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INTRODUCTION

The purpose of this Invesiment Policy Statement (IP8") is to set out the investiment policy of the Municipal
Gratuity Fund {MGF) and to document the investment strategy that the MGF has decided to implement, in
accordance with this policy. The IPS is drawn up in accordance with the Principles of Circular PF No. 130 of
the Financial Services Board (“PF 130"} and Regulation 28 of the Pensions Fund Act of 1956 ("Act”}.

The objective of the Management Board of the Fund ("The Board"} in drafting this document is fo:

*,
3

Document the MGF's investment policy and summarize the investment strategy established in accordance

with this policy.

4 Clearly set oui the decision-making responsibilities refating to the MGF's assets.

% Provide a framework for the effective implementation and review of all components of the investment
sirategy.

% Assist stakeholders, including the Board themselves, in understanding the investment policy and strategies
of the Fund, to be able ic communicate a summarized version of this investment policy to all stakeholders.

% Demonstrate adherence to PF 130, as far as this is appropriate and practical, and the Act,

+ Provide a mechanism o ensure continuity of decision making across generations of Board members.

#.
5

The governance body of the MGF in terms of the Fund Rules is the Management Board {Board of Fund),
hereinafter referred to as the Board. This policy was developed by the Board. The investment strategy was
designed in consultation with the MGF's investment advisors (SMMI), the Fund's actuary and the Principal

Officer.

The Board reviews the IPS annugzlly after the financial year-end. Where a material change to either the
legisiative, regulatory, economic or capital market environment takes place, or should there be a material
change in the MGF member profile, or shouid the Board become aware of the potential for a material change
in the member profife, the Board will review this IPS as soon as is practically possibie.

The first [2S was implemented during July 2005 and is reviewed annually. This document is the latest review
of the IPS approved by the management Board on 21 September 2022.

Signed at Pretoria on this 21th day of September 2022

o *} )
Chairperson: Mggjé;ﬁé‘ff Principal Officer: /@ﬁiﬁf@lf\

On behaif of the'} oard
o

| hereby confirm that | am satisfied that the investment policy recorded herein is consistent with the cbhiectives
of the MGF and the management of the risks to which the Fund is exposed, and that this policy should result in
an appropriate relationship between the assets and the liabilities of the Fund.

Actuary: \\(\y—vvvv
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DUTIES AND RESPONSIBILITIES OF PARTIES TC THE FUND

The Board is ultimately responsible for the MGF's assels, the invesiment of those assets and the assets’
investment performance. The Beard cannot refinquish or cede these responsibilities but is permitted to delegate
certain of the actions and activities refating to the management of the MGF's assets.

The Board is aware that they are in a position of trust, looking after money that belongs to members who can
reasonably expect the Board o act prudently. Whenever the Board is required to make a decision, the decision
is always taken in utmost good faith towards the MGF and in the best interests of all members rather than any
third party or the Board members themselves.

The Board acknowledges the complexity of investment matters. Accordingly, and as is permitted in terms of
PF130, circulars and the Act, the MGF has appointed investment advisors to assist the Board in its deliberations.
The Board will critically evaiuate the advice of the advisors before making any decision,

The roles and responstbilies of the different parties involved in establishing an investment policy and
implementing the investment strategy can be summarized as follows:

Board and Principal Officer

% Determine the investment philosophy.

4 Establish an appropriate investment policy with assistance from specialists where necessary.

4 Design a Fund-specific investment strategy with the assistance of specialists where necessary.

4 Review the investment policy annuaily, and amend as aporopriate.

“+ Make adjustments to the investment strategy when necessary to ensure adherence fo the investment policy
and achievement of investment objectives.

4 Oversee the implementation of investment decisions.

4 Monitor performance of the investment strategy on a regular basis

% Appoint investrment advisers and utilize their services as and when deemed necessary

% Determine return objectives, factical asset aflocation and other permissible asset allocation bands

< Appcint or terminate investment administrators and determine contractual arrangements

Investment Advisor

% Provides advice to the Board on the formulation of the MGF’s investment peolicy

% Provides advice to the Board on the formulation of the investment strategy to be implemented

% Implement the MGF's investment strategy

4 Provide advice to the Board on tactical asset allocation and implement the MGF’s tactical asset allocation
strategy, both within the asset class ranges, as well as between the underlying discretionary financial
services providers.

% Provide daily cash flow management of the MGF's investment portfolios, ensuring compliance with

Regulation 28 of the Act

Report to the Board on compliance of the MGF's investment portfolios with Regulation 28 of the Act.

,

o+
£

-,
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Actuary
% Confirms that the investment policy is appropriate considering the Habilifies of the MGF, and that the chosen

investment strategy wilt result in an appropriate retationship between the assets and the liabiiities of the
MGF.

Investment administrators
%  Manage assets within legislative requirements and in the best interests of the MGF.
% Achieve the investment refurn objeclives set by the Trustees, relative to appropriate investment

benchmarks.
% Adhere to the investment mandate agreed with the MGF.
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BACKGROURD

The MGF is a defined contribution fund, with siightly fess than 30 00C active members employed by iocal
authorities as defined in the Fund Rules, in the provinces of Mpumalanga, Gauteng, North West and Limpopo.

Being a defined confribution fund, the members’ fund credits accumulate through employee and empioyer
conttibutions pius the investment refurns earned thereon. The members’ final fund credits are hased on the
underlying market vaiue of their investment portfolios at the time of retirement or their exit from the MGF. The
Board recognizes that the members of the MGF bear the investment risk and afso the return. In order to provide
for the different needs of the members of the MGF, the Board has established an appropriate range of
investment portfolios.

OBJECTIVE

2,
L

2
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The primary cbiective of the MGF is to provide members with an efficient vehicle through which they can
make effective and adequate provision towards their retirement.

The MGF thersfore targets to achieve sufficient investment returns to enable a member to buy a pension
equal to 75% of his/her pensionable salary af retirement {Net Replacement Ratio (NRR)}, which pension is
based on a life annuity at age 85 with a 5% annual escalation and a 10-year certain term, and g spousal
pension of 75% (age of spouse in the event of female 4 years younger), assuming the following member
characteristics:

Retirement Age: 65
Saving Years: 35 years in aggregate during the member's career
Marital Status: Married with the husband being 4 years older than the wife

Post-Retirement Spouse Pension: | 75% of an annuity income in the event of death

29.5% of pensionable safary (7.5% member's contribution and 22%
employer's contribution) for members joining before 1 August 2012
and 25.5% for members joining after 1 August 2012 (7.5% member's
contribution and 18% employer's contribution). An employers
Retirement Savings: contribution of 4.0% of salary is utilized to finance risk bensfits {3.6%)
and administration costs {0.4%}). For members older than 65 years of
age, only administralion costs of 0.4% of salary are utilized from the
empioyers’ confribution with no risk benefits provided for those
members.

. . | 3% above inflation up 1o the age of 40, 2% above inflation between
Salary and Promotion Progression: the ages of 40 and 49 and 1% above inflation from age 50.

Weighted annuai average

h L 4.5% per annum above inflation nat of fees
investment return until retirement °P b @

in order to have a reasonable chance of achieving the targeted NRR, a real returmn of 5.0% per annum is
required untit 10 years before retirement, thereafler reducing gradually to a real return of 4.0% some 5
years before retirement and to a real return of 3% some 2 years before retirement. The required real return
reduces to 1% in the year immediately preceding retirement. Since the MGF uses a four-phase iife stage
model, the Fund will be targeting a weighted real return of 4.5% until the age of 85 years.

The table below shows the required real returns needed over a 3¢ and 35-year savings period for a member
of the MGF to achieve a NRR of 76%. it stands fo reason that the higher the members’ contribution rate,
the higher the NRR will be. Similarly, the longer a member contributes to a pension fund, the fower the
required real return will be. From the calculations below, it is evident that a 4.5% weighted real return wilf
consarvatively achieve a 75% NRR.
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' o - Required Real Return fora 75% Net Replacement Ratio ... o
Member Retlres at 65 100% of GPi 5% Guaranteed Escaiatson

Matle — Before 1 August 2012 4.54% 3.13%

Female - Before 1 August 2012 4.28% 2.92%

Male — After 1 August 2012 5.65% 4.30%

Female ~ After 1 August 2012 5.40% 4.09%
S S " Required Real Return for a 75% Net Replacement Ratio 7 S
Member Ret:res at 60 100% of CPI 5% Gaaran‘teed Escataﬂon
Male - Before 1 August 2012 5.04% . 3.48%

Female - Before 1 August 2012 4.85% 3.31%

Male — After 1 August 2012 6.13% 4.81%

Female —~ After 1 August 2012 5.94% 4.45%

Assumptions include a 75% spousal income, a 5% annual escalation and a 10-year certain term. For comparative purposes, the required
real retum for a 100% inflation-linked annulty and a 5% annual escaladion annulty is shown in the fable. in addition, the required real returmn
is shown for members retiring at 80 years of age rather than 65 years of age.

% It is emphasized that the investment strategy as contained in this IPS cannot cater for the individual
circumstances of each member individually. The IPS provides an investment policy and renders an
investment strategy for the Fund members as a collective te be universally applied to all members. This
means that cerfain assumptions have to be made in respect of contribution rates and the contribution term,
glso referred to as saving years, as alluded o above. In the event that a member does not contribute
according fo the assumed rate and term, that is contributing at & lower rate or for a shorter period, the
proiected cufcome of a 75% NRR cannot be expected. Some members join the Fund at a later stage in
life and if they do not transfer the savings from their previous retirement fund to the MGF or transfer an
inadequate portion in relation to the number of past years, a lower NRR will follow. When it comes to
investment, time is an irreplaceable resource. It is not up for sale and can't be bought. The shorter the term
of retirement savings, the more one needs to invest and vice versa, By way of illustration, ¥ investing for
retirement starts at the age of 25 with R1 000 a month until retirement age, one would have R6,324,080
by 85 (assuming a net 10% annual return), The remarkable story here is that 92.4% of the final sum comes
from compounding growth (interest on interast), which means a member would only have paid R480,000
over forty years to reach the fotal amount of RE6.3million. The foliowing table Hlustrates the impact of the
lost savings vears.

~Starting investment Age .0 Value at 65 years of: age SRUOE B - R e
25 R6.324,080

30 R3,706,638 40.0% tess

35 R2,260,488 54.3% less

40 R1,326,833 79.0% less

45 R759,368 B88.0% less

50 R414,470 93.4% less

Assumptions: The investor invests R1000 pm for a specified peried and earns a net return of 10% p.a

4 Inview thereof that a 4-phase life stage model is applied, de-risking commences at age 55 from the AP to
the MP but is done in a more incremental manner than that of a 3-phase life stage model. This means that
over the 5-year period from age 55 to 60 in the MP, a higher exposure to growth assets is retained than
wouid be the case int a 3-phase life stage model. Therefore, although de-risking begins at a relatively early
age of 55, it is not done in an aggressive manner but rather in a slower 2-phased approach between the
ages of 55 and 80. More pronounced de-risking is done with the life stage switch from the MP {o the CP at
age 80, with complete de-risking at 83 taking place with the switch to the PP. Having regard for such phased
de-risking as well as the membership profile of the Fund, de-risking from age 55 is regarded as appropriate
irt these circumstances.
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The MGF offers a life stage modei (LSM; as the defauit investment strategy. The MGF's default investment
strategy has been designed to be consistent with the above investment return objectives.

Members can elect not to form part of the default life stage porifolic and rather make their own individual

choice in terms of underlying porifolio selection within the range of investment portfolios offered, subject

thereto:

s that the selection is not limited to any number of the investment portfolios at any given time and

% that the contributions shall follow the elected investment portfolios in the same proportion as the initial
eleclion

Wherever appropriate, the Fund uses the aggregate buying power of the membership to reduce costs
compared to what a member would be able to achieve were they to make thelr own retirement provision.

in terms of the default regulations issued in terms of section 36 of the Pensions Funds Act (No. 24 of 1856),
the MGF must offer a default in-fund preservation arrangement to members who leave the participating
employer before retirement, and also a default investment portfolio fo contributing members who do not
exercise a choice. To give effect to the new regulations, the MGF wili use its existing risk-profiled life stage
modet portfolios as its in-fund defauit options for membaers.

For retiring members, the legislation requires that a fund must have an annuity strategy with annuity
options, either in-fund or out-of-fund, and can only default retiring members into a particuiar annuity product
after a member has made a choice (i.e. members must opt-in). The MGF has taken the decision to provide
an out-of-fund life annuity for its members, whereby the MGF will facilitate and negotiate on behalf of
members favourable take-on fees with a life assurer given its pool of assets. The default opt-in option
envisages a guaranteed life annuity with a 5% escalation per annum with an option of a nli, 5-year or 10-
year certain term. An option of a 50% or 75% spousal pension will aisc be offered to the refiree. Access
to retirement benefits counselling to members, at feast 3 months before retirement, will be facilitated by
Sanlam’s individual Member Services, a basic counselling service provided to members free-of-charge.
Members will alsc have the option of transferring their benefits to a living annuity, again provided outside
of the fund. In this instance, the MGF will again negotiate favourable fees with FSP's licensed to provide
investment advice.

CURRENT MEMBERSHIP BTRUCTURE

MEMBERSHIP AGE PROFILE

The active member age proflle of the MGF as at 30 June 2022 is reflected in the table below. A comparison is
made with the age profiles of members in prior years.

Age < 30 3.0% 3.5% 6.1% 4.9% 5.9%
30 <= Age < 40 26.4% 27 6% 26.4% 29.0% 31.6%
40 <= Age < 45 17.8% 17.6% 17.6% 17.8% 15.9%
45 <= pAge < 50 18.2% 17.8% 17.5% 17.0% 18.1%
B0 <= Age < 55 15.7% 14.1% 14.1% 13.8% 11.8%
Age >= 55 18.9% 18.8% 18.4% 17.5% 16.7%

The table shows that most of the members are still relatively young and have a long-term investment horizon.
Since the last IPS review, the age profile of the MGF membership has increased, with members aged fess than
50 years now making up 65.4% of the total members as opposed to 66.5% previously. The age profile of
members is generally still titted towards younger members although the percentage younger than 50 years of
age has now dropped below 70%, a dominant characteristic of the Fund since 2007, Since most of the members
are stilf relatively young, the MGF must focus on capital growth {those aged < 50 years), while the balance
(members aged >=50 years} must have a dual focus of capital growth as well as capital preservation.
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MEMBERSHIP SALARY PROFILE

The active member salary profile of the MGF as at 30 June 2022 is given in the table below. A comparison is
made with the salaries of members in prior years. I must be noted, however, that above-inflation salary
adjustments have lifted members into higher salary brackets over time. As a congequence, the salaries will be
skewed towards higher brackets and are therefore not comparable with those in previous years. In general,
members’ salaries are higher as a result of annual wags escalations, with members earning propertionally more
than a year earlier. Those members earming less than R15,000 per month has now declined to 28.031.6% from
31.6% the year before. Al the other end of the spectrum, those members earning in excess of R30,000 per
month has increased to 25.9% from 24.0% the year before.

