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In Benefits Barometer 2013:'The employee benefits system and its inter-dependencies', we stressed the importance of an integrated approach
to employee benefits design. In this edition, we identify discontinuities between employer policies, legislation and insurance policies. These are
the kinds of gaps that can leave individuals without essential benefits when they most need them. An excellent case in point is the loss of life
cover when employees go on a protected strike. When gaps do arise, what we need to keep in mind is that it costs money to close gaps. But it
may cost an individual more not to close the gaps.

Gaps in cover can leave individuals without essential benefits when
they need them most.
Where to start
O en these gaps are the result of legacy issues not being reconsidered in light of new developments elsewhere in the company or in the fund.
Addressing these problems demands a centralised accountability that can bring together diverse departments and legislation.
This challenge rests with various structures within an employer, including its human resources, payroll and finance departments. It’s the
employer’s responsibility to review all employment policies and establish a clear understanding of the total rewards on oﬀer to employees and
whether or not needs are being met.
The first step is to review existing legislation. This sets out the high-level framework that all employers operate within. This is followed by an
analysis, which consists of gathering information on:

The company’s current health, incapacity and disability policies. Normally, these policies follow legislative requirements set out in the:






Basic Conditions of Employment Act
Employment Equity Act
Code of Good Practice of Disability in the Workplace
Compensation for Occupational Injuries and Diseases Act
Schedule 8 of the Labour Relations Act.

The types of insurance policies currently in place, either through the employer or the retirement fund. Examples include:


Permanent health insurance (PHI)




Capital disability benefits
Temporary disability benefits



Extended sick leave benefits.

Other factors to be considered like:




Definitions of disability
Waiting periods
Exclusion clauses



Terms of cover.

Once the above analysis has been completed, the company must review union agreements to ensure that employer and insurer policies dovetail
with existing agreements.
Step two is to determine whether there are any gaps or overlaps in the benefits that have been put in place.

Overlaps in benefit coverage can be as costly as leaving gaps.
To facilitate an assessment of the employee benefits programme, we can use a matrix. Such a matrix would outline the various benefits a
company can oﬀer as part of its employee benefits package. The matrix would take note of the varying needs in an individual’s (life like death,
disability, retirement, retrenchment and so on). By identifying the full range of needs in an individual’s life, we can then look at the benefits we
can oﬀer an employee to help meet these needs.
Overlaps in benefit coverage can be as costly as leaving gaps. As a result of corporate activity like mergers, many companies have inherited
legacy benefits, which result in potential ineﬀiciencies and overlapping with existing schemes. A matrix helps you to identify where you may be
oﬀering too many solutions to address the same need, like death cover. There are many variations of death cover that can be packaged and
oﬀered as part of a total rewards system. By using a matrix we can identify those variations that are necessary and those that are not.
Not only do the employers have to consider the insurer and union policies, they also have to avoid funding benefits the government provides to,
or facilitates on behalf of all working South African citizens. For instance, all workers have some form of recourse to benefits through the
Compensation for Occupational Injury and Diseases Act (COIDA)1 if they are injured or killed in the workplace or while on duty. These benefits
may prove adequate for workers, but the point is that employers should provide benefits that top up what the government provides rather than
duplicating them.
Finally step three is to close the gaps. Cost will invariably be an issue, but employers must give serious consideration to the consequences.
As a result of corporate activity, many companies have inherited legacy benefits, which result in potential ineﬀiciencies and overlapping
with existing schemes. Overlaps in benefit coverage can be as costly as leaving gaps.

The relationship between disability benefit policies, incapacity
policies and sick leave policies is prone to gaps, given the
complexity of handling these issues.
Incapacity and disability
The relationship between disability benefit policies, incapacity policies and sick leave policies is prone to gaps, given the complexity of handling
these issues. The level of medical cover available to employees can also complicate these issues, as employees with greater access to medical
services should be in a better position to prevent temporary illnesses and injuries from turning into permanent problems.
Incapacity and disability are distinctly diﬀerent concepts. In the discussion that follows we’ll clarify the diﬀerences in definitions as well as the
diﬀerent gaps which can arise around each concept. Still, they are interlinked and when an employee applies for a disability benefit, companies
need to do an incapacity investigation at the same time that they define the employee’s disability.

