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In this edition:

•	 Valuations:	unpacking	the	JSE’s	PE	ratio

•	 Saving	for	retirement:	an	RA	vs	direct	investment

•	 Short	term	insurance:	will	your	claim	be	paid?

(n: immediate insight; receive knowledge by direct perception)
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Market Insight from the Harvard House Group

In	 July,	 we	 presented	 our	 biannual	
market	outlook	at	our	 Insight	 seminar.	
In	 that	 presentation,	 we	 raised	 the	
concern	 that	 valuations	 were	 starting	
to	 look	 stretched.	 Consequently,	
we	 cautioned	 that	 investors	 should	
expect	 a	 period	 of	 consolidation	 until	
economic	 growth	 had	 accelerated,	 or	
until	 valuations	 had	 come	 down	 to	 a	
more	 reasonable	 level.	 Four	 months	
down	the	line,	it	appears	that	we	have	

fallen	victim	to	the	classic	“Commentator’s	Curse.”	Far	from	
consolidating,	our	market	has	rallied	by	approximately	10%	
since	the	middle	of	July.	Back	then,	we	were	concerned	about	
valuations	at	a	PE	ratio	of	16.5x.	The	PE	ratio	has	since	soared	
to	almost	19x.	What	should	we	make	of	this	situation?

The	PE	Ratio	is	a	common	tool	for	quickly	gauging	whether	
shares	are	cheap	or	expensive.	Simply,	 it	 is	 the	ratio	of	the	
price	of	a	 share	 relative	 to	 its	profits.	 So	 if	 the	 shares	of	a	
company	trade	at	R100	and	it	makes	R10	in	profit	per	share,	
then	 that	 company	 is	 trading	 at	 a	 PE	 ratio	 of	 10x.	 Simple.	
It	 means	 that	 it	 will	 take	 the	 company	 ten	 years	 to	 earn	
sufficient	profit	to	repay	the	cost	of	buying	the	share	today,	
assuming	that	the	profits	remain	the	same	each	year.	(More	
on	this	issue	later.)	The	PE	ratio	for	the	market	is	merely	the	
weighted	average	of	all	 the	underlying	companies	 listed	on	

the	Exchange.	The	PE	ratio	is	popular	because	it	is	simple	and	
consistent.	Furthermore,	it	has	been	used	for	a	long	period	
of	time,	so	we	have	ample	history	by	which	to	gauge	current	
trends.	

What	forces	the	PE	ratio	to	change?		It	is	one	of	two	things.	
Either	the	price	must	change	or	the	profits	must	change,	and	
either	 variable	 can	 rise	or	 fall.	 Typically,	when	 the	PE	 ratio	
rises,	 it	means	 that	 share	 prices	 are	 rising	 at	 a	 faster	 rate	
than	profits	are	growing.	That	is	certainly	the	case	this	time	
around.	However,	 the	PE	 ratio	can	 fall	 in	one	of	 two	ways:	
either	prices	can	fall	or	profits	can	rise.	Usually,	a	drop	in	the	
PE	ratio	arises	from	a	combination	of	the	two.

So	what	does	history	tell	us?	The	chart	below	shows	the	PE	
ratio	for	the	JSE	All	Share	Index	going	all	the	way	back	to	1980.	
The	green	line	is	the	average	over	the	past	33	years	–	being	
12.7x	–	and	the	red	lines	show	one	standard	deviation	either	
side	of	the	average.	Simply,	adjusting	for	outliers,	95%	of	all	
readings	fall	between	the	red	lines.	Typically,	when	the	ratio	
moves	outside	of	the	red	lines,	the	market	is	either	cheap	(if	
it	 is	below	the	bottom	red	 line)	or	expensive	 (if	 it	 is	above	
the	top	red	line.)	At	the	current	level,	it	is	clear	that	markets	
are	in	expensive	territory	by	historical	standards.	When	the	
PE	ratio	has	reached	these	levels	in	the	past,	it	has	typically	
retreated,	so	that	ultimately	the	valuation	returns	to	a	more	
normal	level.	

