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3. Draft Conduct Standard - Conditions for 
investment in derivative instruments for 
retirement funds 

During 2013, the FSCA published a second version of a draft Notice on conditions for derivative 
instruments for comment. As a result of the comments received, numerous workshops were held 
with stakeholders and National Treasury to ensure proper consideration of the comments. The 
comments necessitated material changes to the draft Notice. The draft Notice has also been 
converted into a draft Conduct Standard which has recently been published for comment. 

A “derivative instrument” is defined in the Financial Markets Act as “any - 
 
(a) financial instrument; or 
 
(b) contract, 
 
that creates rights and obligations and whose value depends on or is derived from the value of 
one or more underlying asset, rate or index, on a measure of economic value or on a default 
event”. 
3. STATEMENT OF NEED - POLICY CONTEXT AND PROBLEM DEFINITION 
In the statement supporting the draft Conduct Standard the FSCA states that, although it 
recognises that there is a role for the use of derivatives within retirement funds’ portfolios, there 
are a number of major risks inherent in these instruments. Three major risks with the use of 
derivatives are market transparency, counterparty risk and liquidity risk. 

Regulation 28(7) under the Pension Funds Act provides that funds may invest in derivative 
instruments and empowers the FSCA to prescribe conditions in respect thereof. The draft 
Conduct Standard sets out the overarching principles for the use of derivative instruments by 
funds. It also sets conditions relating to, among others, the following – 

“(a) permissible uses of derivative instruments; 
(b) net derivative positions must at all times be covered by appropriate reference assets; 
(c) determining maximum allowable economic derivative exposure limits; 
(d) valuation of derivative instruments; 
(e) determining the allowable counterparties for purposes of derivative instruments; 
(f) providing guidance on the calculation of exposure to derivative instruments; 
(g) setting out the allowable netting provisions for derivative instruments; 
(h) determining the conditions in respect of collateral; and 
(i) prescribing the conditions for reporting.” STATEMENT OF 
IMPACTNDUCTSTANDARD STATEMENT OF INTENDED OPERATION OF TANDARD 

Funds will be required to comply with the proposed requirements within 6 months after publication 
of the final Conduct Standard. 
 
Comments on the draft Conduct Standard must be submitted to the FSCA by 31 July 2020. 
Sanlam will provide comments via industry bodies.  
 