Incapacity
Incapacity is an employee’s failure or inability to work according to the requirements of the job. It encompasses both poor work performance
and the inability to perform due to ill-health or injury.
The key point in this definition is that incapacity is defined according to job requirements. This means employees who may be unable to perform
a specific job will be declared incapacitated even though they are capable of performing other jobs with that employer. For instance, a
mineworker who experiences a slight deterioration in eyesight will be declared incapacitated in terms of his job requirements because he is
unable to work underground. But he could still work above ground in some other role.
Legislation does not define when an employee may be considered incapacitated, but rather forces employers to investigate incapacity and take
reasonable steps to accommodate the employee, either in a diﬀerent job or with further training, or by rehabilitating them.
One challenge in managing incapacity in the workplace is that work-related rehabilitation programmes or centres are rare in South Africa. Most
employers find it easier and cheaper to replace an incapacitated employee rather than rehabilitate them. However, the number of holistic
centres oﬀering physiotherapy, occupational therapy, biokinetics and psychological services does seem to be increasing. Some insurance
companies will pay for rehabilitation up to a stated maximum cost because, in the case of mild incapacity, it can reduce the length of the benefit
payment period and hence the overall cost.

Disability
The definition of disability varies depending on the duration of the disability. In the short term, usually 24 months, it is the inability of an
individual to perform their own or a similar occupation at their existing employer for which they are reasonably suited in terms of education,
training and qualifications. The long-term definition of disability relates to whether the individual is able to find any work in the open labour
market. That is, if an individual can find any other employment, their benefit payments will stop. Employees are o en unaware of this when
considering their employment contracts.
COIDA provides definitions of permanent, temporary total and temporary partial disablement. The act is also a useful guide for determining the
extent of disablement, and the compensation the court may award in each case. This can help to inform the structure of the disability cover an
employer may oﬀer.
Prevalent forms of disability cover
Income benefits provide a monthly benefit to replace income from employment while the individual is disabled.
Lump-sum benefits provide a single payout if a member is deemed disabled. This benefit is cheaper to insure, but there can be a major
shortfall for members as the lump sum is unlikely to be enough to sustain them until retirement.
Income disability policies are employer-owned policies and governed by the Long-term Insurance Act. The employer carries the cost of these
policies and has the most control over their design. The retirement fund owns capital disability policies. Note that an employer may also own a
lump-sum disability benefit policy.

Potential gaps
1. The gap between sick leave and waiting periods
Most disability policies include a waiting period that is typically either
three or six months. The longer the waiting period, the lower the cost
of insurance. If a company provides 30 days of sick leave in a threeyear cycle, as stipulated in the Basic Conditions of Employment Act,
but the waiting period on the disability policy is six months, this leaves
a period of four months or more in which the employee receives no
income. In some instances, the employee may be able to claim from
the state Unemployment Insurance Fund (UIF).
2. Take-home pay levels
Income disability benefits are usually 75% of the member’s risk salary.
The employer defines the risk salary and this is the salary on which risk
benefits are based. In most instances, the risk salary may be the same
as the pensionable salary. When the risk salary is a proportion of the
individual’s total cost to company (TCTC), employees end up taking
home a fraction (less than 75%) of their pay a er becoming disabled.

Consider a 30-year-old male, who has a TCTC of R200 000. His risk
salary is set equal to 50% of his TCTC, so R100 000. If he becomes
disabled, his benefit of 75% of risk salary equates to R75 000 per year.
The member still pays tax on this income, but will receive tax credits
for medical aid benefits and be subject to the secondary rebate2. He
will also still pay risk-benefit premiums and retirement fund
contributions as you can see in the diagram on the next page.