Valuations: unpackinG tHE JsE’s pE ratio
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As	well	as	analysing	the	entire	market,	it	can	also	be	useful	
to	 analyse	 the	 underlying	 subsectors.	 At	 present,	 most	
commentators	 will	 blame	 the	 high	 level	 of	 the	 overall	 PE	
ratio	on	the	Industrial	sector,	and	certainly,	that	is	the	most	
expensive	portion	of	 the	market.	We	do	not	have	as	much	
history	on	the	individual	sectors,	but	the	past	ten	years	has	
seen	boom	times	and	bust	times.	So	there	is	a	full	economic	
cycle	to	study.	From	the	right	hand	chart	below,	we	can	draw	
some	interesting	insights:

1.	 The	Resources	sector	is	volatile,	and	the	PE	ratio	swings	
wildly	from	one	extreme	to	the	other.	That	is	due	to	the	
cyclical	nature	of	mining	profits.	Typically,	one	tends	to	
earn	the	best	returns	from	mining	shares	if	you	buy	them	
when	the	PE	ratio	is	high,	not	low.	

2.	 Financial	shares	are	fairly	rated,	and	are	at	a	similar	level	
to	 the	 long	 term	 average	 over	 the	 past	 ten	 years.	 The	
PE	ratio	fell	to	extremely	low	levels	during	the	Financial	
Crisis,	but	banks	were	fighting	for	their	very	survival,	so	
this	is	not	unexpected.	

3.	 The	 expensive	 sector	 of	 the	 market	 is	 the	 Industrial	
sector,	as	we	highlighted	earlier.	Most	ascribe	 the	high	
ratio	to	a	few	shares	–	Naspers,	SABMiller,	Aspen	etc	–	
but	we	think	it	is	far	more	pervasive	than	that.	Many	of	
the	retail	and	hospital	shares	are	trading	at	PE	ratios	in	
excess	of	20x,	as	are	shares	such	as	Famous	Brands,	City	
Lodge	and	EOH.	

We	 have	 ascertained	 that	markets	 are	 expensive	 and	 that	
typically,	 PE	 ratios	 trend	 towards	 the	 mean	 over	 time.	 In	
other	words,	at	some	stage,	the	PE	ratio	for	the	market	will	
drift	lower.	How	can	that	be	achieved?	In	two	ways	–	prices	
can	fall,	or	profits	can	rise.	Let	us	examine	each	option.

The	 table	 	 at	 the	 top	 right	 highlights	 various	 calculations.	
Each	column	can	be	explained	as	follows:

1.	 Column	2	is	the	current	PE	ratio	for	each	sector	and	the	
market	as	a	whole.

2.	 Column	3	shows	the	average	PE	ratio	for	each	sector	and	
the	market	over	the	past	ten	years.

3.	 Column	4	 then	calculates	what	 rate	of	profit	 growth	 is	
required	for	each	of	the	next	two	years	in	order	for	the	
current	PE	ratio	to	revert	to	the	ten	year	average.	So	for	
the	market	as	a	whole,	profits	must	grow	by	14.4%	each	
year	for	two	years	to	bring	the	PE	ratio	back	in	line	with	
the	average.	Profits	must	grow	by	20%	for	Resources	and	
Industrials	respectively.	

4.	 Conversely,	 column	 5	 calculates	 the	 extent	 to	 which	

share	prices	must	fall	in	order	for	the	current	PE	ratio	to	
revert	to	the	ten	year	average.	Again,	for	the	market	as	a	
whole,	a	stock	market	correction	of	24%	will	bring	the	PE	
ratio	back	in	line	with	its	long	term	average.	

It	is	interesting	to	note	that	since	January	2000,	profits	have,	
on	average,	grown	by	14.1%	per	annum	–	almost	exactly	in	
line	with	the	rate	required	in	order	to	bring	valuations	to	a	
more	suitable	level.	Does	that	imply	that	markets	have	got	it	
right	and	that	current	share	prices	adequately	reflect	future	
growth	in	profits?	Before	we	can	answer	that	question,	let	us	
analyse	what	factors	might	drive	profit	growth	in	the	years	
ahead.

We	all	know	that	our	economy	remains	weak.	GDP	growth	
is	expected	to	be	just	2.1%	this	year,	and	3%	next	year.	That	
is	an	improvement,	but	hardly	shooting	the	lights	out	given	
that	we	are	supposed	to	be	a	dynamic	emerging	market.	