Salary < R5 000 : 0.7% : 0.4% i 04% 0.5% 0.5% :
RE 00521;:0562]éry.< 3‘6%_ 35% “5% 156% 21.7%.\.&. .
& ngq];zgo%alary < mmzss% — 276% P 250% - 267% e 256% —
R1590R%§=0{?§’aw < - 1 77% 162% e { . 177% . 184% e ?76% ._
:..320'9{%%SZQS§.!3W<”.i-w'm EQML% S ..28:2% . R .24.7% 224% 223% -
....ééigaofc}go_éoséléw e ....14'0% ..... o 134% ...... E — ....;”‘3% ; R ...9»8% - — o
é -\'Saié&;;:é;o.ooé” ﬂg% F - .A...;O.S% W84% . e 66% S 4..5.%

As a result of the number of active members, monthly liquidity considerations are not of great concern.
Investment porifolios for members close fo retirement hold sufficient cash to fund the exits. For members that
exit before retirement, monthly contributions and cash available within the investment portfolios are usually -
sufficient to meet the MGF's liguidity requirements.

MGF: Age Profile

LT RO — SO S —

YR T . s 8 1 ? 3 4 5 6 ’ 2
o 2 F & 8 T ’ )
Age < 30 # 30 4= Age <40 © 40 <= Age < 45 %45 <= Age < 50 wSahaey 4 RS bR AR5 00D v Salaey <KIBO0T & RAO DO - Sakiry « 15000

50 <= Afe <55 u 55 <=Age <65 # Age =65 ::;:;g"f;msé?;;rfﬂﬁ‘ms §HIOOK0 < Salary RZOCUG = RI0 e Sabary <RAC 00

FUND CREDITS VS PENSIONABLE SALARY (COVER RATIO)

The table and figures below show the ratio of fund credits to pensionable salary {the cover ratio) by age and
gender as at 30 June 2021, Although the aciual years of service of the members fail well short of the targeted
35 to 40 years of service, male members at age 65 have on average 25.3 years of service and a cover ratio of
some 6.8 times pensionable salary. Similarly, female members at age 65 have on average 22.1 years of service
and a cover ratio of 8.2 times pensionable salary.

4 Given the MGF's own member experience, an exirapolation of the trend lines shown in the figures below
suggest that i members contribute towards their retirement for 35 years, their cover ratio will be around
11.1 times, slightly higher than the 11.0X times the previous year. Thea increase in the cover ratio can be
attributed to the market recovery in 2621 following the Covid-pandemic induced market crash the previous
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vear. If members contribute towards their retirement for some 40 years, the cover ratio increases to 13.1

times, slightly higher than the 13.0 times the year before.
A cover ratio of between 10 and 12 times is widely considered adequate to replace some 75% of

pensionable salary.

Fund Credits vs. Pensicnable Salary {Cover Ratio}

[Miale Msrmber

ears Service:
1] 20-24 0.4425 2 0.3731 1.7
2 26-29 0.7108 3.3 G.7107 3.3
3 30-34 1.2394 5.6 1.3248 59
4 35-39% 20118 85 2.1738 a6
5{ 40 -44 275 0.9 2.8824 10.8
8] 45-49 3.5119 13.4 3.601 12.8
7] 50- 54 4.7147 17.8 4.5188 15.2
8] 56-53 5.816 22.7 5.6039 19.2
g| 60 -65 6.823¢9 283 B.2447 221
10f 6£5> 7.2876 30.5 8.02085 23.5
Total 3.7367 44,1 3.2547 11.7

Alexander Forbes: Actuarial Valuation - June 2021

3
H
M g e Y001 0238y
' ’ A% = 09984 -
u o
1
t 4
X
i 2 e
R 4] .ZI
i G
e Years of Service

e Fyned Credits/Pensionable Salary
~—— 2 per. Mov. Avg. {Fund Credits/Pensionable Salary)
Poly. {Fund Credits/Pensionable Salary)

Males: Fund Credits/Pensicnable Salary
g et ilaach S

35

i;oemales: Fund Credits/Pensionable Salary

¥EOQURE 0248

o
ﬁ..:}mm

R =0.9935 ..
R TS S
4 . ,t“-@‘-/s’
e i e 1 s
15 20 25 30
Yaars of Service

waoefund Credits/Pensionabie Salary
—— 2 per. ov. Avg. {Fund Credits/Pensionable Salary)
Poly. {Fund Credits/Pensionable Sslary)

* Members oider than 65 years of age are excluded from the analysis

Males: Fund Credits/Pensionable Salary
8 i . S A AR B AR e < At 1

e Ags Categories
sapendind Credit/Pensionable Salary

e 3 BF, WGV, Avg. (Fund CreditfPensionable Sakary}

Fsmaies: Fund Credits/Pensionable Salary

AT 32
EETEE v

i
et S S~ -
2 4 6 8 0
Age Categoties
wipoSeriesl  ~—2 per. Mov, Avg, (Seriesl)

* Members older than 65 years of age are exciuded from the analysis
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INVESTMENT PRILOSOPHY (BELIEFS)

The investment philosophy of the Board is summarized helow:

1.

2

10

11

12

13

The Board acknowiedges that past performance is not a predictor of future returns.

Markets are generaily efficient but may from time to time price an asset inefficiently resulting in a significant
deviation from its intrinsic or fair value. The implication of this betief is thaf in order {c achieve above-
market returns, the MGF wilt need to take on a greater degree of calculated risk.

Markets generally mean-ravert — this impiies that over the long term, asset ¢lass returns will revert back to
the historical average. While the average returns will be a function of a number of drivers (GDP growth,
infiation, yield curve movemenis, earnings growth etc.) there may be fundamental shifts in the averages
over time due to structural changes in these drivers.

Superior investment returns can be realized if the MGF adopts a tong-term investment horizon, typically 5
years and fonger. The Beard further accepts that this may be difficult over sharter time horizons if the MGF
is underperforming the market.

Equities are likely to be the best performing asset class over the long term. in general, a buy and hold
equity strategy should generate higher returns over time provided that entry fevel multiples are not

siretched,

Risk is best managed by holding a diversified and uncorrelated portfolic of assels, with a certain proportion
of the assets providing refurns that are linked to inflation over the long term.

While the primary objective for the MGF is to achieve the targeted returns in excess of inflation for each
nsk-profiled portfolio, the Board is aware that the medium term returns of each portfolio sheuid be
competitive when compared against the performance of appropriate peer group portfolios. For the sake of
clerity, peer group returns are not the main driver of the MGF’s investment strategy.

True investment skill is rare and the majority of active investment administrators are tikely to underperform
an appropriate benchmark net of fees and after having adjusted for risk.

Together with ifs investment advisors, skillful managers can be selected that wilt outperform an appropriate
henchmark over the long term. The Beard also accepis that cver measurement periods of as long as 2 to
4 years, a skillfut manager may underperform the henchmark, in certain cases, the underperformance

could be substantial,

It is not possible to be 100% certain about the skill of an investment administrator and to mitigate the risk
of being incorrect in the assessment of a manager's skill, the Board will seek to appoint more than one
investment administrator within the major asset classes.

Where the MGF appoints active managers, the manager mix will be weighted towards achieving a more
style-agnostic balance of managers, with value, momenium, growth and guality managers included as
levers fo filt the manager mix in & certain direction if and when needed.

importantly, the Board believes it has the courage and patience to stay with an under-performing manager
provided it is satisfied with the due diligence process and the manager's explanation for hisfher
underperformance and is convinced performance will recover if market conditions change and the manager
remains true to his/her invesiment style.

Since skill is rare and because the Board acknowledges that the compounding effect of even seemingly
low costs does have a material impact on the accumulation of members’ capitat cver long time horizons, it
may at times be appropriate to utilize so called "passive” investment strategies, designed to track an explicit
capital market index at low cost (see Appendix 3 for "active vs. passive” discussion}. Consideration may
also be given to smart beta strategies, which follow a rules based quantitative approach to pure passive
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investment. In the passive space, the MGF has adopted momentum and value smart beta strategies, along
with a Capped All Share Index Uracker as a new building block in the AP and the MP.

14 The MGF endorses the principles of sustainable investing which includes ESG and climate change
considerations (environmental, sociai and governance). The MGF however befieves that the FSCA's
Guidance Note of 14 July 2019 should provide the retirement industry with a consistent framework of
factors that nesd fo be considered when applying the ESG principles {see Appendix 4. ESG Guidance
Note). Uttimately, i is the primary obligation of the MGF fo render the best possible susiainable returns

for its members.

15 Active factical asset allocation is part of the investment philosophy of the Fund and contributes to
investment refurns.

FISK PREMIA, ASSEYT CLASSES, CAPITAL MARKEY ABSUMPTIONS AND
BENCHMARKS

RISK PREMIA

An asset's risk premium is the additional return that an investor should receive for {aking on the additional risk
of investing in that asset class as opposed to the "risk-free” assel. The quantum of the premium offered by
various asset classes relative to the assessed risk of earning that premium should be considered when making
any investment decision. Risk-adiusted returns therefore also form an integral part of the investment strategy.
A list of the various premia on offer is given below:

+ Inflation risk premium — The premium investors earn for taking on inflation risk by investing in nominat bonds
as opposed to inflation-iinked bonds

<+ Equity risk premium — The premium investors earn for being last in queue in benefiting from company profits
and the first in lne for losing monay if the company makes losses.

< Credit premium — The premium invesfors earn for investing in corporate debt rather than the lower risk
government debt. The credit premium compensates for default risk.

% [liquidity premium - The premium an investor earns for investing in ifliquid assets such as private equity;

renswable energy projects
4 Volatility premium - the premium investors receive for investing in volatile or risky assets
% Sovereign risk premium ~ the premium investors receive for investing in higher risk SA government debt as

opposed to lower risk US Treasuries.
% Term premium - the premium investors receive for comml‘ztmg to long term investments that carry a greater

degree of risk than short term investments.

The asset aliocation decision therefore takes into account the premia on offer when investing in certain types
of asset ciasses. f the premium is considered unattractive relative to the risk taken, the investment is unlikely
to be made and vice versa.

ASSET CLASBES

The following are considered appropriate asset classes (and investment strategies) for investment by the MGF.

i Asset class with lowest absolute risk but real refurn is dependent

n SA Cash o i onSARB monetary policy

SANominalBonds ] Exposure to term and inflation risk premiurs

_SA Infiation LinkedBonds  Hedge against inflation risk plus term premium

_SACredit . Exposuretocredit and liquidity premiums "
Mezzanine Debt '  Exposure to default risk and the flliquidity premium )

: Infrastructure (Renewable Energy}_ . Exposure to the illiquidity premlum and legislative risks

; © Exposure to equity risk premium and hedge against inflation by

: SA/Giobal Listed Property ___f_vn’cze of the " reaft;sset nature of isted pgopegty v

. 'SA/Global Corporate Bonds | Default risk premium plus term premium

SAlistedEquity " Exposure to the equity risk premium
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. SA Aitematwes / Hedge Funds
 Global Sovereign Bonds

. Emerging Market Sovereign Bonds

Exposure to various asset class risk premia plus manager skill
Hedge against extreme market events pius term premium

" Country default risk premium plus term premium
. Exposure fo eqwty risk premium as well as economic drivers not

Global / Emergmg Market Eqwty prevalent in SA

Currency " Hedge against SA country and currency risk

EXPECTED LONG AND SHORT TERM RETURNS OF ASBSET CLASSES VS RISKS {(VOLATILITY)

The tables below set out the aclual and long term (10-years) expected annualized real return assumplions, the

Jresampled TAA (12-18 month) expected return assumptions, the variability of retuns {volatility) and the
correlations between the various asset classes listed above. These assumptions form the basis for any
modeling to determine the optimal long term strategic asset allocation for each investment portfolio, given the
different invesiment objectives and risk tolerances.

R
SA Equities
SA Bnnds
Shllg
SAP“’%’E”Y [
A Cash i
‘D Equfzy
EM Equivy
Globai Band: . B
iubai!LE T
Global Property -
Global Cash

CORRELATION MATRIX

- Domestic chign : Damestic Domastm Fn’reign'- -_Dnmestac ~-Foreign
iy : Hedge ﬁands- - Prop : _:F‘mperiy-- ’

0.24 : 530030

Domastic E}mmestlc Forelgn

Domestlc Equity
Fore[gn Equﬁy

Domeshc_ao_nds
Domestic Hedge
Foreigh Bonds 0
Domastic Property
Fareign:' Property .
Domestic Cashi -~
Domgstic 1By -
Fareign Cash: -

ASSET CLASS BENCHMARKS

_ - STeFI Composite Index (STe o

_SAD Nominal Bonds . FTSE/AISE All Bond Index {ALBI)

. SA Inflation Linked Bonds (SA Gov)  Composite SA ILB index (CILI)

. SA Credt  STeFi+1 5% - 4% (cred it quahty dependent)

_ SA Infrastructure . 3 Month JIBAR + 3.5% / CPl +4.3%
Mezzamne Debt ; Steﬂ + 8%

: SA Cash
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P

- FTSE/ JSE SA All Property index (J253T)

b

SA Listed Property

 SA Listed Equity | FTSE/JSEAlShareindex (J203T)
. SA Alternatives / Hedge Funds | STeFi+3%tod%/Capped SWiX Index

! Global Sovereign Bonds P Morgan Global Bond Index

Global Equity L : MSCIAll Country | ndex/MSCIWord Incex o
j_Emergmg Market Eqwty 1 MSCI Emerging Markets mdex/ MSCI EM Ex SA Index o

. Africa Listed Equity L MSCI EFM Africa ex SA !ndex L

- Giobal Listed Property  EPRANAREIT Deveicped Markets Propeﬁy Index o

' Global Cash . 3MonthUS$LIBOR

The MGF invests in specialist mandates and multi-asset class stralegies where the appointed investment
administrator is responsible for hoth the asset allocation as well as the security selection decisions. The
portfolios typically have an explicit real return farget over a rolling three to five-year time horizon. In such
instances, the MGF will use an appropriate composite of the above asset class benchmarks for the purposes
of determining short term portfolio benchmark returns.

ASSET ALLOCATION

The above asset class assumptions, together with the relevant performance objectives and risk consiraints, are
used to assist in determining the appropriate strategic asset allocations for the MGF's individual investment
portfolios. These strategic asset aliocations represent the long ferm combination of various asset classes
deemed appropriate for each portfolio, assuming normal capital market conditions. These slrategic asset
aliocations are used as the benchmark for determining the strategic asset allocation retumns. Since the Great
Recession of 2008 and the Covid-19 recession of 2020, the investment landscape has become increasingly
uncertain supporting the construction of a diversified portfolio across a multitude of uncorrelated asset classes.