Comparison of take-home pay levels

The long-term definition of disability relates to whether the
individual is able to find any work in the open labour market.
Let’s consider some practical examples that illustrate how costly gaps in cover can be for both employees and employers.

Case study 1
Waiting periods
An employer in the finance industry with just over 100 employees chose a six-month waiting period for their permanent health insurance (PHI)
policy. Since this client had a small number of employees, they estimated that the probability of disability was low and not worth the cost to
reduce the waiting period. But they did not have any policy in place that would provide cover during the waiting period if an employee did
become disabled.
Shortly a er policy inception, two employees became disabled in quick succession. Because of the presumed rarity of disability and lack of
cover, they paid the first disabled employee their full salary during the waiting period. Having set a precedent, but still with no cover, they then
faced a second disability. What made this particularly challenging was that most employees earned high salaries and it was expensive to pay out
their full salaries for six months. They realised that they needed to have a clear policy in place.

Case study 2
Gap between pensionable pay and total package
An employer in the telecommunications industry with over 1 000 employees had a standard PHI benefit that covered 75% of monthly
pensionable pay. But their pensionable pay was only 60% of TCTC. Employees were unaware of this gap, and when the first disability occurred,
there were huge complaints because a monthly disability payment of 45% of their salary was not what they expected.
Subsequently, the company increased the monthly benefit to 90% of pensionable pay. It now uses communication to make employees aware of
the gap between pensionable pay and their cost to company.

Case study 3
Inappropriate benefit structure
An employer in the mining industry oﬀered a lump-sum disability benefit. Occupational risk is higher on mines. This, together with the high
claims experience of the industry, results in high premiums for disability policies. Opting for the lump sum, rather than an income benefit,
seemed more cost-eﬀective, but the company had a particularly young worker profile.
A member became disabled at the age of 30 and received a lump-sum benefit of R200 000. The member was not able to return to work and had
to survive until retirement on only a small lump sum.
Summary of these three case studies
These three case studies highlight the kinds of issues which can arise when benefits are not designed with the needs of the specific employee
population in mind. PHI benefits can be very costly. Perhaps a way to decrease the cost of such cover is to limit the definition of disability to a
specific set of events, although this is less likely to occur.

When policies leave individuals exposed, it is important to
communicate this to members and offer them options to address
those gaps in their own capacity, where possible.

Other potential gaps to consider


In Benefits Barometer 2013, we raised the issue of gaps in coverage which can occur during strikes and mass exits.



Another potential gap can arise when female employees are on maternity leave. Companies need a policy in place which guides what
happens to retirement, risk and medical aid contributions during these months – both for paid and unpaid maternity leave. Childbirth can
be dangerous, so risk and medical aid benefits need to be in place. Once the baby is born, the employee will need additional medical cover
to provide protection for the child.
If a company doesn’t cover the cost of risk benefits directly, they need to allow for the employee to continue whatever contributions they
might otherwise miss, in their own capacity. A company should ensure that when an employee applies for maternity leave, she is informed
about what will happen to her benefits and what choices may be available to her.



At present, temporary workers are typically not oﬀered any employee benefits. But changes to the Labour Relations Act suggest that any
fixed-term contractor, with a contract for more than three months, will be entitled to the same benefits as permanent employees. This
could have implications for the company’s risk profile and alter the costs of their benefits. So, in this process, it is important that reducing
gaps for temporary employees doesn’t end up creating gaps for permanent employees.

What follows is a table that sets out the gaps we have identified. Employers can use this as a tool when designing policies. It will help them to
identify potential gaps in coverage so they can decide either to close the gap with additional insurance or to put a policy in place. When such a
policy means the individual is still exposed, it is important to communicate this to members and oﬀer them options to address those gaps in
their own capacity, where possible.