1.	 One	 of	 the	 reasons	 for	 our	 weak	 economic	 growth	
recently	has	been	Europe.	It	is	our	major	trading	partner	
and	 for	 the	 past	 five	 years,	 its	 growth	 has	 been	 non-
existent.	We	have	commented	in	prior	issues	of	Intuition	
that	Europe	is	showing	the	first	glimmers	of	growth	in	a	
long	time.	A	stronger	recovery	into	next	year	might	give	
our	exports	a	much	needed	boost.

2.	 The	Rand	remains	weak,	and	in	our	opinion,	the	risk	lies	
to	 further	weakness,	 not	 strength.	 Last	 year,	 the	 Rand	
averaged	R8.21	/	US	Dollar	and	R13	/	Pound.	So	far	this	
year,	 the	 average	 rates	 have	 been	 R9.50	 and	 R14.77	
against	 the	 Dollar	 and	 Pound	 respectively.	 A	 weaker	
currency	 is	 good	 for	profits,	 given	 that	 so	many	of	our	
companies	 have	 expanded	 offshore.	We	would	 not	 be	
surprised	to	see	weaker	averages	for	2014.	

3.	 As	we	have	so	often	stated,	companies	are	not	countries.	
Whilst	 the	 outlook	 for	 SA	 remains	 rather	 muted,	 our	
companies	 continue	 to	 grasp	 opportunities	 available	
elsewhere.	 Expansion	 in	 new	 territories	 continues	
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unabated,	which	offers	the	potential	for	higher	rates	of	
profit	growth	than	that	which	could	be	achieved	solely	in	
South	Africa.

Taking	all	the	factors	into	consideration,	it	is	not	impossible	
for	the	JSE	to	grow	its	overall	profits	at	a	rate	of	15%	over	
the	next	 few	years	–	sufficient	 to	bring	 the	overall	 level	of	
valuation	down	to	a	more	realistic	level.	That	gives	us	some	
comfort.	However,	 bear	 in	mind	 that	 this	 analysis	 assumes	
that	 the	 market	 will	 remain	 unchanged	 over	 that	 period.	
(Remember,	 prices	 remain	 flat	 and	 earnings	 rise	 to	 bring	
valuations	back	into	line.)	That	is	highly	unlikely.	If	we	make	a	
slight	modification	to	our	original	calculations	–	and	assume	
that	share	prices	rise	by	10%	each	year	–	then	profits	must	
grow	at	a	 rate	of	25%	each	year	 for	 the	next	 two	years	 to	
bring	the	PE	ratio	back	in	line	with	its	average.	That	rate	of	
profit	growth	is	harder	to	justify	given	the	already	high	level	

of	 profitability	 achieved	 by	 some	 of	 our	 companies	 in	 the	
prevailing	environment.			In	conclusion,	we	feel	that	markets	
have	run	ahead	of	themselves	 in	the	short	term.	Prices	are	
too	high	relative	to	the	potential	profits	that	might	be	earned	
over	 the	 next	 few	 years.	 That	 does	 not	 mean	 to	 say	 that	
markets	will	plummet.	Far	 from	 it!	The	global	environment	
is	 turning	 more	 conducive	 and	 that	 may	 well	 give	 our	
markets	a	welcome	tailwind.	However,	in	July	we	stated	that	
markets	were	due	for	a	period	of	consolidation,	yet	the	All	
Share	Index	has	risen	by	10%.	That	period	of	consolidation	is	
more	overdue	than	ever.	Clients	know	that	nothing	rises	in	a	
straight	line.	It	is	the	natural	course	of	markets	that	they	ebb	
and	flow.	Investors	should	expect	a	period	of	consolidation	
in	the	months	ahead.	If	GDP	growth	does	indeed	accelerate	
later	next	year,	then	a	period	of	consolidation	will	provide	a	
solid	platform	upon	which	future	gains	can	be	made.

It	 is	widely	accepted	 that	South	Africa	
has	a	poor	savings	culture	 that	 results	
in	 a	 lack	 of	 adequate	 savings	 for	
retirement.	Most	 surveys	 show	 that	 a	
very	high	percentage	of	South	Africans	
do	 not	 make	 sufficient	 provision	 for	
retirement.	 Consequently,	 we	 are	
regularly	approached	for	advice	on	the	
most	 appropriate	 method	 to	 save	 for	
retirement.		