The MGF has mandated its Investment Advisor to advise the Board on {actical asset alocation matters. Tactical
asset allocation entails the deliberate or explicit deviation away from the long term strategic asset aticcation,
with the aim of enhancing performance, and is based on the expected shorter term {12-18 month) risk and
return outlock for the various asset classes. While mean variance optimization is used fo establish which
combination of assets would maximize both nominal and real returns with the least amount of risk, the analysis
is premised on long term expected returns {10 vears) for the underlying asset classes. As a consequencs, the
oplimised asset class combinations could be biased fowards specific asset classes that have experienced
secufar {long term} bull or bear frends. Once the iong term strategic asset allocation per risk-profiled portfolio
has been determined, the current asset class weightings are compared to the fong term optimised asset
allocation weights (see Appendix B).

The figures shown in Appendix 8 below highlight the long term optimised weights for the underlying asset
classes relative to the current portfolic weights {the so-called tactical asseat allocation decision), the portfolio's
benchmark (on a look-through basis) and a "What if’ scenario that minimizes risk within the portfolio. 1t must
be stressed that the current weightings in the portfolio —~ the tactical asset allocation decision - may differ from
the long term optimised weights because the TAA decision is premised on the 12 to 18-month expected returmns
from the underlying asset classes. Appendix 8 shows the opiimised solutions for the AP, MP and CP.

For the AP, it can be seen that the current portfolio is not that closely aligned with the optimised long term
strategic asset allocation, suggesting the portfolio could marginally improve expected returns with less sisk. In
order {0 do so, the mode! proposes reducing domestic equity exposure and increasing the allocation to domestic
bonds, foreign equity and alternative investments {including investments in hedge funds, private equity funds
and renewable energy). In light of the recent amendments to Regulation 28 of the Pension Funds Act, which
now permits an offshore allocation of 45% - up frem 30% previcusly - the allocation to foreign equities will be
increased. Similarly, since drawdowns on the Stantib Infrastructure FoF are expected to commence over the
coming year, the allocation to alternatives will also increase. In order t¢ fund these changes, the domestic
equity allocation will be reduced, in line with the optimised solution.  Similarly, by optimising the portfolio for
expected returns over the coming 12 to18-months, the model again suggests reducing exposure to domestic
equities and increasing the allocation to foreign equities, domestic bonds and alternative investmenis.

With respect to the MP, the optimisad portictio refative to the long term strategic asset aliocation calls for
reducing exposure 0 domestic equities, domestic listed property and demestic inflation finked bonds. The
medel also cails for a higher allocation to domestic nominal bonds, foreign equities and alternative investments.
In contrast, by optimising the portfolic for expected returns over the coming 12 to18-months, the mode! suggests
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reducing exposure {0 domestic equities, domestic bonds and inflation-linked bonds, while increasing the
aflocation to foreign equities, foreign bonds and domestic cash. The latter is premised on a sharp rise in money
market rates (Fra’s) which will enhance cash returns over the coming year. Envisaged changes to the MP will
however be more aligned with the long term strategic asset ailocation and will include adding to foreign equities,
foreign bonds and alternative investments (both local and global), while reducing exposure to domestic equities
and inflation-linked bonds. The allocation to domesiic nominal bonds will be retained given the risk of recession

over the coming year.

With respect to the CP, the optimised portfolio relative to the long term sirategic asset aliocation calls for
increasing the ailecation to domestic bonds and to domestic cash, while reducing exposure to domestic equities
and alternative investments. In contrast, the optimised portfolic for expected returns over the coming 12 to 18-
months suggests increasing the allocation to domestic cash and alternative investrnents, while reducing
exposure fo domestic equities. Since there is limited scope for tactical asset allocation decisicns within the CP
given the use of absclute return funds, the cash weighting will be increased and the absolute return aflocation

reduced.

The Investment Advisor is responsible for the implementation of any tactical asset allocation decisions the
Board determines should be implemented. The Board uses a propriety Investment Framework to assist with
the tactical asset aliocation decision. The Investment Framework overlays investment strategies onto risk-
profiled portfolios and is dependent on a country’s positioning refative to its own historical inflation and trend
growth. i is important to note that the figures below are a simplified depiction of complex analysis. With the
global economy slowing as a result of high inflation and tighter monetary conditions, growth is expected fo be
beiow trend and inflation above trend over the coming year, This stagflation environment typically favours more
defensive equities, credit and short duration bonds in portfolios. With the world economy transitioning away
from a fossi fuel based economy to a green economy, the on-shoring of global supply chains to mitigate against
geopolitical risks and the retention of higher inventory levels as companies reduce their dependency on just-in-
time manufacturing, infigtion could be structurally higher over the coming years. Higher wage growth is expected
o accompany this shift, with the costs of transitioning to a net carbon neutrat emissions economy also expected
o keep prices higher for longer. In the event that the giobal economy tips into a recessicn, long duration bonds
and growth style equities would be favoured since monetary conditions will be toosened in order to shore up

economic growih.

inflation Rises industrials

Tech/industrialMetals  poco paeals .

Growth — growth style beta

] Reflation |-Bates Rise L Dver-Heating c °
Consumer r (¥leld curye buit vl : {viefd Curve «  Value - value slyle beta
Discretionary stexpening) alue Guali car Flattening) e quality - quality style beta
o ; uality o . .
i p T = Defensive — defensive style
w Recovery : Boom : w beta
* Eeuiti
t _ Equities *Commodities Late t o GARP-growth at
B 4 Early Cycle *Enermy Cycle h reasonable price
R .
i . L Srovall Caps 5
Banks HighYietd I B— v A Large !
. s ¢ GARP s
Financizls A | - Cap o
i : i« Rate Sensitive W
Proparty Corp Bords
n . A 1 Utiites
g Recession Slowdown STBonds | phgrma
* Cash Credic g Constaples
Telcos
Defensive Geld
Deflation/Disinfiation i Stagflation
LT Gov Bonds  yniation Falls
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Momentum Infiation Rises Rkt Neutral

Indasteials
TechfindustriaiMetals  goce norais aste
Consumer G r Reflation |-RatasRise % Over-Heating e . ERVER?= samings
. ' . (¥l curve bl 1 {rield Carve ™
Discretionary T §° Stecpeningt value i ) . Heae Fisttenngg T revisionist

o Er1 | ERz Quality TR p - High Eq = high etuity

w Recovery Boom g HBs w + Fiex Eq = fexible equiy

N * Equities : *Commaodities y Late T Fiex Income = fisxible

h + Barly Cyele *Energy i Cyele f income
LS Eg High' By * Low Eq = low equity

R :  Senall Caps . ; [ s tow + Low Yol = low volatility
Banks ! H:gh Yield, 1 lowEq 1 FleaEg Large 1 Vol * L-5Eq=longishort
financials s " GARP : : : T cap o Bquity
Property i : Rate Sensitive i : o ¢« GARP = growth at

n 1 Tore Bonds ) Fiex Income Aot poeds |t Utilities reasonabie price

g Recession Stowdown Credit n Pharma +  FlArbitrage — fixed

* Bonds * Cash ‘g Constaples income arbitrage
; Teicos + Wikt Neutral — market
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DeflationfOisinflation Stagtlation
LT Gov BondS  1rlarion Falis
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INVESTMENT STRATEGY

LIFE STAGE MODEL (LSM)

The MGF offers four different risk profiled investment portfolios to its members: The Aggressive Portfolio (“AP"),
Moderate Portfolic (*MP"}), Censervative Portfolio ("CP") and the Protected Portfotio ("PP"). These portfolios
are default portfolios into which a member will be defaulted according to age unless otherwise elected as per

member investment cholice.
The investments of the Fund comply with the provisions of Regulation 28 on a look-through basis,

The Board has adopted the LSM as the MGF's default investment option as substantial research indicates that
retirement fund members are either not equipped or are unwilling to make their own decnslons with regards to
refirement fund investment choices.

The LEM is designed to balance a member's risk and return from the time that they join the fund to the time that
they retire or choose to preserve their benefits.

The primary risk that members face is that their retirement savings do not eamn a sufficient real return (a return
in excess of inflation) to adequately provide for retirement, the so-called inflation risk. Whilst a member still has
a reasonable number of years until his/her normal retirement age, emphasis should be placed on garming &
high reat return. Although this does require the member to take on higher levels of risk, the lengthy period until
retirement affords the member the opportunity to do so. As the member approaches retirement, he/she requires
a greater level of capitat protection.

The L.SM is explicitly designed to give members with a reasonably long investment time horizon, a higher than
average level of exposure to asset classes which are expected to deliver high long-term reai returns. As the
member's retirement date approaches, the member is automatically transitioned into portfolios that provide
greater levels of capital preservation. The return potential will also be lower.

The design of the LSM assumes that members will take cash at retirement and typically buy a monthly pension
{life annuity). Allernatively, members will larger fund credits are expected to buy a living annuity, subject to
drawdown limits.

The table below shows how the assets of an individual member are allocated to the four life stage porifolios
based on the member's age at his/her next birthday. The monthly contributions of each member are invested

as shown below,
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SSweo T 00% 0% |
(B11083 B S 100% i O
Olderthan 63 . 0% o 9% 0% 0%
LIFE STAGE SWITCHES

Members in the different life stage porifolios are transferred in four quarterly batches, starting one year ahead,
to the next life stage portfolio. The rationale for the quarterly transfers is to ensure that members are not
prejudiced due fo fluctuating investment markets. This applies to life stage switches between the AP and MP,
the MP and the CP, and the CF and PP. A member may, however, exercise a choice in writing that is different
from the life stage default model, subject to the four risk profiled portfofios.

For the sake of clarity, quarterly switches are performed according to members’ age at next birthday (ANB} on
1 July of each year. The Fund Administrator therefore assesses which of the members will be turning 55, 61
and 64 years of age respectively. The Fund Credits {FC) of members in the different Life Stage portfolios will
be transferred quarterly to the next Lie Stage phase (MP, CP and PP respectively). The member's FC will be
switched as follows:

% During July FC/4 will be switched

4 During October FC portion remaining in ofd portfolio/3 will be switched

4 During January FC portion rematning in oid portfolio/2 will be switched

< During Aprii the full FC portion remaining in the old portfolio will be switched

To ensure there is no ambiguity as to how the life stage model is inferpreted, Appendix 7 contains a letter signed
off by the MGF detailing the administrator’s interpretation and implementation of the life stage swiiches. The
Istier servas {o absolve the administrator from any interpretational differences between itself and the MOGF.

LIFE STAGE 1: AGGRESSIVE PORTFOLIO (AP)

The AP currently targets a real return of 5.0% per annum {CP| + 5.0%} over a rolling 7-year peried. Since
inception from July 2005 untit 30 June 2022, the AP has delivered a real return of CPt + 5.3%. It must be noted,
however, that past performance is not necessarily an indication of future returns. The portfelio is suitable for
members with & fong investment horizon but it carries a higher degree of rigk than the other portfolics offered.

The AP focuses primarily on capital growth but risk management remains an integral part of the portfolio
construction process. The following table highlights the long term strategic asset allocation as weli as the tactical
asset allocation ranges for the AP. The current exposure per asset class is calcuiated as at 30 June 2022 0n a
strategic as well as a look-through basis and is provided for reference purposes. It should be noted that the
tactical asset allocation limits apply at the strategic level and not at the look-through level.

DA EGUILY - 43.0% 15 /0 ~ 05/
. 5A Long-Short Equity 14% o Q% -3% -

~SABonds v Lo teow 0 8%-20% t

MezzanineDebt ©  25% 0% - 25% R

. SAlnfrastryctyee o BOW o 0%-5%

ESACedt L30s o 0%-5%

i SAtstedPropety . 40% - 0%-8%

i SACash o 30%. o 0%-10%

. Intermnational Exposyre . 280% . 0%-30% o 282% o 2BT%
- Equitles o 210% . 0%-30% . . '
- Bords e A0% 0%-8% . . 18% )
- Property o 0%-8% .

: - Cash T2 %
 Total

Page 16 of 74



it must be noted that the GreenX Note il investment has not been implemented yet due to delays in the financial
close of the Round 5 projects. There are however concerns that a number of these projects will not see financial
close given surging input costs which were not expected at the time of the bids, much higher bond vields, and
inflation that is now substantially higher than the Jibar rate. As a consequence, these projects may no longer
be viable given the low tariffs that bidders agreed to. It is therefore likely that bidders will opt to lose their bond
deposits and resubmit bids under Bid Window 8. Financial close for the Staniib infrastructure Equity Fund was
also delayed but was subsequently completed in August 2022 with the first drawdown expected by the end of
the month, Lastly, the investment in the iShares Global Impact ETF has also been delayed due to the fact that
it is not a UCITS compliant fund is therefore subject to withholding tax. This creates a large tracking error relative
to the benchmark. As a consequence, the MGF is iooking at alternative ETF's that are UCITS compliant. The
tactical ranges and accompanying strategic asset aliocation for the AP is shown in Appendix 9 balow,

LIFE 8TAGE 2: MODERATE PORTFOLIO (MP)

The MP currently targets a return of CPi + 4.0% over rolling five year periods. Since inception from July 2005,
the MP has deiivered a real return of CP1 + 4.4%. 1 must be noted, however, that past performance is not
necessatily an indication of future returns. The portfolio is suitable for members with & shorter investment
horizon (closer {o retirement) and on & risk-adjusted basis, carries less risk than the AP,

The MP focuses on a combination of capital growth as well as capital protection and is in essence a hybrid of
an absolute return fund and that of a balanced fund. The porifolio does not carry any capital protection
guarantees but risk management remains an integral part of the porifolic construction process.

For younger members with a long investment horizon, capital growth is the most important investment objective.
Howaver, considering that closer to retirement a member’s assets must be protected, this protection comes at

a potential opportunity cost in terms of capital growth.

The foliowing tabie highlights the iong term strategic asset allocation as weil as the tactical asset allocation
ranges for the MP. The current exposure per asset class is as at 30 June 2022, calculated on a sirategic as
well a8 & look-through basis and is provided for reference purposes. # should be noted that the tactical asset
alocation imits apply at the strategic level and not at the look-through level.

. Absolute Return Funds
. {Global Mandate)

© 15%-35% : 29 99 : . _
10% ._...39% A : . _.3_0:_5%_;

“SAEquty e 21 A% 1 305%
B T T oo SO L T B L
‘SABonds oo A80% o B%-2B% o 44% - 78.0% _

‘ Mezzanine Dedbt Lo 25% o 0%-25% 2% o
SAlnfrastructure - 50% 0%-8% 0 27% - :
_SAlistedPropetty . 40% . 0%-8% . 38% - 43%
SACash . 40% i 2%-20% B8R o 58%
| Fixed Property 00% o 0%-28% LB e
. International exposure 0% - 30% : L 184% o 238%
- - Equity 0%-28% . 80% . 182% .
- Bonds o 0%-8% o 16%  43%

- Property . 0%-8% i 086% .
- Cash b K2% 3%
. Total : ;

it must be noted that the GreenX Note li investment has not been implemented yet due fo delays in the financial
close of the Round 5 projects. There are however concerns that a number of these projects will not see financial
close given surging input costs which were not expected at the fime of the bids, much higher bond yields, and
inflation that is now substantially higher than the Jibar rate. As a consequence, these projects may no longer
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be viabie given the fow tariffs that bidders agreed to. It is therefore likely that bidders wili opt to lose their bond
deposits and resubmit bids under Bid Window 6. Financial ciose for the Stanlib Infrastructure Equity Fund was
also defayed but was subsequently completed in August 2022 with the first drawdown expected by the end of
the month. Lastly, the investment in the iShares Globat Impact ETF has also been delayed due to the fact that
itis not a UCITS compliant fund is therefore subject to withholding tax. This creates afarge tracking error relative
to the benchmark. As a conseguence, the MGF is looking at alternative ETF's that are UCITS compliant. The
tactical ranges and accompanying sirategic asset allocation changes for the MP are shown in Appendix & below.