When policies leave individuals exposed, it is important to
communicate this to members and offer them options to address
those gaps in their own capacity, where possible.

Disability insurance and incapacity

Possible eﬀects of closing the gap
The main implication of closing the identified gaps is the cost to the employer of doing so. Disability income benefits (PHI benefits) are
unapproved benefits for tax purposes. As a result, the employer, and not the fund, will own the policy. Decreasing the waiting period on the
policy so that there is no gap between the use of all available sick leave and the start of payment of disability benefits will increase costs in
general.
Rehabilitation programmes will also result in greater costs for the employer. The cost of rehabilitation of incapacitated employees can, in some
cases, be greater than the search costs of a replacement for the individual.
Medical aid and medical insurance benefits will place employees in a better position to prevent temporary illnesses and injuries from becoming
permanent. Where medical cover is unaﬀordable, the employer may consider subsidising this benefit.

Staﬀ education and leave policies

Possible eﬀects of closing the gap
In Benefits Barometer 2013, we identified training and skills development as a key priority for young workers. In a company that employs a large
number of young workers or workers pursuing a particular profession requiring ongoing training, the result of not accommodating the needs of
these workers may negatively aﬀect both the attraction and retention of employees.
The employer should consider allowing a reasonable number of study leave days such that the productivity of the business is not aﬀected.
Employers could also consider the use of a flexible benefits package, where the employee gives up part of their salary or some other benefit in
exchange for study leave.

Maternity leave policies

Possible eﬀects of closing the gap
The continuation of risk benefits ensures that the employee is not le vulnerable while they are away from work.
If an employee is on unpaid maternity leave, the employer may have to pick up the costs of risk benefit premiums and retirement fund
contributions, although this structure varies by company and according to fund rules. This money can be claimed from the employee when they
return to work. Alternatively, the employer can ask the staﬀ member if they would like to continue the benefits at their own cost.

Provision of benefits for temporary/contract/seasonal workers

Possible eﬀects of closing the gap
Again the main implication here is the cost involved in oﬀering benefits to temporary workers. There may also be administrative complexity
where individuals are employed on a fixed-term contract and choose to take accumulated benefits when changing jobs.
Policy makers must consider how to treat accumulated fund credits of temporary workers when compulsory preservation is instituted.

Fund consolidation and corporate activity

Possible eﬀects of closing the gap
Moving all employees into a common benefits oﬀering may increase or decrease the costs of insurance and administration. If all employees are
brought onto a common policy, there may be cost savings that arise from economies of scale. But if the risk profile of new employees is worse
than the original population, the premium could increase.
Particular care needs to be taken when transfers are made from a pension to a provident fund. All benefits transferred will be taxed according to
the Income Tax Act. From 1 March 2015, this rule will change so that benefits will not be taxed on transfer.

Strike action

Possible eﬀects of closing the gap
We raised this issue in Benefits Barometer 2013 and said that where workers are dismissed due to striking, they will automatically lose their
group risk cover. Even if they are reinstated there may still be certain gaps in insured benefit cover, where pre-existing conditions or waiting
periods may apply to any new cover provided by their new employer arrangement. Medical underwriting can sometimes result in a gap in cover
for up to three months.
Extendable risk cover could be considered in sectors prone to strikes to reduce the impact of this gap.

Conclusion
Gaps and overlaps can arise between employer, insurer and union policies. Gaps can leave members without much needed protection at a time
when they are most vulnerable, while overlaps in coverage may result in the ineﬀicient allocation of scarce financial resources. O en these gaps
are the result of legacy issues which have not been reconsidered in light of new developments elsewhere in the company or fund or within
legislation.
Identifying potential gaps in coverage and closing them can be a costly exercise. As such, employers will need to decide whether they will take
action to close gaps and will accept these costs themselves. Whatever decision is made, it is important to communicate this to employees and
oﬀer them options to address those gaps in their own capacity, where possible.
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