National	 Treasury	 recently	 released	 a	 discussion	 paper	 on	
costs	 associated	 with	 retirement	 products.	 The	 research	
covered	 the	 costs	 associated	 with	 policies,	 ranging	 from	
modern	retirement	annuity	(RA)	policies,	to	older	generation	
policies.	They	noted	that	the	costs	of	retirement	products	in	
South	Africa	are	very	expensive	when	compared	to	the	rest	
of	the	world.

Some	of	the	reasons	for	the	high	costs	include:
•	 Administration	 –	 given	 that	many	 funds	 are	 voluntary,	Chris Young
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companies	need	to	market	and	sell	the	products.
•	 Advice	 –	 modern	 retirement	 funds	 have	 high	 levels	

of	 investor	 choice,	 but	 often	 members	 are	 unable	 to	
make	an	appropriate	choice.	Consequently,	advisors	are	
required,	at	a	cost	to	the	investor.	Greater	choice	leads	
to	higher	costs.

•	 Price	 discrimination	 –	 modern	 retirement	 funds	 often	
include	complex	investment	guarantees	of	various	types,	
which	are	very	difficult	for	consumers	to	value.

•	 Investment	management	–	many	of	the	underlying	funds	
available	through	an	RA	are	not	required	to	disclose	their	
total	 expense	 ratios	 (TER).	 Many	 of	 these	 have	 costs	
in	 excess	 of	 2.5%.	 There	 are	 also	many	 platforms	 that	
champion	the	use	of	Fund	of	Funds,	which	increases	the	
cost	 of	 asset	management	 due	 to	 the	 added	 layers	 of	
underlying	asset	managers.	(Fund	of	Fund	unit	trusts	are	
unit	trusts	that	invest	in	other	unit	trust	funds	as	opposed	
to	the	underlying	securities.)

•	 Performance	 fees	–	Many	of	 the	new	generation	 funds	
have	 a	 performance	 fee	 attached.	 National	 Treasury	
found	 that	 many	 of	 these	 have	 a	 low	 hurdle	 as	 a	
benchmark	and	find	that	there	is	no	link	between	having	
a	performance	charge	and	increased	returns.	

This	 is	 not	 to	 say	 that	 RA’s	 are	 terrible	 investments.	 They	
do	have	some	very	attractive	features.	Treasury	highlighted	
one	statistic	that	completely	endorses	the	view	that	Harvard	
House	 have	 trumpeted	 for	 years.	 Treasury’s	 calculations	
show	that	reducing	the	annual	all-in	cost	of	an	RA	from	3.5%	
per	annum	to	0.5%	per	annum	will	result	in	the	same	capital	
sum	at	retirement	but	this	will	be	achieved	with	only	half	the	
monthly	contribution.

Given	 that	 charges	 in	 the	 retirement	 industry	 are	 so	 high,	
young	people	are	right	to	question	the	most	effective	method	
of	saving	for	retirement.	Is	it	worthwhile	to	pay	income	tax	
on	the	income	and	then	to	invest	in	a	voluntary	investment	
such	as	a	discretionary	portfolio	from	Harvard	House?		There	
are	many	factors	to	consider	in	such	a	decision:

•	 The	cost	of	a	discretionary	investment	compared	to	the	
cost	of	an	RA.

•	 The	 tax	 benefit	 of	 claiming	 RA	 contributions	 as	 a	
deduction	from	taxable	income.	

•	 The	 benefit	 of	 having	 no	 dividend	 withholding	 tax	 or	
capital	gains	tax	for	investments	housed	in	an	RA.

•	 The	 limitations	of	Regulation	28	on	 investment	 returns	
within	an	RA.	(We	will	elaborate	on	Regulation	28	later.)

The cost of investing
Harvard	House	charges	an	asset	management	 fee	of	0.95%	
excluding	 VAT	 for	 a	 discretionary	 investment	 portfolio.	
There	are	no	additional	commissions	or	administration	fees.	
Inclusive	of	VAT,	the	annual	fee	rises	to	1.08%.