LIFE STAGE 3: CONSERVATIVE PORTFOLIQ (CP)

The CP currently targets a return of CPI + 3% over a rolling 3-year period. Since inception from July 2005, the
CF has delivered a real return of CPI + 3.6%. I must be noted, however, that past performance is not
necessarily an indication of future returns. The portfolic is suitable for members with a short investment horizon
(close to retirement) and on a risk-adjusted basis, the portfolio carries less risk than the AP or MP.  Since
absolute return mandates target inflation + 5%, Fund of Hedge Funds (FoHF's) cash + 3 to 4%; and AA credit
cash + 1.5%, the CP is positioned to achieve retumns in excess of inflation + 3% given current portfolio
weightings. The undertying assumption of course is that the investment administrators achieve their mandated

targets.

The CP focuses on a combination of capital growth as well as capital protection where the emphasis on capital
protection is greater than that of the MP. The portfolic also does not carry any express capital protection
guarantees buf risk management remains an integral part of the portfolio construction process.

The following table highfights the long term strategic asset allocation as well as the tactical asset allocation
ranges for the CP. The current exposure per asset class is as at 30 June 2022, calcuiated on a strategic as well
as a 'ook-through basis and is provided for reference purposes. It should be noted that the tactical asset
aliocation kmits apply at the strategic level and not at the look-through level.

ndatgy mpomeste - seow . sewerow 6% -
op cfredseRuns L joo% e%-tow o erw 98k
CSAEquty - 238%
. SA Bonds e 30% o %R-5% 42.8%

i SAAA-Rated Credit . 400% 5% -28% -
Infrastructure . A0% 0% -~5% e

. BA Cash A% 9% -19% e B2% o 220%
- SAPropertty B T s AR WSO NN 4 S
internationaiexposure R R i 0B%
c¥otal 100.0% : e

it must be noted that the GreenX Note Il investment has not been implemented yai due to delays in the financiai
ciose of the Round 5 projects. There are however concerns that & number of these projects will not see financial
close given surging input costs which were not expected at the time of the bids, much higher bond yields, and
inflation that is now substantiaily higher than the Jibar rate. As a consequence, these projecis may no longer
be viable given the low tariffs that bidders agreed to. It is therefore likaly that bidders will opt to lose their bond
deposits and resume bids under Bid Window 6.

LIFE STAGE 4: PROTECTED PORTFOLIO (PP)

The Protected Portfolio is the fourth of the LSM portfolios and is the default option for members two years away
from retirement. The rationale for this portfolio is to prevent a repeat of 2008 when members close fo retirement
lost capital by virtue of the collapse in asset prices. In line with the PP’s strong focus on capital preservation,
this portfolio targets a return of cash (STeFI} + 1.0% over a rofling 12-month period. The portfolio invests
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predominately in money market instruments but does include some exposure to credit and short term fixed
income instruments. In view of the return expectation, it must be noted that the portfolio will carry slightly more
risk thar a vaniila money market portfolio. The portfolic may lag the money market returns when interest rates
reach an inflection point i.e. when rates rise or fall. To combat the conversion risk from pre- {o post refirement,
the PP focuses on capital preservation rather than income generation.

Total . 100%

Investment Returns for the period 91 July 2005 to 30 June 2022

Portfolic  [Return objective Actual return Objective Inflation
outperformance outperformance
AP CFl + 5% 10.68% 10.93% 0.26% 5,26%
MP CPl + 4% 9.68% 10.12% 0.44% 4.44%
CpP CPl+ 3% 8.68% 9.23% 0.55% 3.55%
Investment Returns for the period 01 September 2011 fo 30 June 2022
PP |Cash 6.06% | 6.80% i 0.73% j 1.62%
Indices Returns for the period 01 July 2005 to 30 June 2022
CPI 5.68%
ALSI 12.85%
ALBI 7.91%
STeFl 6.91%

o The PP gtarted in August 2011

MEMBER INVESTMENT CHOICES

The Fund Credits of members are automatically invested in accordance with the Life Stage Mode! (LSM) which
consists of the relevant life stage portfolios based on member age as the default investment portfolio. However,
members may exercise a written choice if they wish fo invest contrary to the LSM age groupings, which
comprises the AP, MP, CP and PP portfolics. The LSM is an integrated investment model in accordance with
the IPS {Investment Policy Statement}. The probability of achieving the targeted return over the long term is
high ifthe |.SM is followed. Members shouid therefore be very cauticus of chasing short-ferm returns by electing
options contrary to the life stage portfolios, with possible disastrous resulis.  Younger members should be
careful not to be overly conservative and forfeit returns in the long run. in the event of a member investment
choice being exercised, the Fund Credit will follow the members’ new selection, Members can therefore elect
to invest in all of the risk profited portfolios currently offered by the MGF. The monthly contributions will be
divided between the chosen porifolios in the same proportion as the splits chosen.

Members who exercised a member investment choice wilt remain invested according to their selection until
written notification of a change is received by the Fund. If a member elects to split his/her investment between
two porifolios, the different returns of each investment portfolic will cause a drift from the chosen perceniage
spiit. Members' fund credits will not automatically be rebalanced to the original chosen percentage spht between
the two portfolics. A new option form must be submitted when a mamber wants to do such a rebalancing.

Member investment choices may be done at any time. One choice per rolling 12-month period is free of charge
but subsequent choices require a switching fee. A member investment choice is usually implemented within

three to five business days from receipt.
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SELECTION OF INVESTMENT ADMINISTRATORS

The Board recognises the importance of performing reasonabie due diligence in the manager selection process,
taking into account all applicable risks, prior fo appointing any investment administrator or investing in any
pooled investment vehicle.

The Board follows a stringent and disciplined process before an investment administrator is awarded a
mandate. This process includes market research, guantitative and qualitative analysis, a review of the
performance irack record and a due diligence process all of which may take some time to complete.
Conversely, the Board will consider terminating an existing mandate if there have been material changes to the
managers’ investment philosophy and process, or if key individuals have left the employ of the investment
administrator. Other considerations include long pericds of underperformance or ¥ the managers’ style betas
ro longer fit in with the overali blend of managers. The Board is, however, aware that mandates can be
terminated at exactly the wrong time, typicafly when a manager has been underperforming, thereby monetising
the “loss” to the Fund. The key aspects of the manager selection process are briefly discussed below.

QUALITATIVE ANALYSIS

The manager selection process focuses on qualitative factors with emphasis placed on the:
s Organisation
= People
¢ Investment philosophy and process

ORGANISATION

It is imperative that the firm's aim and structure are supportive of, and aligned to, the investment administrator's
investment proposition and hence aligned with the interests of the firm’s clients. Factors taken into account
when making an assessment in this regard include, but are not limited to, shareholding structure, financial
stability, size of assets under management, business model, remuneration structure of investment professionals
and govemnance and compliance frameworks. The MGF will not invest in cbscure investment administrators
but will invest with large reputable managers with fow institutional risk.

PEOPLE

Asset management is a people business. Iniellectual capital represents the biggest asset of any investment
administrator. The MGF requires trustworthy managers with committed, experienced and respected investment
professionals. Team dynamics and staff turnover are vital aspects that encompass the essence of the

investigation.

INVESTMENT PHILOSOPHY AND PROCESS

The investment administrater must have a dlearly defined and understandable investment phifesophy and
process and an established track record of applying this philosophy and process both consistently and
successfully. Factors taken info account when making an assessment in this regard include the robustness of
the manager's own investment beliefs, the process that results in security selection and portfolic construction
and risk management. The manager's biases ("Style Beta") are typically identified during this stage of the
assessment. When considering the termination of a manager's mandate, factors considered are not limited fo
the manager's short term performance but rather its performanes through the cycle. Additional factors include
whether or not the manager has deviated from its style beta, whether there have been material changes to the
risk metrics and whether the manager's style beta still blends with the style betas of the underlying managers

comprising the buiiding block.

QUANTITATIVE ANALYSIS

The quantitative analysis is conducted to confirm the qualitative understanding of the prospective manager.
inciuded in this analysis is relative performance analysis, style analysis, and performance and tisk attribution
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analysis, Quantitative analysis is performed on both the investment administrator's performance track record
as well as the portfolio holdings which lead to the historical returns.

The Roard will consider terminating an appointed investment administrator or disinvesting from a pooled
invastment vehicle i, in the opinion of the Board, a material enough change has taken place that may negatively
impact the investment administrator's ability to deliver on the investment proposition, or should the investment
performance achieved by the manager not be adequately explained, or should a question arise about the
investment maragement’s integrity and ethics.

TERMINATING MANDATES

For the sake of compieteness, the section below presents a check-lst of factors considered when a mandate
is terminated. These include:

s Underperformance of benchmarks over extended time periods

e A deterioration in the manager's risk metrics i.e. Sortino Ratio, Information Ratio, Tracking Error

s Significant growth or decline in AUM that impedes the ability of a2 manager to generate excess returns,
of results in financial stress in the business

e Changes in culture if teams grow too qulickly
The manager's integrity is compromised by unethical behaviour
Megstive changes in the managemsent company's ownership structure or where the
viahility/sustainability of the management company is unclear

s The introduction of non-complementary new investment products/services

¢ Changes in the portfolio management structure of the business i.e. a move away from a single portfolio
manager to a mukti-counsellor approach

= Excessively high employee turnover

e Evidence of a lack of focus on human resource development — poor team dynamics, fack of succession
planning, or the departure of key individuals

s Changes in the remuneration structure of investment professionais

s Evidence of a lack of focus on investment strategy — key individuals become less involved in idea
generation and research due o a lack of interest or having to spend more time on operational/business
development issues, or the investment process lacks efficiencies and enhancements

« Changes/deviations in the manager's investment style {i.e. the style beta) — performance is inconsistent
with the investment approach or the investment style

¢ A change in the investment process with the intention of increasing capacity, experience, or key man
risk

« Excessive ownership in individual stock positions which is in conflict with the manager's investment
philosophy.

INVESTMENT ADMINISTRATORS

SA EQUITIES

Since resource shares currently make up only around 26.2% of the market capitalization of the FTSE/JSE All
Share index, down from 54.3% in 2008, the concentration risk in resources has fallen materially in recent years.
Rather, rand-hedge industrial shares increased their concentration of the market with Richemont, Naspers and
Prosus amongst those counters with the largest market capitalizations,

Historically, given the concentration risk inherent in the resources sector, alternative indices were used to
benchmark performance. These inchuded the CAP| and SWIX indices, both of which downweight resources in
their construction. Simitarly, the CAP!Iand the Capped SWiX indices have constrained the market capitalization
of inciividual shares at 10% of the total market capitalization. The table below compares the different waightings
of the largest shares in the Alsi against their weights in the CAP! and Capped SWIX indices. Since the CAFI
and the Alsi indicas are very similar, a case can be made for adopting the CAP! as the appropriate benchmark
against which managers’ shoufd be measured. Since the MGF does not impose tracking efror limits on its
underlying managers, the managers have full discretion in which shares they can invest in, subject to Regufation
28 limits. These limits cap exposure {o individual shares at 15%, somewhat ahead of the 10% constraint

Page 210of 74




jmposed by the CAP| and Capped SWiX indices. Since the MGF has allocated around 15% of the domestic
equity builging block to a passive CAPL investment, concentration risk is already well managed. As a
consaguence, the MGF retains the Alsi as the Fund’s appropriate domestic equity benchmark.

Lo T e e GAPL A Share STl T Capped SWIK
Name .-/ Gode " AlsiWeight - [Name - Code ~ Waight Name - - Coda . Weight -

Richamont CFR 12.8]Richemant CFR 10.5iNaspers NPN 9.1
Anglo American AGL 10, 7|Anglo American  AGL 8 4iFirstrand FSR 5.8
Naspars NPN 7.1|Maspers NPM 7.6|Anglo American AGL 4.4
Firstrand FSR 4.4 Firstrand FSR 4.6IMTN MTN 4.3
MTN MTN 34|MTH MTN .3.6 Progu; : F’.RX 4.1
T{::éi-'i':' = :;'7';'6 | 347 '. 275

Long ferm tracking efrors do however give an indication of the potential outperformance that a manager can
genarate, but by the same token, also the potential losses that a manager can generate. The MGF has leamt
over time that a very high tracking error can resulf in substantial losses over fong periods of ime. As a
conseguence, tracking errors in the mid-teens falf within the MGF's acceptable risk universe of domestic equity
managers. Since the managers are benchmarked against the All Share Index, the cutperformance shown in
the table below is viewed as the potential return objective for the managers appointed by the MGF.

Alian Gray Jontraran/Refative 0-30% . ALSI+25%  68%
“Aluwani Relativevalue T U 12B.225% CUALSIE1E% A0y,
Argon_ - Relative Value ok 125-225% ' ALSI+15% 0 3.4%
Fairires  Style AgnosticMulti-Facter C10-30% 1 ALSI+40%  8A%
Abax U GARPIGrowth T10-20% ALSI+20% T TAE%
' Truffle . Vaiuation-Driven/Quality 5w15 CALSI+30% 53%

»  Ex-ante holdmgs based tracking efror

SA FUND-COF-HEDGE FUNDS

Similarly, in the case of hedge fund managers, managers with a moderate tracking ervor are expected to
generate higher returns relative to cash over time. The combination of the Amplify Ft and Amplify Muiti-Strat
FoME's in the MP and CP has rasulted in g weill-diversified FoHF even though there is some overiap belween
the FoHF managers. The combination of the fixed income and multi-strategy FoHF strategies is used o
enhance risk-agjusted refurns. In the AP, the Edge Matador Fund, & Long-Short Equity FoHF benchmarked
against the Capped SWIX Index, is expected to have a lower tracking eror relative to the Capped Swix
benchmark than a cash + 4% benchmark.

