling. Had the
commission not been so tempting, customers would not have lost hundreds of millions.
Clients will develop trust in advisers when the interaction is based on the client’s needs,
rather than the needs of the adviser. In time, this will make the adviser’s job easier. This
is especially so when it comes to providing an ongoing service. A key driver of an advice
firm’s value is “sticky” ongoing revenue. In Australia, good FFS based firms sell for
over six times ongoing EBIT. This multiple is far more than would be paid for an advice
firm earning only commission.
In conclusion, FFS presents the opportunity for customers to be better serviced, for advisers to develop trusted relationships and for advice business to increase their value.

Cover Magazine June 2013

Cover have published an interesting article on Treating Customers Fairly in the June
edition of their magazine. Grab your copy today!
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