For	a	new	generation	Retirement	Annuity	product,	brokers	
are	allowed	to	charge	an	on-going	commission	of	between	0%	
and	1.5%	per	annum.	Commonly,	the	on-going	commission	is	
set	at	a	 rate	of	0.57%	per	annum	(although	 it	appears	 that	
there	 is	 a	 definite	 trend	 towards	 higher	 fees	 of	 between	
0.75%	 and	 1%	 p.a,	 given	 that	 advisors	 are	 compensating	
for	 the	 loss	 of	 their	 traditional	 upfront	 commissions.)	 The	
insurance	company	providing	the	RA	will	normally	charge	an	
administration	fee	of	between	0.5%	and	1%	per	annum	on	the	
policy.	Finally	 the	underlying	 investment	 funds	 traditionally	
have	an	asset	management	charge	of	between	1.5%	and	2.5%	
p.a.	This	implies	that	the	cost	of	investing	in	a	new	generation	
RA	can	range	between	2.5%	and	3.5%	per	annum.

RA tax benefits
Any	contributions	to	an	RA	can	be	offset	against	your	annual	
taxable	 income,	 subject	 to	 limits.	 The	 Income	Tax	Act	 (ITA)	
defines	the	 limits	applicable	to	RA	contribution	claims.	The	
intricacy	of	how	the	claim	is	made	is	a	separate	discussion.	
However	for	illustration	purposes	let	us	consider	3	examples	
below.

If	 we	 take	 a	 person	 in	 the	 40%	 tax	 bracket,	 they	 will	
contribute	 a	maximum	 claimable	 contribution	 of	 R105,000	
per	annum.	This	 contribution	can	be	 subtracted	 from	their	
taxable	earnings	which	in	effect	means	that	SARS	contributes	
R42,000	to	the	RA.	(R105,000	x	40%	=	R42,000)

An	 added	 benefit	 to	 an	 RA	 is	 that	 investments	 within	 an	
RA	are	exempt	from	Dividends	Withholding	Tax	and	Capital	
Gains	Tax.	

Regulation 28	
Regulation	28	is	part	of	Section	36	of	the	Pension	Funds	Act,	
and	it	prescribes	limits	within	which	the	investments	must	be	
managed.		Its	purpose	is	to	limit	the	maximum	exposure	to	
certain	asset	 classes	 to	 reduce	potential	 risk.	Currently	 the	
Regulation	28	maximum	limits	are	as	follows:

Annual Income Marginal Tax Rate Contributions limited to
R150,000 18% R1,875	per	month
R250,000 25% R3,125	per	month
R700,000 40% R8,750	per	month
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While	 Regulation	 28	 is	 intended	 to	 provide	 investor	
protection,	 it	 may	 have	 an	 unintended	 consequence.	 In	 a	
discretionary	 portfolio	 there	 is	 the	 freedom	 to	 expose	 the	

full	investment	to	the	best	performing	long	term	asset	class,	
namely	 equities.	 In	 an	 RA	 however,	 the	 fund	 manager	 is	
forced	 to	 choose	 investments	 that	 produce	 a	 substantially	
lower	long	term	return.	This	can	have	a	moderating	effect	on	
the	ultimate	value	to	which	the	fund	grows	at	retirement	age.

Comparison
In	order	to	illustrate	how	these	variables	impact	an	investor,	
we	have	 created	an	example	 that	 compares	 the	 growth	of	
an	 investment	 through	 an	 RA	 and	 through	 a	 discretionary	
portfolio.	 Such	an	exercise	 always	 requires	 assumptions	 to	
be	made,	and	we	have	used	the	following:

•	 For	asset	class	returns,	we	have	used	the	average	annual	
return	over	various	20	year	periods	between	1960	and	
2013.	This	is	actual	SA	data,	and	the	returns	are	shown	in	
the	table	alongside.

•	 The	 RA	will	 be	 compliant	 with	 Regulation	 28,	 and	 will	

have	an	asset	allocation	of	75%	equities,	15%	government	
bonds	and	10%	cash.

•	 The	discretionary	 investment	portfolio	will	 be	 invested	
solely	in	equities.	

•	 A	 contribution	 into	 the	 RA	 of	 R5,000	 per	 month	 for	
twenty	years.

•	 A	 contribution	 to	 the	discretionary	 portfolio	 of	 R5,000	
per	month,	 less	 the	applicable	 tax	 (we	have	used	18%,	
25%	and	40%	as	examples.)