. Ampilify Fixed : :
Income FoHE Fixed income FoHF 50% in MP cP - S:efl + 4% . L BIA.G%. o
R Amp )fy : N E N !
- Muli_Strat FoHF Mt Strat FoHF __50/" o W e stefivan s
“Edge Matador | Long-Short Equity " Capped SWIX +

Fund FohF 100 n AP T28% e

Ex-post refurns based iracking error

®
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SA ABSOLUTE RETURN FUNDS

The Board believes that it is possible to obtain some diversification benefits in the SA absolute refurn space by
investing in a combination of maragers that adopt different strategies. Coronation (a deep value absolute return
manager) biended with both Sanlam and Abax (tactical asset aliocation managers) are expected to offer
diversification benefits, which should smocth out returns through the cycle, The return objective for these
managers is inflation (CPH) + 5% over rolling three-year periods, with the secondary objective being to preserve
capital over a rofiing 12-month period. Coronation however amended its return objective to target CPl + 4%
(from CPI + 5%) on the domestic fund and CPi + 5% (from CPl + 8%) on the global mandate. The secondary
ohiective of preserving capital over a rolling 12-month period was extended to a rolling 18-month period. Due
to these changes, the manager's weighting was reduced from 35% to 25% i the absolute return building block,
whereas Saniam and Abax were upweighted. A fourth manager — the Alusi Managed Fund - was brought into
the mix in order to add to diversification and to protect downside risk in the building block by including commaodity
exchange fraded funds in the blend. Alusi is a long-only TAASAA manager investing primarily in low-cost ETF
indices. Given its higher SAA equity exposure of 57.5% (both domestic and foreign equity}, the fund is expected
0 have a higher tracking error, which should translate into higher returns in up markets. Given the downside
rigk in a declining equily market, however, the SAA for the fund was set at 10% of the building block.

" Coronation

(domesticoniyang - DeSPVEMEAbsolute - on0 500 cRIeas% | 73%7.1%
globat mandates) SRR 1 . |

. Sanlam (domestic- | : : :

 only and global E TAA/SAA® C 20%-40% ; CPI + 5% 5.2%/4.9%

.. mandates) e R S
. Abax (domestic-only . : o 5 : 5 { s N
andgiobai mandatesy  TAASANT L 20%-40% ORISR S RRE%
 Alusi Managed Fund LTAAISAA e 0% -20% R ) . 8%

+  * Tactical Asset AI'E'oéatianStfateéié'As'éet Aliocation
& Ex.post returns based tracking error

SA BONDS

The FTSE/JSE All Bond index (ALBI) is currently used as the benchmark for the local bord managers. This is
a compuosite of the 20 largest and most liquid ksted bonds. The index comprises mostly government bends with
a smali allocation to non-government/credit bonds.

As the corporate bond market has increased in size over the past number of years, bond mandates currently
allow managers to hoid a higher weighting in carporate bonds than is the case in the FTSE/ASE All Bond index.
Despite the need to enhance returns, it is deemed prudent to retain the cap on corporate bond exposure at
50%, in line with the revised Regulation 28.

The Ninety One Triple Alpha Bond Fund is a combination of the Ninety One Dynamic Fund, their Retative Vaiue
Fund and their Credit Fund. As such it is a higher fisk fund and is therefore expected fo achieve a return in
excess of the ALBI + 1% (net of fees). In contrast, the Saniam Bond Fund is a lower risk duration fund and is
therefore expected to achieve a lower refurn of ALBI + 0.75% over z rolling 3-year period, in fine with the lower

risk profie.
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! Ninety One Triple - Duration, Relative 40% - 60% : ALBI +1.0% 0.9%

_Alpha Lo Malue Credit
. Sanlam " Duration Credit : ~ 40%-80%  :  ALBI+075% .  08%
SA CREDIT

The MGF is currently invested in SA credit with Futuregrowth as the underlying manager. The MGF investment
is in both a AA- rated portfolio as well as a more risky BBB-rated portfolio. The BBB-rated portfolio is used in
the Aggressive Portfolio, whereas the AA-rated portfolic is used in the Conservative Portfolio. The benchmarks
for the two porifolios are the Stefi index + 1.5% (AA-rated) and the Stefi index + 4% (BBB-rated), respectively.

Futuregrowth AA- &~ SACredit = 5%-25% JSefi+18% . 4% -
Futuregrowth BBB  ~  SBACredit -+ 0%-5% Stefi +4% L S T
SA INFRASTRUCTURE

The MGF is invested in the Vantage GreenX Note | and Note i Renewable Energy Funds, infrastructural
investments that are South African based. The confractual return on Note { is the 3-Month Jibar Rate + 3.5%,
while the Note I Fund targets CP| + 4.25% to 4.5%. Last year, the MGF aliocated a further R350m to the
GreenX Note Il Fund but this investment has not been drawn down yet due 1o delays in the financial close of
the Round 5 projects. Note IIl has a similar structure and mandate {o Note il with Vantage issuing Asset Backed
Notes to investors, the proceeds of which are used to invest in CPl-linked senior debt and/or BEE debt funding
in an underlying portfolic of projects. Note Ili targets a net margin of CPI + 425-450 bps and CPI +650-75C bps
on the BEE debt funding (after the fund manager fee). The holding period for the investment is between 15-18
years, with the Note Manager fee set at 50/70 basis points. it must be stressed that Vantage will only get paid
on funds lent and not on committed capital, thereby avoiding fee drag. The Note Manager (Vantage) will also
not earn any canry or incentive fees over and above the 50/70 bps.

Senior tebt in

- Vaniage GreenX . renewable energy | 2.5% © 3 Month Jibar + 3.5% 1.4%
e B 111 S O S S
] ; Senior debt in : ;

 Vaniage GreemX  renewable energy | 2.0% CPI+4.3% 10 45% 1.6%

- i projects . e T— ; e

SA LISTED PROPERTY

SA listed property was included in the AP and MP as a diversifier with Absa and Sesfikile the underlying
managers. The strategic weighting between the two managers is a 50:50 weighting but drift is permitted if one
of the managers is outperforming the other at any point in time.

50%

 Sesfile - ListedPropety  80% . J2B3+20%
: AbsaProperty Fund  ©  Listed Property = 50% 0 J253+3.0%
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INTERNATIONAL EQUITIES

The MGF currently uses the MSCI World index as the international benchmark for the offshore equity managers.
This index includes exposure mostly to developed equity markets and reflects the current composition of the
MGE’s offshore equity allocation. The MGF foliows both ar active and passive approach by investing in active
managers as well as in exchange traded funds (ETF's} when it is congidered prudent to do so. The passive
investment universe, may include smart-beta products, & rules based quaniitative approach to pure passive

investment.

Despite the high weighting in the AP and MP towards domestic equities ~ broadly grouped as an emerging
market - the MGF diversifies risk even further by investing in the emerging markets universe that is 12X-15X
the size of the SA market. Exposure to the broader emerging market universe atlows for greater exposure o
the world's fastest growing economies, which now account for 55% of global growth.  Furthermore, with per
caphta incomes rising rapidiy but still well behind the levels in developed markets, the opportunities for stellar
returns are vast. For any investment in emerging markets, the MSCI Emerging Markets Index or the MSCI
Emerging Markets Ex SA index are considered appropriate benchmarks.

The MGF currently has exposure to emerging markets via the Coronation Global Emerging Markets Fund and
the Edge All Seasons Emerging Markets Fund. The respective benchmarks for these investments are the MSCI
Emerging Market index and the MSC| Emerging Markets Ex 8A Index respectively.

Given the MGF's endorsement of both active and passive management, the Fund is permitied o invest in both
gicbal and emerging market ETF's that track the performance of the M5C! Warld and Emerging Markets Indices.
The most liquid of these are the BlackRock, iShares and Vanguard ETF's,

it should be noted that in general, the tracking errors of global equity managers are high given the number of
shares held in their portfolios versus the thousands included in the underlying MSCI indices. While Franklin
Tempieton, Veritas, Hosking, investec and Morgan Stanley are pure global equity managers, Allan Gray/Crbis
is a giobal batanced fund manager benchmarked against a composite index comprising 60% of the MSCI World
Equity Index and 40% of the JP Morgan Global Government Bond Index. The mandate with Orbis was changed
in December 2015 from a combination of Orbis’ Global Equity Fund and its Optimai Fund, a cash plus equity-
alpha overlay fund. in contrast, the Veritas Global Focus Fund, a thematic concentrated global equity fund,
targets an absolute return of OECD CPI| + 6%. Hosking Fartners’ capital cycle approach to investing suggests
the manager will deliver returns of MGCI ACWI + 3% through the cycle. Since it is value-orientated benchmark-
agnostic manager, its monthly returns can be very different from those of the benchmark return. In 2017, the
MGF included Morgan Staniey's Global Opportunity Fund and Ninety Ong’s Global Franchise fund as
diversifiers into the portfolio. The Ninety One Global Franchise Fund is a defensive global-brands biased fund,
whereas the Morgan Staniey Fund ig a technology-biased fund. A mandate with Sands Capital was also
concluded during the year giving the equity building block access to a global growth manager.

80% MSCI Weorld

: . . Global Balanced | o " | index + 40%JP |
i Allan Gray/Orbis : Fund E 10% - 20% | Morgan Glabal Gov | 8.7%
s B SO Lo Bondindex £ 2% e
© Frankiin Templeton Deep Value 4% - 14% MSCI World + 1% 7.0%
e o
| Veritas : Return Equity : 12% - 22% : OECDCPI+6% 5.4%
’ : © Capitat Cycle/Valug . :

Cooivgog | imestment . 10%-20% MSCI ACWI +3% 23.0%
A L administator e
UEEeNleY | TechnologyBiased | 10%-20% . MSClWorkd+5% 10.1%
Ninely One Global  Globay Brands — 10%-20%  © MSCIWorld +3% | 7.5% :
Sands Capital  Growth Manager | 4%-14% 1 MSCIWord+d4% T 61%
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s | T
Edge Emerging : . o g

. Markets Fund : tnve;}}ment Multi- 2% - 6%

e Ll L SO B

. Coronation Global . . ; i .

: ; . Active Emerging o o i MSCI Emerging

: Eg;eggmg Market I Market Manager 5% - _15 % | Market Index +3.0% _

s The Morgan Stanley Giobal Opportunities Fund and the Ninety One Globat Franchise Fund were inciuded in the
giobal equity building Block on 1 July 2017 and Sands Capital on 1 October 2021. :

MSCIEM ExSA |
 index+20% 10.6%

9.4%

INTERNATIONAL BONDS

The Board uses the JP Morgan Global Bond Index as the international bonds benchmark due to its accessibility
and wide use. Due to the tightening of monetary conditions globally as a result of inflationary pressures, and
the fact that international bond managers generaily track the global bond index in varying degrees, a back-up
in bond vields will expose the MGF to capital losses. tis in light of this risk that the MGF amended the global
bond mandate to a gichal absolute return mandate {long-short fund), targeting the USD-Libor rate + 2%. The
underlying manager is Brandywine, a top-down global bond manager that is expected to outperform the
absolute return benchmark by some 2% p.a. through the cycle.

Brandywine

. Macro/Top-Down 100% . USDlLibor+2%p.a. 6.7% :

FLND LTS

The Board seeks to manage the numerous risks that the MGF is exposed to. To this end, the MGF's invesiment
strategy has been designed to maximize the likelihood of it meeting each LSM portfolio’s invesiment objective,
and hence the MGF's overall return objective, while also controlling as far as possible those risks which may
prevent the MGF from achieving its cbjectives, One of the tools the Board utilizes in its risk management efforts
is the imposition of certain exposure limits to the underlying invesiment administrators.

INVESTMENT ADMINISTRATOR LIMITS

Since the Board wishes to manage the impact that any single investment administrator may have on both the
overall Fund as weil as within each risk-profiled portfolio, it has put in place a maximum investment administrator
exposure limit of 25% for a single manager. The CP is the exception, where the cash weighting in the portfolio,
managed by Omigsa/Fuiuregrowth, is permitted to breach the manager exposure limit. The table below sets
out the investment administrator exposures, at the fofal Fund level, as at 30 June 2022,
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1.9%

606 346 235

OMIGSAFG 5076083174  16.0% Truffle
Sanlam 3387906305 10.7% Morgan Stanley 563 162 884 1.8%
Satrix {Santam) 2718 397 206 8.5%  Sesfidie 525 633 878 1.7%
Ninety One 2 397 825043 7.6%  Franklin Global 536 250 143 1.7%
Allan Gray 1 BG5S 884 792 57%  ABSA 495 101 610 16%
Abax 1730519734 5.5%  Edge 484 107 245 1.8%
Aduwan] 1 508 865 345 4.8%  Resolution Capita! via Nedgroup 422 00G 575 1.3%
Argon 1488 311197 4.7%  Brandywine 427 092 344 1.3%
Fairtree 1 531 520 181 4.8%  Rand Capital Account 170 198 362 0.5%
Corohation 1152 358 299 3.6%  Sands Capital 10612711 1.0%
Nedgroup/Veritas 1147 250 950 3.5%  Alusi 308 604 253 1.0%
Orbis {Allan Gray) 901 249 171 2.8%  Dollar Capital Account 215023 869 0.7%
Vantage Capital 920 413 850 2.9%  Siip Knot investment 7 082 9583 0.0%
Hosking 891 256 114 2.8%
Manager Allocations
OMIGSA/FG ifuaiiimiipinabinimnii i A 16.5%
Sanlarn  |[SierBRERR R Wmmmwam%wmww&m@ 0 7%
Satrix {Sanlam) A 3
Kinety Qre 1
Altan Gray ﬁm&wwmmm%mmmmm_ P B.7%
Abax wmwwmmmwwm i 5.5%
Aluwani R SRR 4, 3%
Argon KWWWM&WWW@W &7
£ airiren TR e A 8%
Coronation [imiRRrmES 3.6%
Nadgroup/Vertas W@WW%M%W&M 3.5%
Orhis {Allan Gray% R 2 8%
Yantage Capital 3
Hosking
Truffle g
Morgan Stanley i
Sesfiki
Franklin Global
ABSA
Edge
Resolution Capital via Nedgrour  Jumsmgs
Brandywine [Bouiien 1.3%
Rand Capital Account O 5%
Sands Capial pianws 1 0%
Dollar Capital A A)us{; Wﬁ% ;OG%
oliar Caps SOOI i 23
Slip Kﬂ‘g trvestment ;JILQ% S I - ' ' i S
0.00% 5.00% 12.00%

The Board has also established explicit target ranges within which each individual manager's exposure must
be restricted. The table below sets cut the investment adminisirator ranges at the portfolio level. The actuat
exposure as at 30 June 2022 is given for information purposes.

. Allan Gray . ; 3 t . ) . . -
AluwaniBquty - 425-225 194 - 9y . T T
Tnffle a B-15 82 e 52 I B .
¢ Argon Equity 26225 1 90 202 - e
. Fairtree Capital -3 . 194 218 I SO FOR S
Abax 30-20 408 03t

e

Ninety One Trip : ) )
Apra . 4080 S8 T
:‘ Sanlam Investment 40 w 60 494 495 o )

Management S T B RS SO R VR SO
. Ninety One infiation 100 100

_LinkedBondFund ‘_D‘?&__ _
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: GreenX Note ! _ 100 : 100 ] 100 : - i - :
| GreenX Note ' 100 -; 100 100 100
"~ s GreenX Note IIi drawdowns are expectad fo nlace after 30 June 2022

 FuturegrowthB88 | 100 100 | - -

Futuregrowth

 Coronation Global 1 20%030 = - 0 22T

| Abax SR o L2 s S T B A B i N
_AlusiManagedFund ©  10to20 . - i 158 .

| Sanlam Domestic |
_Coronation Domestic -
. Abax Domestic
| Alusi Managed Fund

_20to40
151035

201040

ERCALN

- Amplify Fixed Income : i

FoHF o fOes0 AR
Amplify Multi-Strat ; : !

