
Firstly, is your current fund able to be 
wound up and transfer accurate member 
values to the umbrella fund? This may 
sound obvious, but many funds are not up to 
date with administration records, financial 
statements or valuation submissions.  
Others may have complex structures or 
features that cannot easily be wound up, 
which may make it more challenging to 
transfer from your stand-alone fund to an 
umbrella fund.

Secondly, is your current fund a 
defined contribution or defined benefit 
fund? Although there are umbrella funds 
that cater for defined benefit schemes, 
most umbrella funds are defined 
contribution funds. 

Thirdly, does your current fund have any 
unusual benefits or benefit structures that 
an umbrella fund might not easily be able to 
match? For example, your fund is a defined 
benefit arrangement or you are responsible 
for the administration of pension payments, 

or the current funding position of your fund 
isn’t at a satisfactory level. 

For a successful transfer to an umbrella 
fund it is vital that you ensure that the 
benefits your employees get are not 
reduced or removed. If your answers to 
these questions reveal that there may be 
challenges when it comes to transferring 
your existing fund to an umbrella fund, 
it would be worthwhile to first address 
these issues before starting the transfer 
process or investing the time needed to 
determine which umbrella fund may be 
right for you and your employees. 

Umbrella funds are able to offer 
a good alternative that meets all the 
requirements you place on your stand-
alone fund. But overcoming some of the 
obstacles outlined above will ensure that 
switching to an umbrella fund – if you 
decide to go that route – will go a long 
way towards making the transition as 
smooth as possible.

Deciding on what matters to you and 
your employees:

Before you can decide on which 
umbrella fund you would like to join, you 
need to decide what really matters to you 
and your employees, who will become the 
members of the umbrella fund. 

While evaluating and comparing 
umbrella funds can at times be complex 
and daunting, the time you invest doing 
that before making a decision will be 
time very well spent because it will lower 
the chances that you will have to make 
expensive and time consuming changes to 
your fund arrangements down the line. 

There are a number of important 
requirements that any umbrella fund must 
meet if it is going to deliver good retirement 
outcomes for your employees. 

Please look out for the second article in 
this short article series on umbrella funds 
which will explore these requirements in 
more detail.

Our purpose at Atleha is to help ordinary South Africans save and invest for a  
better tomorrow. 

We do this through Financial Sector Code (FSC) compliant - awareness and interactive 
education programmes focused on retirement fund trustee, management committee 

member; and fund member awareness and education initiatives, such as this short article. 
We would like to thank Old Mutual’s On the Money for funding this  

short article series.

What to look for When considering 

Short Article SerieS

an umbrella fund 
for your business and employees? 

I
n recent years there has been a big 
move by many businesses of all sizes 
towards umbrella funds as the best 
way of giving their employees access 

to solid retirement savings, and reducing 
the administrative load often involved in 
managing a stand-alone fund. This move 
towards the consolidation of retirement 
funds is endorsed by the Financial Sector 
Conduct Authority (FSCA).

this article is the first in a series about what you should consider 
when evaluating different umbrella fund options available to 

employers wanting to provide for their employees’  
retirement fund needs.

here’s what to consider if you’re thinking 
about changing to an umbrella fund:
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before you can think about moving to an 
umbrella fund, it’s useful to understand 

how these funds fit into today’s employee 
benefit mix. 

broadly, there are two main options for 
employers when it comes to offering their 

employees a retirement fund:

A standalone fund, this is where you, as the employer, would set up a retirement fund 
for your employees. The fund needs to be managed by a board of trustees made up of 
representatives of your business and your employees. 

Or;

An umbrella fund, this is where the fund is set up by someone other than you 
and is designed to allow more than one employer to participate (and offer it to their 
employees). These funds are managed by a professional board of trustees and offer 
various levels of involvement and control for you and the other participating employers 
depending on your own choices.

Deciding whether to move from your existing stand-alone retirement fund (if you 
already have one) to an umbrella fund is not a simple decision. There are pros and cons 
to both solutions and the best one for you and your employees will depend on many 
factors, including:

• the size of your company, 
• the number of employees, 
• how complex your standalone fund is, 
• how involved you want to be in managing the fund, 
• and whether you have the resources to look after your own fund.