•	 The	total	cost	of	the	RA	at	3%	p.a

Based	on	these	assumptions,	the	investment	values	after	ten	
years	are	shown	in	the	left	hand	chart	below.

Over	a	ten	year	period,	it	is	clear	that	the	RA	is	well	ahead	of	
the	other	options.	This	is	largely	due	to	the	beneficial	impact	
of	the	tax	deductions.	However,	the	outcome	changes	when	
the	period	 is	extended.	The	 right	hand	chart	 spans	 twenty	
years,	and	it	paints	a	very	different	picture.	Only	the	individual	
in	the	40%	tax	bracket	has	a	value	lower	than	the	value	of	the	
RA.	Those	investors	in	the	18%	and	25%	tax	brackets	are	far	
better	off	having	paid	the	tax	upfront	and	invested	through	
an	alternative	product.

What	conclusions	can	we	draw	from	this	study?

•	 Paying	 tax	 upfront	 to	 secure	 freedom	 of	 investment	
choice	does	not	necessarily	mean	that	you	will	be	worse	
off.

•	 The	two	critical	factors	that	will	determine	whether	your	
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retirement	funding	will	be	sufficient	are	costs	and	asset	
allocation.	These	are	ultimately	more	important	than	tax	
considerations.

•	 An	 RA	 only	 becomes	 an	 effective	 tool	 only	 if	 you	 are	
trying	 to	build	wealth	over	a	 relatively	short	period,	or	
you	are	in	the	top	tax	bracket.

•	 Where	does	the	freedom	of	choice,	as	to	what	to	do	with	
your	money	at	retirement,	rank	into	the	equation?	RA’s	
have	 limited	 choices	 and	 ongoing	 tax	 consequences	 to	
which	discretionary	cash	may	not	be	as	susceptible.

Finally,	 we	 have	 not	 considered	 the	 loss	 of	 flexibility	 that	
retirement	 products	 bring.	 Because	 of	 their	 tax	 benefits,	

retirement	 products	 are	 often	 inflexible	 until	 retirement	
age.	Yet	we	live	in	a	mobile	and	uncertain	world.	What,	for	
example,	would	be	the	consequence	of	emigrating	at	age	45?	
Retirement	 funds	 are	 inaccessible,	 whereas	 discretionary	
investments	 can	 move	 with	 you.	 Furthermore,	 retirement	
funds	are	easily	attacked	by	a	state	short	of	funding.	In	years	
gone	by,	it	was	prescribed	that	retirement	funds	had	to	invest	
a	certain	portion	in	government	entities	such	as	Eskom	and	
Transnet	–	no	argument.	A	discussion	 regarding	prescribed	
asset	 restrictions	 has	 surfaced	 again	 recently,	 which	 may	
further	limit	the	flexibility	of	RA’s	to	have	optimal	investment	
portfolios.

sHort tErm insurancE: will your claim bE paid?

	 All	 policyholders	 diligently	 pay	 their	
monthly	or	annual	short	term	insurance	
premiums.	However,	how	certain	is	the	
individual	policyholder	that	a	submitted	
claim	will	be	successfully	processed	and	
paid?

It	 would	 appear	 that	 we	 all	 know	 a	
family	member,	friend	or	even	yourself,	
who	has	experienced	an	instance	where	
an	Insurance	company	has	repudiated	a	
claim	or	paid	less	than	the	claim	amount	
expected.

Below	 is	 the	 first	 of	 a	 number	 of	 suggestions	 to	 assist	 in	
minimising	potential	problems	when	a	claim	arises:

Terms and Conditions
Remember	that	your	insurance	policy	is	a	contract	between	
the	 Policyholder	 and	 the	 Insurer.	 Therefore,	 it	 follows	 that	
terms	and	conditions	will	apply.	Ensure	that	you	are	familiar	
with	 your	 policy	 wording.	 Your	 financial	 advisor	 or	 broker	
that	facilitated	the	insurance	policy	is	responsible	for	sharing	
essential	and	material	information	regarding	your	insurance	
cover	with	you.	Should	you	be	uncertain	regarding	any	aspect	
of	your	contract,	do	not	hesitate	to	seek	advice	from	either	
the	financial	advisor	or	the	Insurance	Company	providing	the	
risk	cover.