FoHE . 4Owe o ®e e

Edge Matador Long- '

. Short Equity FoHF 100 100

| Allan Gray/Orbis . 10.20 ¢ 15.9 L1TT ! - -

Frankin Templeton = 4-14 - 96 9.4 5 - -

‘ Hosking Parnars 5 10-20 : 18,0 : 15.8 : - -

L . R

Fundg 26 39 AT -
Coronation GEM 5-15 ; 8.1 : 66

| Veritas ! 12.22 : 20.0 P204 3

T e e R =

 Franchise R Lt W

10.7
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Morgan Sianley :
. Globai Opportunity N N S S

~ Sands Capital g‘ 4-14 5.5 L 59

. Brandywine _ 100 100 : 100 - -

ASSET CLASS AND SECURITY LIMITS

The Board sets out in the investment guidelines (mandate agreements) put in place for each appointed
investment administrator appropriate limits within which the appointed manager must manage the Fund's
assels.

These limits supplement the asset class and security limits set out in Regulation 28 of the Act (See Appendix
9) and cover issues such as investing in assocliated companies, ‘off benchmark® exposure, liquidity
requirements, credit worthiness, tracking error and moedified duration limits {for bond portfolios).

The limits put in place are specific fo each individual mandate.

Where the MGF invests in pooled investment vehicles, the Board reviews the investment guidelines pertaining
to the specific investment vehicle to ensure the limits sst in place by the investment administrator are
appropriate for the specific investment product.

DERIVATIVE LIMITS

The Beard may permit any of the appointed investment administrators or the MGF’s investment consultant, to
ulilize derivative instruments in the execution of their investment mandates.

Where such permission is granted, the following principles will be incorporated into the relevant investment
guidelines within which the mandate must be executed.

Derivatives may only be used for the purposes of asset allocation, hedging, insurance, efficlent porifolio
implementation or to capitalize on mispricing opportunities.

Derivative instruments may not be used in order to speculate or gear.

The portfolios must hold sufficient cash or securities to cover the full net exposure (i.e. no "naked” positions
may be taken). Typical instruments would include futures contracts, traded options, warrants, over-the-counter
{"OTC") options, swaps and repurchase agreements.

Other than OTC confracts, all other derivative instruments must be traded on a recognized or designated
investment exchange.

OTC contracts may only be entered into with counter-parties that have a minimum national short-term credit
rating of F1 or an eguivalent rating from a recognized rating agency. For instruments with more than one year's
duration, the counter-party must have a minimum national long-term credit rating of AA or an equivalent rating
from & recognized rating agency.

The managers may only seil futures, write call options and buy put options if the assets underlying the
instruments, or a reasonable proxy thereof, are heid in the portfolios for the full duration of the instrument.
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VOTING RIGHTS

The MGF recognises that proper governance, capifal allocation decisions and the alignment of interests
between all stakeholders is essential if a company in which the MGF is invested is to create vaiue for
shareholders over the long term. The MGF expects its appointed investment administrators {o take all actions
related to governance, capitat allocation decisions and the atignment of stakeholder interests into account when
assessing investment opportunities on behaif of the MGF. The MGF also acknowledges that its appointed
investment administrators are best positioned to provide the required level of oversight in this regard.
Accordingly, the MGF's appointed investment administrators are mandated to exercise the MGF's vote in
accordance with the manager's proxy voting guidelines, taking into account the United Nation’s Principles on
Responsible Investing and the King IV principles and to always act in the best interests of the members. ~

To the extent that the MGF invests in pooled investment portfolios, the Beard acknowiedges that they cannot
influence the manager’s vofing policies as the assets are not held in the name of the MGF.

SCRIF LENDING

The MGF is currently of the view that the additional return that the Fund couid achieve through engaging in
scrip lending is not sufficiently attractive given the additional risks (primarily default and counterpariy risks) that
the MGF would be exposed to. Accordingly, scrip lending is nol permitted by any investment administrator
appointed by the MGF.

Shouid any investment administrator wish to engage in scrip lending, the investment administrator would need
to approach the MGF in writing for its (the MGF's} consideration. The overriding principle must be that scrip
lending is in the interests of the members of the MGF.

The Board recognises that where an investment has been made via a pooled investment vehicle, such as a
coltective investment scheme or a policy of insurance, the investment guidefines governing the management of
the pooled investrnent vehicle may permit the manager to engage in scrip lending activities. This should be
disclosed to the MGF prior to the MGF making the initial investment.

CLUSTODIANS

Standard Chartered Bank is the Custodian of the MGF's assets. With respect to Allan Gray/Orbis, Allan Gray
Nominess (Pty) Lid is the custodian of these asseis. The Custodian must hold all the share cerifficates or other
documents proving fitle to the investments in the portfolios, in safe custody, on behalf of the client.

COMPLIANCE

The Board recognises the importance of the MGF adhering to the regulatory framework. Different aspeacts of
compliance are monitored at appropriate intervals by the MGF's various service providers. From an investmaent
perspective, the most important is adherence to Regulation 28 of the Act as well as the MGF's appointed
investment administrators’ investment guidelines and mandates as well as the South African Reserve Bank's
restrictions in ferms of international exposure.

The MGF's appointed investrnent administrators’ compliance functions are responsible for the monitoring and
reperting of compliance with all aspects of the managers’ investment guidelines on a daily basis. The MGF's
investment advisar is responsible for the monitoring and reporting of compliance at an investment portfolio and
overall fund level on a monthly basis. Where breaches are detected, corrective actions shouid be taken within
a reasonable time frame, taking into account the MGF's best interests.

The MGF's investment administrators are required to report {o the Board on an annual basis regarging how
they comiply with the requirements of Regulation 28.
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The MGF's investment advisor reports to the Board on a monthly basis the individual investment portfolios’
compliance with the regulations,

The MGF's administrator reports to the South African Reserve Bank with regards the Fund’'s compliance with
the relevant international exposure.

BROAD BASED BLACK ECONOMIC EMPOWERMENT (B-BBEE)

The MGF endorses and supports bread based black economic empowerment as an integral part of the
fransformation of the South Afiican corporate landscape.

The Board recognises the importance of promoting broad-based black economic empowerment, and the MGF's
abiiity to assist in this initiative.

While the Board will first and foremost consider service providers that are more likely o provide higher quality
advice or service to the MGF, the Board does explicitly consider the empowerment credentials of these service
providers, preferring service providers with more bread-based black economic empowerment credentials to
those service providers that are ctherwise seen as providing an equivalent level of service and advice.

The Board has appointed BEE investment adminisirators o manage a portion of the Fund’s assets.

SOCIALLY RESPONSIBLE INVESTHMENT ("8RI")

The Board recognises the increasing importance of environmental, social and governance ("ESG”) factors in
social society and the important role that retirement funds, as large institutional investors, are able to play in

ensuring responsipie corporate behaviour.

The MGF supports The Code for Responsible Investing in South Africa (CRISA) and has integrated its five
principles, listed below, into the investment decision-making process.

&,
L

Principle 1 — An institutional investor should incorporate sustainability considerations, including £8G, into

its investment analysis and investment activities as part of the delivery of superior risk-adjusted returns o

the ultimate beneficiaries.

% Principle 2 - An institutionat investor should demonstrate its acceptance of ownership responsibilities in its
investment arrangements and investment activities.

<% Principle 3 - Where appropriate, institutional investors should consider a collaborative approach to promote

acceptance and implementation of the principles of CRISA and other codes and standards applicable to

institutional investors.
% Principie 4 — An institutional investor should recognise the circumstances and refationships that hoid a

potential for conflicts of interest and should pro-actively manage these when they occur.
% Principle 5 Institutional investors should be transparent about the content of their policies, how the policies
are implemenied and how CRISA is appliad to enable stakeholders to make informed assessments.

SR can be undertaken through a number of different strategies ranging from the MGF aflocating capital directly
to investment opporiunities which are directly associated with having & positive benefit to society ("Positive
Screening’), or to the MGF explicitly excluding investment opportunities from its investable universe where they
are associated with having a negative impact on society {"Negative Screening™).

The Board will consider positively screened SRI opportunities for potential inclusion in the MGF within the
context of the MGF's investment strategy.

The Board doss not impose negative screening requirements on the MGF's appointed investment
administrators. The Board choses o rather engage with appointed investment administrators on their ESG
policies. The MGF's investment advisor has been instructed to obtain the ESG policies from the MGF's

investment administrators on an annual basis.
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BOARD EDUCATION

The Board recognises the importance of promating the education of Board members in all maiters refated to
the managemert of the MGF, more specifically investments, governance and other related matters. To this end,
the Board members are expected to maintzin and expand their knowledge and experience as part of their

duties.

Interaction with the MGP’s service providers enhances the Board members’ understanding of matters affecting
the Fund.

Formal board sducation is provided to Board members by the MGF's existing service providers or by specialist
external parties on a reguiar basis.
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APPENDIN 1: Current Investments

The tables below reflect the structure of the Fund's investment portfolios as at 30 June 2022,

AGGRESSIVE PORTFOLIO (AP)

R 3 965 177 228.79

20.1%

Foreig (4

Coronation Global Emerging Markets R 380 842 04594 1.8%

Fdge All Seasons Emerging Markels Fund R 183 205 100.23 0.8%

Franklin Globat Fund R 454 614 468.44 2.3%

tHosking Giohai Class A R 479 879 475.27 2.4%

Hosking Giohal Class E 274 159 643.83 1.4%

Ninety One Global Franchise R 515830 231.48 2.6% 4% - 30%
Morgan Stanley 475 327 N88.89 2.4%

Sands Capital R 259 155 309.04 1.3%

Veritas via Nedgroup R 842 163 85568 4.8%

Foreign Balanced & 747 235 80843 3.8%

Crbis Global Balanced Fund R 747 235 808 .43 3.8%!}

Foreign Fixed Income Absolute Return R 320 396 035.86 1.6% 0% - 10%
Brandywine R 320 396 035,86 1.6%]

Foraign Property R 381 180 163.1% 1.8% 0% - 6%
Resolution Capital via Nedgroup R 381180 162,11 1.8%)

Foreign Cash R 136 235 666.43 0.7%

Ooltar Capital Account R 136 235 666.43 0.7%

Unsetiled Orders R Q.00 0.0%
Yotal Forsign R 5 550 224 903,62

Mozzaning Debt R 191 336 277.90 1.5% 0% - 2.5%
Vantage Pan Afican R 169 576 87215 0.9%

Vantage Southern African R 21 759 405,75 0.1%

S5A Cash R 244 232 £25.66 1.2% 0% - 10%
OMIGSA Cash R 144 878 211.90 0.7%

Rand Capital Account R 99 554 213.75 0.5%

Unseitled Orders R$.00 0.0%

BA Equity R 5698 825 111.856 34.0% 12% - 42%
Abax Fausity R 708 865 106,81 3.6%

Allan Gray Equity R 15606 765 016.87 8.0%

Aluwani Eguity R 1297 530 912.80 6.6%

Asgon Equity R 1274412 491.36 5.5%

Fairtree Equity R 1300018 734.71 5.6%

Truffie Equity R 651 223 850,00 2.8%

SA Equity Passive R 2340 445 724.74 11.9% 8% - 18%
Capped Afl Share Tracker Fund R 120608010435 8.1%

Maomentum Tracker Fund R G711 680 55008 3.4%

Vaiue Tracker Fund R 462 678 070.31 2.3%
SA Credit R 995 842 152.69 6.1% 9% - 8%
Futuregrowth BEE R 955 942 152 69 5.1%)]

Renewable Enargy R 37¢ 307 187.00 1.8% 0% - 5%
Vantage Capial / Green X R 141 108 354,92 Q7%

Vantage Capital / Green X 1§ 238 197 832.08 1.2%

SA Boends R 2 267 413 060.92 11.6% 5% - 20%
Ninety One Triple Alpha R 1142 181 167.31 5.8%

Sanlam Bonds Rl 11823188381 57%

SA Listed Praperty R 768 189 661.58 3.9% 0% - 1%
ABSA SA Properly R 365 155 0B3.59 1.9%

Sesfikile Property R 403 034 577.77 2.0%

SA Hadge R 268 648 784.98 1.4% 0% - 3%
Edge RCIS Matador RHF R 268 848 764.98 1.4%!|

R 18 634 565 250.51 108.0%

Page 33 of 74




MODERATE PORTFOLIO (MP)

B 1
RT18 796 420,76

A

e i i
Foreign Equity 1.7 %
Coronation Global Emerging Markets R 57 010 862.81 0.8%
Edge All Ssasons Emerging Markets Fund R 32 253 358.57 0.5%
Franklin Global Fund R 81635 674.31 1.2%
Haosking Global Class A R 13717272 0.0%
Hosking Global Class E R 137 079 821.92 2.0% 0% - 25%
MNinaty One Globat Franchise R 83 259 248.00 1.4%|
Morgan Stanley R 87 835 785.3¢ 1.3%
Sands Capitat R 51 457 401.84 0.8%
Veritas via Nedgroup RA175127 094.33 2.6%
Forgign Balanced R 184 013 361.67 2.3%
Qrbis Global Balanced Fund R 154 013 361,67 2.3%|
Foreign Fixed Income Absoluta Return R 106 696 308.44 1.6% 0% - 10%
Brandywine R 106 896 308.44 1.6%)|
Foreign Property R 40 820 411.44 4.6% 0% - €%
Resolution Capital via Nedgroup 2 40 820 411.44 0.6%)]
Foreign Cash R 78 788 302.08 1.2%
Doftar Capitai Account R 78788 302.08 1.2%
Unsetiled Orders R 0.00 0.0%
Total Foreign R 1096 114 804.38%
Meazzanine Debt R140 826 116,22 2.4% 0% - 2.6%
Vantage Pan African R 125336 622.75 1.9%}
Vantage Scuthem African R 15 480 487 .47 0.2%
SA Listed Property R 259 603 808.1¢ 3.9% 0% - 10%
Ship Knot Investment R 7 082 983.00¢ 0.1%
ABSA SA Property R 129 946 526.75 1.9%
Sesfikiie Property R 122 598 298 35 1.8%|
SA Cash R 460 689 407.27 §.9% 2%« 20%
CMIGSA Cash R 430 145 635.01 6.4%
Rand Capitat Account R 30 351 621.88 0.5%
Unsettled Qrders R 182 150.38 0.0%
SA Equity R10686 740 732,18 15.38%
Abex Equity R 109 743 007.10 1.6%
Allan Gray Equity R239119 77543 3.6%
Alpwani Equity R 211325 432.97 3.2% &% - 18%
Argon Equity R213 388 705.84 a.2%
Fairtree Equity R 231 801 425.84 3.5%
Truffie Equity R 55122 385.00 ¢.B%
SA Equity Passive R 377 841 481.48 5.8%
Capped All Share Tracker Fund R 194 763 973.53 2.9%
Momentum Trackar Fund R 108 575 123.77 1.6% 3% -T%
Value Tracker Fund R 74612 384,18 11%
Renewable Energy R 182 623 628,02 2.7% 8% « 5%
Vantage Capital / Gresn X R 98 D59 086.44 1.5%*
Vantage Capital / Green X i R 84 484 438.65 1.3%
SA Bonds R 781226 379.61 11.7% 5% « 20%
Ninety Cne Tripls Alpha R 394 188 756.07 5.9%:
Sanlam Bonds R 387 027 823,54 5.8%
SA inflation Linked Bonds R 178 687 030.80 239% 0% - §%
Ninety One ILB R 178 687 090.80 2.7%)
Absolute Return Global R 1486 085 319.84 22.2% 15% - 35%
Abax Absohute Prescient Global R 427 D42 040.85 6.4%
Atus! Managed Fund R 236 048 748,33 3.5%
Coranation Absolute Global R 337 068 250.20 5.0%
| Saniam Absolute Global R 488 626 280.46 7.2%
[Sh Hedge RE79B4ET777.01 1% 5% - 10%
| Arnplify - MGF MuttiStrategy FOMF R 28% 438 226,60 4.3%
| Amnplify - Sanlam Fixed Income FoHF R 359G 107 550.41 5.8%
s R 6 703 965 435.88 100.0%
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CONSERVATIVE PORTFOLIO (CP)

i e SR ; t £
BA Absolute Return R 1432 488 51843 62.6% 38% - 9%
Abax Absclute Prescient R 484 869 §79.64 21.2%