Do you have a question that you would like us to address in a subsequent article? If so, please send 
your questions or suggestions for article topics by email to: info@atleha-edu.org

Defined Benefit Defined Contribution
The member contributes A fixed percentage of salary (normally 

between 5% and 7.5%)
A fixed percentage of salary (normally 
between 5% and 7.5%) but they may often 
make additional voluntary contributions

The company contributes The amount necessary to provide for the 
guaranteed pension benefit, as calcu-
lated by the fund’s actuary from time to 
time

A fixed percentage of the employee’s salary

Retirement benefit A fixed benefit, as specified in the fund 
rules (according to a set formula)

A pension benefit based on all the 
contributions made, plus the net investment 
return, less the cost of risk benefits and 
administration

Determination of benefit Formula based upon:
• Final salary or final average salary
• Number of years as a member of 

the fund

Member plus employer’s total contributions, 
plus net investment returns less costs; the 
regular pension amount is determined by the 
annuity pension purchased by the member 
on retirement

Other risk benefits Usually also based on formulas and risk, 
either carried by the retirement fund or 
reinsured with an insurer 

Usually a percentage or multiple of salary 
and almost always reinsured with an insurer

Administration requirement Administration intensive, especially if 
none of the benefits is insured or out-
sourced

Less complex administration, unless mem-
bers are given the opportunity to switch 
investment portfolios on a frequent basis 

Risk of investment 
performance

Carried mainly by the employer Carried by the member / employee

SUMMARY OF THE KEY FEATURES OF DEFINED BENEFIT (DB) 
AND DEFINED CONTRIBUTION (DC) FUNDS

Dear Future Employee: 

• A Defined Benefit fund provides a guaranteed pension benefit 
on retirement which is calculated based on your final average 
salary multiplied by the years of your fund membership as 
an employee. The rate at which you contribute to the fund 
is usually fixed as a percentage of your remuneration. Your 
employer’s rate of contribution towards your retirement 
benefit is usually calculated by the fund’s valuator who works 
out the rate at which the employer will need to contribute 
to the fund to enable the fund to pay you the guaranteed 
– or defined pension benefit – upon your retirement.  
 
Important to note: In a Defined Benefit fund, your 
employer carries the risk of the fund having to 
guarantee your pension due to you after retirement. 
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Do you have a question that you would like us to address in a subsequent article? 
If so, please send your questions or suggestions for article topics by email to:  

info@atleha-edu.org

Dear HR Manager: 
I have the option of choosing between a defined benefit or a defined contribution 
pension fund with my future employer. Please can you explain the difference?

 

• A Defined Contribution fund provides you with a pension 
benefit on retirement which is calculated based on the 
accumulated contributions made to the fund by you as the 
employee (and/or, where applicable, any contributions made 
by your employer). The returns earned on the investment 
of those contributions, less deductions of the costs of 
running the fund and providing for death and disability 
benefits, are added to the pension benefit. The rates at 
which you and your employer contribute to the fund are 
fixed or defined as a percentage of your remuneration.  
 
In a Defined Contribution fund, the value of your pension 
due to you is not guaranteed, but is instead based on the 
contributions you and your employer have made towards 
your retirement fund’s investments, combined with the fund’s 
investment performance. This means that you as the member 
– and not your employer - carries the risks and rewards of your 
final pension amount available to you at retirement.
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THE DIFFERENCES BETWEEN 
DB AND DC FUNDS

Our purpose at Atleha is to help  ordinary South Africans save and invest for a 
better tomorrow.  

We do this through Financial Sector Code (FSC) compliant - awareness 
and interactive education programmes focused on retirement fund trustee, 

management committee member; and fund member awareness and education 
initiatives, such as this short article. 

We would like to thank Old Mutual for funding this short article series.

UNDERSTANDING

Reference: Old Mutual Corporate Consultants – Guide to Umbrella Funds, Available online: 
https://www.oldmutual.co.za/docs/default-source/corporate/products-services/employee-benefits/om-superfund/rsc/omcc-umbrella-fund-guide.pdf