Average
Be	aware	of	whether	you	are	either	over	or	under	insured!	
If	 so,	 the	 rule	 of	 Average	 could	 be	 applied	 by	 the	 Insurer	

during	a	claim	event.	For	example,	your	House	Contents	are	
insured	for	R100	000.	The	 insurance	claims	assessor	values	
your	House	Contents	cover	at	R200	000.	This	implies	under	
insurance	for	this	section	of	cover.	As	a	result,	the	Insurer	can	
apply	the	rule	of	average,	and	therefore	may	only	pay	50%	of	
your	claim	amount.

Therefore,	it	is	important	to	establish	a	reasonably	accurate	
Sum	 Insured	 for	 your	 House	 Contents	 cover.	 The	 value	 of	
individual	 items	should	be	at	replacement	cost.	Again,	seek	
assistance	 from	 your	 financial	 advisor,	 who	 will	 provide	
an	 Inventory	 Form	 for	 your	 completion.	 This	 completed	
document	can	serve	as	a	guide	to	establishing	a	more	accurate	
total	 value	 of	 your	 contents	 requiring	 cover.	 It	 can	 also	 be	
kept	on	record	to	assist	should	any	problems	arise	during	a	
claim.		 It	must	be	emphasised	that	the	Insurer	requires	the	
individual	 policyholder	 to	 furnish,	 and	 be	 responsible	 for,	
their	nominated	sum	insured	for	the	House	Contents	cover.	

Conversely,	 over	 insurance	 means	 that	 you	 are	 insuring	
items	at	a	higher	value	than	their	appropriate	value,	thereby	
exceeding	 the	 maximum	 indemnity	 limit	 provided	 by	 the	
Insurance	Company.	As	a	result,	you	will	be	paying	a	higher	
than	necessary	premium	for	 this	 item,	and	will	not	get	 the	
benefit	if	a	claim	arises.

In	closing,	problems	often	arise	when	the	client’s	expectation	
of	a	claim	does	not	meet	that	of	the	terms	and	conditions	of	
the	policy.	By	providing	guidance	in	this	and	future	articles,	
we	 hope	 to	 assist	 policyholders	 in	 ensuring	 trouble	 free	
management	of	their	short	term	insurance	policies.

Mark Wheatley
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Disclaimer:
The	 information	 contained	 in	 this	 newsletter	 comes	 from	 sources	 believed	 to	 be	 reliable,	 but	 Harvard	 House	 Investment	 Management	 (Pty)	 Ltd	 ,	
Harvard	House	Financial	Services	Trust,	and	Harvard	House,	Chartered	Accountants	 (collectively	known	as	 the	Harvard	House	Group),	do	not	warrant	
its	completeness	or	accuracy.	 	Opinions,	estimates	and	assumptions	constitute	our	 judgment	as	of	the	date	hereof	and	are	subject	to	change	without	
notice.	 	 Past	 performance	 is	 not	 indicative	of	 future	 results.	 	 This	material	 is	 not	 intended	as	 an	offer	 or	 solicitation	 for	 the	purchase	or	 sale	 of	 any	
financial	instrument.	Any	investor	who	wishes	to	invest	with	the	Company	should	seek	additional	advice	from	an	authorized	representative	of	the	firm.	The	
Company	accepts	no	liability	whatsoever	for	any	loss	or	damages	whatsoever	and	howsoever	incurred,	or	suffered,	resulting,	or	arising,	from	the	use	of	
this	newsletter.	The	contents	of	this	newsletter	does	not	constitute	advice	as	contemplated	in	the	Financial	Advisory	and	Intermediary	Services	Act	(FAIS)	
of	2002.
	