Alusi Managed Fund R 72 555 505.11 3.2%
Coronation Absolute Return R 37743713997 18.5%
Saniam Absclute Retum R 497623 203.71 21.8%
SA Credit R 321204 40848 14.0% 5% - 25%
Fuluragrowth AA- R 321 204 408.48 14.0%}
SA Isflation Linked Bonds R73 66854883  32% 1% - 5%
Ninety Ons LB R 73 6688 548,93 3.2%]|
Renewable Energy R 26 420 789.45  1.2% 0% - 5%
Vantage Capital / Green X i R 28 420 75¢.45 1.2%)]
SA Cash R2i0766 42225 92% #% - 19%
OMIGSA Cash R 203303 53869 5.5%
Rand Capital Account R 7 462 BB3.56 0.3%
Unsetiled Orders R 0.00 0.0%
S Hedge R 222551 438.72 8.7% 5% - 10%
Amplify - MGF MultiStrategy FoHF R 100427 27815 4 A%
Amplify - Sanlam Fixed income FoHF R 122124 188 57 5.3%

PROTECTED PORTFOLIO (PP}

R 2 287 097 095.26 100.0%

SA Cash R1 291630 70012 108.0%
OMIGSA Cash R 1 301 767 821.71 100.8%
Rand Capital Account -R 27 986 180.14 2.2%
Unsettied Orders R 1791505885 1,4%
R 1291 630 70012 100,0%

RESERVE PORTFOLIO (RP)

The MGF has a Reserve Portfolio, which is only invested in cash. This portfolio is used to finance other fund-
related cash flows. This product does not form part of the L8M nor is it available as a member choice porifoiio.

8A Cash R 532 884 044.79 100.0%
OMIGSA Cash R 490 294 152,60 92.0%
Rand Capital Account R 7 047 668.66 1.3%
Unseitled Orders R 35542 233.53 6.7%!
R 532 884 044.78 100.0%

i

EXIT PORTFOLIO (EP)

The MGF has an Exit Portfolio, which is only invested in cash. This poertfolio is used o protect members’ fund
credits upon termination of their membership until payment of benefits. This portfolio does not form part of the
1.8M nor is it available as a member choice portfolio.

SA Cash
OMIGSA Cash
Rand Capital Account

R 1188823 252.25
R 118 721.49

160.0%
0.0%

R 1188 841 973,74 400.0%

TQTAL PORTFOLIO VALUE

R 1 188 941973.74 100.8%

[ 31 699 088 545.41 160.0%
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APPENDIX 2: Retumns and Risk Messures

12-MONTH RETURNS AND RISK MEASURES

In accordance with Principle 8 of Circular PF 130, 12-month returns data, risk measures and the targsted
benchmarks for each investment administrator and fund porifolio are included in the tables bejow.
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The risk metrics included in the anaiysis below include the Tracking Error, Information Ratio and the Sortino
Ratio per manager. An internal rating system is also shown alengside the manager watch list. The tracking
error is the standard deviation percentage difference between the fund’s return and its benchmark. A tracking
error of 5% implies that if the market goes up by 10% 2 year, the portfolio performance is expected to be
between 5% and 15% over the next 12 months, Alternatively, the tracking error is the excess return divided by

the standard deviation.

The information Ratio is & measure of manager skill and is defined as the excess return a manager generates
divided by the amount of risk taken reiative to a benchmark. Alternatively, the information ratic is the excess
return divided by the tracking error. The ratic therefore shows the risk-adjusted excess return of a fund over
the benchmark. In general, the information ratio should be positive indicating manager skiil. A benchrrark
information ratio of 0.4 typically points to consistency of manager skiil,

The Sortino Ratio is a measure of the risk-adjusted return of a portfolic where the downside deviation (i.e. the
variation or standard deviation of negative returns} is used as the denominator, the use of which penalises down
or bad volatility. Alternatively, the ratio is the actuai rate of return in excess of the investor's target rate of return,

per unit of downside risk.

The risk statistics shown in the schedule below are calculated over the since-inception period. As a
consequence, strict comparisons between managers shouid not be made given differences in the performance
nistory. This is particutariy true of new managers brought into the mix viz. the Amplify Muiti-Strat Fund, Alusi
Managed Fund, Ninety One Inflation Linked Bond Fund and the Truffle Equity Fund where returns data are less
than 3 years. Where possibie, historic data is sourced to back-fill the data series. In certain instances, mandate
changes have also skewed retumns vis-3-vis the new benchmarks, making strict comparisons difficuit.
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tn general, a numbper of chservations can be made, At the manager level, the absolute return managers —
particularly the domestic-only mandates - delivered good risk-adjusied retums even I those retums fell short of
the CFl + 5% benchmark. This has been dug to unfavourable market conditions over the past dacade and is
reflected in the negative information ratios for the underlying global-mandate absolute return mangers. Despite
Coronation being a higher equity absoiute return manager, its returns have iagged those of Saniam through the
cycie. The Abax absolute return fund, brought into the portfolio 58 months ago, follows a similar low equity
approach ta Sanlam but more expressiy utilizes derivative instruments o protect against downside risk in the
portfolio. Despite the costs associated with derivative instruments, Abax has outperformed afl the other
absolute return managers over the past year, and with lower risk. Since the inception period, however, the Abax
Fund has yielded a negative information ratio, aithough this is due to Hs shorter investment history. The Ajusi
Managed Fund, brought into the mix following the termination of the Prudential absoiute return mandate, has
lagged the returns of the other managers largely due to its higher equity exposure. In up markets, however, the
Alusi Fund is expected to outperform its more conservative counterparts.

Within the FOHF space, the Amplify Fixed Income FoHF recorded a negative information ratio on account of its
miarginal underperformance of the Stefi + 4% henchmark. This was due to significant bond market disruptions
in 2013 (taper tantrum) and 2015 (the firing of Nene as Finance Minister} that negatively affected the returns
from the manager. However, over 3 and 5 years, the Amplify fund has outperformed the benchmark. Similarly,
the Amplify Multi-Strategy FoHF has underperformed the Stefi + 4% benchmark, generating a negative
information ratio but positive risk-adjusted returns. In the case of the Edge Matador RHF, a tong-short equity
EQHF benchmarked against the Gapped Swix index, the manager has outperformed the benchmark by 4.5%
since its inception period and has shown skili given the high 0.79 information ratio.

In the domestic credit space, Futuregrowth exhibited skill, particularly with respect to the AA- credit portiolio.
Tha manager recorded an information ratio of 0.86 in the AA-credit space but a disappeinting -0.54 in the BBB-
credit space. Despite underpesforming the Stef + 4% benchmark on account of weak economic conditions, the
absolute refurns yielded by the BBB-portfolio were still attractive relative to other asset clagses. The AA-credit
portfolio, benchmarked against Stefi + 1.5% yielded some 8.3% p.a over the past seven years, while the more
aggressive BBB-portfolio yielded some 8.5% p.a cver the comparable period.

in general, the risk metrics for the domestic equity managers were positive, with all of the managers recording
positive information ratios and relatively high Sortino ratios. The manager that lagged its peers was Abax with
a -0.0 information ratio, and although it did generate positive risk-adjusted returns, these too lagged the peer
group. Since guality and intringic value as an investment style have been cut of favour in recent years, Abax
has a low weighting in the equity building bleck.

As expacted, the Capped All Share Index tracker fund yielded a negative informaticn ratio on account of its
tracking error relative to the benchmark. The momentum and vaiue tracker funds, in turn, benchmarked against
the Capped Swix index, reported positive information ratios with the value fund recoding the highest information
ratio of 0.25. The rationale for including a passive aquity component into the equity buitding block is discussed
in detail in Appendix 3 below.

While the aipha signature for domestic bond managers is generalty lower than that for equity managers, both
the Ninety One Triple Alpha Bond Fund and the Sanlam Bond £ und recorded positive information ratics showing
manager skill in managing these mandates. The Sortino ratios were aiso high suggesting goed risk-adjusted
returns by both managers. Similarly, the domestic listed property managers showed aipha generation and
positive information ratios, again pointing to manager skilt in managing these mandates. In contrast, the GreenX
Note 1 Fund, benchmarked against Stefi + 3.5%, recorded a negative information ratio of -0.3 and an alpha
signature of -0.5%. The reason for the underperformance of the benchmark is due to returns being captured
after month-end. In contrast, the GreenX Note I Fund yielded a positive information ratio of 0.2 and an alpha

signature of 0.4%.

The risk metrics for the offshore equity managers were generally mixed with value managers such as Franklin
Templeton and Hosking Partners recording negative information ratios,  This is due to the relative
underperformance of value as an investment style over a number of years. Despite the underperformance of
value as an investment style, both Franklin Templeton and Hosking Partners have outperformed the MSCI
World Index over the past year, as value stocks have been rewarded in a rising interest rate environment. Since
global interest rates are expected to rise further over the coming year due to rampant inflation, value is fikely to
continue outperforming the overall market as it did over the past year.

The best performing of the managers included the Morgan Stanley Global Opportunities Fund {growih manager)
and the Ninety One Global Franchise Fund {defensive manager) both aof which recorded positive information
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ratios of 0.43 and 0.3 respectively. Both managers also recorded high Sortino ratios highlighting their abiiity to
effectively manage downside risk relative to the benchmark. While Sands Capital (growth manager) also
recorded a small positive information ratio, the manager has materially underperformed the benchmark on
account of the sharp increase in interest rates.  Since growth as an investment style is out of favour, the
gllocation to Sands Capital is small within the global equity building block. Veritas, the thematic global manager,
alsc recorded a positive information ratio of 0.09 despite its investment style also having been out of favour
over the past few vears. Since these managers exhibit skill, they are retained in the manager blend.

Brandywine, the MGF's giobal bond manager recorded a negative information ratio of -0.39 over the since
inception period. The underperformance has fargely been due to the change in its benchmark, away from a
globai bonds benchmark (which it has cutperformed) to an absoiute return benchmark, targeting USD Libor +
2%.- A notable feature of the mandate is that it is a long-short bond mandate, ailowing the manager to short
bonds in a rising global interest rate environment. The attraction of the manager is that it is & risk diversifier

within the offshore building block.

The globai balanced fund mandate with Allan Gray/Orbis yielded a positive information ratio of 0.46 and a
relatively high Sortino ratio, highlighting its abllity to generate excess risk-adiusted returns refative to its
composite benchmark. The mandate was changed from an equity-only mandate to a balanced fund mandate
in December 2015 as 8 means of diversifying rigk in the MGF’s offshore building block. As a consequence, the
historical data set of 15+ years is not comparable with the 60:40 equity/bonds composite benchmark. if
performance is measured since the date of the mandate change, the Allan Gray/Orbis Fund has outperformed

the composite benchmark.

Despite outperforming the benchmark over 1 and 3 years, Resolution Capitat recorded a negative information
ratio of -0.41 yet a relatively high Sharpe Ratic suggesting good risk-adjusted returns. The negative information
rafio is due to Resolution Capital being benchmark agnostic and having underperformed the benchmark over
the since inception period. The Edge Emerging Markets Fund and the Coronation Emerging Markets Fund also
recorded negative information ratios (-0.11 and -0.18) on account of their relative underperformance of the
MSCI Emerging Market Ex SA index and the MSCI Emerging Markets Index. Exposure to Russia weighed on
the managess — particularly Coronation - as holdings were written down to zero following the imposition of
sanctions on Russia and its exclusion from the emerging markets index.
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APPENDIX 3: Active vs. Passive investing

The merits of active versus passive investing is discussed in the section below and whether the fees paid
to the managers justify the current conceniration of active managers in the building block. While it may
seem obvious that given the lower fees charged by passive managers o frack an index, this may notin
fact be the case, especially if active managers outperform the benchmark by wide margins. The fees paid
relative to the investment return {in rands) is calculated for both the active managers and an Alsi passive
investment.

Discussion

The figure below classifies the broad market sectors on the basis of their offshore earnings concentration
as well as their size by market capitatization. Accordingly, it is clear that those sectors that are most
insutated against benign domestic growth and a rise in the couniry’s scvereign risk premium, include media
and consumer stocks, resource counters and select mid and smail cap counters. The risk though s that
there may be a mispricing of SA inc. counters because investors exirapolate the recent past to be &
reflection of what the future is going to look lke. Given this risk, a barbelt strategy biased towards rand
hedge counters would be the most appropriate strategy to diversify against SA-specific risk.

The table below shows the market capitalization weightings of the All Share Index bucketed into clusters
of 10 shares each, rankad from the largest to the smallest. From the table below it can be seen that some
49.7% of the All Share Index comprises the largest 10 shares by market capitaiization, down from 59.9%
a vear sarlier. This suggests that value stocks increased their market capitalization relative to growth stocks
over the past year, with small cap stocks the reiative outperformers. The shares held by the active
managers in the building block have been mapped to these of the All Share index and represent a like-for-
like comparigson with the index. From the table, it can be seen that Fairtree Capital, Aluwani, Truffle and
Argon had a greater degree of exposure fo rand hedge counters than the lkes of Abax and Allan Gray,
with Allan Gray the only manager to have less rand hedge exposure than the Alsi benchmark. Retfative to
their market capitalization exposure from a year earfier, Fairtree Capital, Truffle, Allan Gray and Abax
increased their top 10 concentration, whereas Argon and Aluwani reduced their top 10 hotdings. On net,
the equity building block — including the Fund’s passive investment - had a 48.0% exposure to the largest
10 shares on the stock exchange, only marginally less than the 498.7% for the Alsi tndex.