The	Harvard	House	unit	trusts	are	registered	under	the	Metropolitan	Collective	Investments	Schemes	license.		Custodian:	Standard	Executors	&	Trustees:		
Tel	(021)	401-2286.		Collective	Investments	are	generally	medium	to	long	term	investments.	The	value	of	participating	interests	may	go	down	as	well	as	up	
and	past	performance	is	not	necessarily	a	guide	to	the	future.	Collective	Investments	are	traded	at	ruling	prices	and	can	engage	in	script	lending.		Forward	
pricing	is	used.	Commission	and	incentives	may	be	paid	and	if	so,	are	included	in	the	overall	cost.		This	fund	may	be	closed	to	new	investors.		Collective	
Investment		prices	are	calculated	on	a	Net	Asset	Value	basis	and	auditor’s	fees,	bank	charges,	trustee	and	RSC	levies	are	levied	against	the	portfolio.	The	
portfolio	manager	may	borrow	up	to	10%	of	portfolio	NAV	to	bridge	insufficient	liquidity.			Metropolitan	Collective	Investments	is	a	member	of	the	ACI	and	
is	an	authorised	Financial	Services	Provider.		Should	you	have	any	further	queries	or	complaints	regarding	the	suite	of	units	trusts	offered	by	The	Harvard	
House	Group	please	contact:		Metropolitan	Collective	Investments	Ltd	Call	Centre,	Tel:		0860	100	279,	Fax:		(021)	940	5885,	PO	Box	925	Bellville,	7535	Email:		
metunit@metropolitan.co.za.		If	your	complaint	has	not	been	resolved	to	your	satisfaction,	kindly	contact	our	Complaints	Resolution	Committee,	Tel:		(021)	
940	5880,	Fax:		(021)	940	6205,	Email:		emoruck@metropolitan.co.za.		For	your	information,	the	FAIS	ombudsman	provides	an	independent	and	objective	
advisory	service.		Should	you	not	be	satisfied	with	the	outcome	of	a	complaint	handled	by	Metropolitan,	please	write	to,	The	Ombudsman,	PO	Box	74571,	
Lynnwoodridge,	0040.		Telephone	(012)	470	9080/99.		Fax	(012)	348	3447.		Email:		info@faisombud.co.za
	
Harvard	House	Investment	Management	(Pty)	Ltd*,	Licence	no:	675		
Harvard	House	Financial	Services	Trust*,	Licence	no:	7758
Harvard	House	Insurance	Brokers*,	License	no.		44138
Harvard	House,	Chartered	Accountants
*	Authorised	financial	service	providers	in	terms	of	FAIS	(2002)

For	more	information	on	the	range	of	products	and	services	offered	by	Harvard	House	Investment	Management	and	its	
associated	companies	(including	Harvard	House,	Chartered	Accountants),	or	for	any	financial	advice,	please	contact	the	
Company	at:
Harvard	House	 	 	 	 	 	 (	 	 +27	(0)	33	330	2164
G					3	Harvard	Street,	Howick,	3290,	South	Africa	 	 7	 	 +27	(0)	33	330	2617	 	 	
+ P.O.	Box	235,	Howick,	3290,	South	Africa	 	 	 @	 	 admin@hhgroup.co.za
	 	 	 	 	 	 	 	 www	 	 www.hhgroup.co.za	 	

It	is	hard	to	believe	but	the	end	of	another	year	is	fast	approaching.	Our	gaze	has	already	shifted	to	2014.	What	lies	ahead	
for	the	Chinese	year	of	the	Horse?	Indeed,	will	the	horse	turn	out	to	be	a	thoroughbred	or	a	lame	donkey?	Join	us	to	hear	
our	views	for	2014.	

Please RSvP to Annalie Robins on 033 3302164 or 
annalier@hhgroup.co.za. We	are	very	aware	that	demand	
is	 outstripping	 the	 venue	 for	 our	 Natal	 presentations,	
and	 we	 are	 urgently	 investigating	 alternatives	 to	 make	
sure	all	who	would	 like	 to	attend	are	accommodated.	 In	
the	meantime,	we	thank	you	for	your	understanding	and	
patience.	 Space	 is	 limited,	 especially	 in	 Natal,	 so	 please	
book	to	avoid	disappointment.	Equally,	if	you	have	booked	
and	are	subsequently	unable	to	attend,	please	let	Annalie	
know	so	that	we	can	offer	that	seat	to	someone	else.
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natal Midlands Johannesburg
Topic: 2014:	the	Year	of	the	Horse...Thoroughbred	or	Donkey?
Date: 3rd	December 21st	November	
Venue: Fernhill	Hotel

Midmar	/	Tweedie	Road
(almost	opp	entrance	to	

Midmar)

Lilliesleaf	Conference	Venue
7	George	Avenue

Rivonia	
Please note new venue.

Time: 5.30pm	for	6pm 5.30pm	for	6pm