It is important to note that the best performing of the active managers viz. Allan Gray, had a refatively high
exposure to mid- and small-cap stocks, whereas the second best performer — Truffie - had relatively high
exposure to large and mid-cap stocks. Itis therefore not clear that an additional allocation to passive would
necessarity have resulted in better returns, given Allan Gray's 8.3% alpha and Truffle’s 6.1% alpha over
the 1-year period to end June. To further make the point, Aluwani and Fairtree Capital had high exposure
to the top 30 shares (96.5% and 95.7% respectively) which did not result in outperformance of the
benchmark. Their alpha totailed some -1.3% and -2.2% respectively. While Argon was also overwsight
the top 30 shares and underweight the small cap shares — albeit to a fesser extent - the manager
nonetheless cutperformed the Alsi benchmark, adding some 3.8% in alpha. What the analysis suggests
is that while smalf cap stocks should have been overweighted over the past year, stock selection was

equally important.

It must also be noted that one important feature of market capitalisation indices is that they have
momentum characteristics (i.e. the weighfing fo winners increases, whereas the weighting to losers
reduces). In this way, passive investments capture the fulure trend in the market i.e. the winners of
tomorrow. In contrast, the argument in favour of active managers is that of “price discovery” in that they
determine the intrinsic value of companies, and accordingly determine whether stocks are cheap or not.
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Market Cap Weighis: 30 June 2022
Market Cap Weights . ALSL: . ‘Abax. :AllanGray /Aluiani . Argon . Fairtree’ " Truffle Equity Building Block:
1-10 £9.73% 52.12%  49.48% 57.51% 55.37% 62.67% 56.03% 48.01%
1120 17.44%  22.43%  20.62% 24.70% 18.42% 20.86%  20.81% 19.21%
21-30 10.67%  12.79%  12.07%  14.32% 10.90%  12.21%  14.14% 11.37%
31-40 6.8i%  7.55% 7.82%  3.48%  7.79%  4.26%  6.35% £.91%
Balance 15.35%  5.12%  10.00% 0.00% 7.52%  0.00%  2.68% 14.50%

Market Cap Weights: 30 June 2021
Market Cap Welghte' . "ALSET 0 iAbax " Atlan Gray . Aluwani: " Argon - Fairfres Traffie’ " Equity Biiilding Blogk
110 59.89% 42,65% 23.35% 65.14% 57.32%  38.78% 42.41% 44.84%
14-20 13.77% 21.25% 13.62% 16.62% 16.18% . 18.53% 18.37% 15.88%
2130 7.98% 10.97% 12.87% 8,35% 7.91%  14.33% 6.91% 10.66%
3140 5.76% 3.78% 16.94% 177% 5.80% 8.83% 8.49% 8.08%
The Rest 12 B0% 20.25% 20.08% 6.56% 11.94%  1R.85% 23.16% 17.84%

* Market capitalisation weights are mapped to the underiying shares In the All Share tadex

Fees

In order to calculate the fees paid by the MGF relative to the investment returns {in rands) for both the
active managers and the Alsi passive investment, Appendix A below sets out the fee-to-investment return
ratic for each of the managers. For the year ending June 2022, Fairtree Capital and Aluwani detivered the
highest fee-to-investment return ratio, consistent with the absclute fees charged and thelr
underperformance of the Alsi henchmark. In contrast, Truffle delivered the lowest fee-to-investment return
ratio, consistent with its relative cutperformance of the benchmark. in this instance, Truffie delivered batier
value for money relative 1o the passive investment. For the year ending June 2021, the fee-to-investment
return ratio was the lowest for the passive investment, whereas in 2020, Allan Gray's fee-to-investment
return ratio trounced that of the passive investment. in 2019, Fairiree Capital delivered the lowest fee-to-
investment refurn ratio, only marginally higher than the passive investment ratio. In conciusion, while
passive investing does generally offer better value for money relative to active managers, there are periods
where the active managers deliver better value for money, especiaily where they outperform the

benchmark.
Conclusion

There is o definitive evidence to suggest that passive investment is always superior to active management
after adjusting for fees.
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Appendix A: Fee-to-Investment Return Ratio

SA Equity

ABAX 760 365 373 - 16 665 667 812608 113 74 305 457 2670384 3.6%, Sep-16
Argon 1388953 286 - 1% 423 858 14688211197 118 781 779 7 086 595 5.9% Jul-G9
Aflan Gray 1618264414 - 22363374 1 805 884 792 205 BR3 752 8 255579 3.9%: Aug-04
Aluswan 1476369822 - 13423 868 1508 865 346 61719382 6697828 12.9% Aug-H4
Falrtree 1514588058 - 22222222 1531520181 39154 32 & 266 858 16.0%] Jan-17
Fruffle 547 192 645 - 606 336 235 59153 589 1187 GRS 2.0% May-21
ALST 1606999 1682 306 75 307 1682 2.2%

SA Equity
ABAN 633 639 664 - 760 365 323 126 705 659 2210338 1.7% Sep-16
Argon 1136 264 063 - 1388953 286 252 689 283 5 847 255 2.3%| Sud-og
Allan Gray 1246 483 187 - 1618264 414 371783 227 £560 729 1.8% Aug-04
Aluwani 1220751930 - 1476569822 255 317 893 5645 129 Z.2% Aug-04
Fairtiee 1138633 144 - 1514 5BR 0S8 375 954 914 37231304 9.9% Jan-17
First Avestue 569523396 - 657647 747 - B2 024 351 - Dec-13
Truffie - 550 000 000 547 197 646 - 2 807 354 - May-21
ALSE 1284 880 1606993 322 119 1607 2.35%

5A Equity
ABAX 546573149 135370851 £33 655 664 - 46 238 336 1716184 A%} Sep-16
Acgon 1079 348519 73 663 939 1136764 003 - 16 748 455 4763 B18 28%)  luk09
Adlan Gray 1391797165 58794171 1245481187 - 204 110148 2784 601 A% AugDe
Aluwani 1135593 941 113 296 518 1220253930 - 28638530 7962 709 0% Augd
fairtree 724411 391 314 175 346 1138633 144 100 046 407 13273633 i3 Jana7
first Avenue 733054035 - 91536 489 560 623 395 - 71894 150 3553684 5% Dec13
A 1328711 1 284 880 - 43831 1285 3%

ABAX 498789 856 37 500000 544528 139 - 11786 717 1607 525,00 ~14% Sep-i6
Argen 1033262765 - 1079348519 46 145753 473037000 10% ul-ge
Akfan Gray 1441666 363 - 13917973165 - A% 869 198 34917 436.00 -8B Aug-(i4
Alwani 1082741677 - 1135593941 52 852 264 4 B8O 167.00 9% Aug-(4
Fairtree 535 267 201 137500 000 724411391 61 644 150 160753500 3% fan-17
First Avenue BHG 617 366 - 115 000 000 733054035 - 37563331 4638 956.00 -12% Duc-13
ALS 1272510 13287121 56201 13:9 %
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APPENDIX 4: Retirement Hseform

The Minister of Finance anncunced proposals as far back as the 2013 Budget Speech to reform the
retirement industry, with a focus on governance, preservation, annuitisation and harmonization of
refirement funds. The retirement fund reform proposals were contained in discussion papers released by
National Treasury. A series of delays in the impiementation of the tax treatment of retirement funds
resulted in the annuitisation of provident fund contributions being postponed until March 2021. The
Taxation Laws Amendment Act of 2015 did however pass some of Government's retirement reform
proposals into law, which became effective on 1 March 20168. These new laws are briefly summarized

beiow.

From 1 March 20186, the deduction cap for retirement fund contributions increased fo 27.5% of the greater
of remuneration or taxable income subject to a maximum of R350,000, including the cost of risk benefits.
This rate applies to the aggregate of contributions made to an individual's pension, provident and RA
funds. Previously, different contribution caps and deduction bases appiied to the three types of funds.
Individuals who contribute more in any one year can carry forward any unclaimead amount and deduct
these from tax in subsequent years, subject to the deduction limits in those years. Any unclaimed
contributions are returned untaxed at withdrawal or retirement.

Only the employee may claim contributions (both in respect of the empioyer and the employes
contributions). The employee’'s PAYE deduction must be adjusted to reflect these contributions. If the
empioyer makes the contribution, this must be neutralized by way of a fringe benefils tax charge levied on
the employee.

The reforms infliaily included a provision that provident fund members must, from 1 March 2018, use two-
thirds of their fund benefit to purchase an annuity at retirement. However, the implementation of this
requirement only became effective on 1 March 2021. Following the change in legisiation, provident fund
and provident preservation funds will now be treated in the same manner as pension, pension preservation,
and retirement annuity funds, This means that after 1 March 2021, up to one-third of the gross iump sum
can be withdrawn as cash while the remaining two-thirds must be used to pay a pension or purchase an
annuity, including a living annuity. The annuitisation threshold for retirement fund members increased to
R247.500 on 1 March 2016 (previously R75 Q00). Due to the alignment of the mandatory annuitisation
requirements between all retirement funds, a more flexible system of free portability is now allowed. As of
1 March 2021, the transfer of retirement savings to provident and provident preservation funds from other
funds will not attract tax.

With respect to the implementation of retirement fund default regulations, made in terms of saction 36 of
the Pensions Funds Act (No. 24 of 1958}, the final regulations were gazetied on 25 August 2017 following
two drafts released on the 22 July 2015 and the 9 December 2016. These revised regulations took effect
on 1 September 2017. In brief, the regutations can be summarized as below:

Retirement funds must offer a default in-fund preservation arrangement to members who leave the
participating empioyer before retirement, and also a default investment portfolio fo contributing members
who do not exercise a choice. The MGF will use its existing risk-profiled life stage modei porifolios as its
in-fund default options for members, For retiring members, the legislation requires that a fund should have
an annuity strategy with annuity options, either in-fund or cut-of-fund, and can only default retiring members
inte a particular annuity product after 2 member has made a choice. The MGF has taken the decision to
provide an out-of-fund life annuity to its members, whereby the MGF wil facilitate and negotiate on behalf
of members favourable take-on fees with & life assurer given its pool of assets.

Retirement benefits counselling to members, at least 6 months before retirement, will be facilitated by
Sanlamt’s Individual Member Services, a basic counselling service provided to members free-of-charge.
The retirement benefits counselling will need to explain the differences between non-inflation linked
annuities, inflation guaranteed annuities, with-profit annuities targeting inflation, smoothed with-profit
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annuities and dynamically hedged with-profit annuities, Since the MGF is a provident fund with average
member fund credits of around R2.1m for men and R1.8m for women aged 80 to 65 years of age, most
members are expected to take their full fund credit in cash at refirement, subject to the R500,000 tax
exemption. The balance of the benefit will be subject to normal tax. Alternatively, members may opt 10
take their tax free portion in cash and purchase an annuity with the remaining fund credit. Members will
also have the option of transferring their benefits to a living annuity, again outside of the fund. in this
instance, the MGF will negotiate favourable fees with licensed FSP’s o provide investment advice. The
importance of minimizing drawdown rates se as o better manage longevity risk will nead to be adeguately
communicated o members.

Al new default arrangements that came into operation on or after the 1 September 2017 date of the
regulations must comply with the requirements set out in the regulations, whereas existing default
arrangements had an 18-month period in which to become aligned with the reguiations i.e. 1 March 2019,

In fight of the Covid-18 pandemic that has resulted in cartain employers’ and employees’ being unable to
comply with the full or any payment of contributions in terms of section 13A of the Pension Funds Act, the
ESCA in Communication 11 of 2020 {RF) requested funds that did not yet have the relevant rules in piace
that make provision for financially distressed empioyers and/or employees, te¢ submit such rule
amendmants urgently, Notwithstanding the provisions of section 13A of the Act, which obliges employers
participating in funds to pay full contributions in respect of their employees/members of the fund within the
stipulated time-frame (seven days after month end), most funds have ruies in place that make provision
for temporary absence from work (with o without pay), or a break in setvice (in instances where employees
are not working), and/or the postpanement of contribution payments, and/or the reduction of pensionable
service (in respect of employees who are working reduced hours). Foliowing formal requests by employers
for the suspension or reduction of contributions, the Boards of funds are required to consider such requests
and apply the relevant rule/s given the particular circumstances of the employer. Funds must, however,
atternpt to ensure that full risk benefit premiums continue to be paid in fulf in respect of the affected
employees/members in order to ensure that the fund risk benefits witl continue to be provided. Funds are
required to keep a proper record of affected members of the fund, which they will be required fo produce
upon request by the Conduct Authority. Funds are also required to inform affected members of employers’
requests to reduce or suspend centributions, and of proposed rute amendments.

Noticas on Expanding Access to Living Annuity Funds were published in GN No0.618, Government Gazette
No. 43378 of 1 June 2020, Included In the tax measures was the expansion of access to living annuity
funds from 1 June 2020 to 30 September 2020. Individuals who received funds from a living annuity would
temporarily be allowed to immediately sither increase their drawdown rate up to a maximum of 20% from
17.5%, or decrease their drawdown rate te a minimum of 0.5% from 2.5%. This would assist individuals
who either needed cash flow immediately or who did not want to be forced sellers after their investments
had underperformed. As a result, living annuity members could now approach their financial sector
providers to adiust the propertion they receive as annuity income, instead of waiting up to one year ustil
their next contract anniversary date. Furthermore, the minimum vaiue of the annuity was amended and
repiaced with a single threshold of R125 G0O0.

Due to the economic hardship created by Covid-19 an members of retirement funds, the National Treasury
announced details on a proposal to allow for greater preservation of benefits with Fmited pre-retirement
withdrawals from retirement funds on 11 August 2021, Even before the advent of COVID-18, the
government recognised that many members may need fo access part of their savings in particular
unexpected circumstances. It was for this reason that the Minister of Finance noted in the 2020 Medium
Term Budget Policy Statement (MTBPS) and the 2021 Budget that consideration be given to aliow limited
pre-retirement withdrawats from retirement funds under cerfain conditions, provided that this was
accompanied by mandatory preservation upon resignation from & job. The government has been angaging
with frade unions, retirement funds, regulators and other stakeholders to discuss how o increase savings
and improve preservation, while allowing for limited withdrawals, without creating liquidity and investment

risks.
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On 28 July 2022 the National Treasury (NT) and the South African Revenue Service (SARS) relgased for
public comment the 2022 draft Revenue Laws Amendment Bili (Bill). This Bill contains proposed
amendments dealing with the “two pot’ retirement system. On 28 February 2023, all contributions and
growth up to that date will have to be valued and put into a vested pot. Contributions must be paid into the
retirement pot and savings pot from 1 March 2023. There will be no seeding finance in either of these pots,
These pots can be housed in pension funds, pension preservation funds, provident funds, provident
preservation funds or retirement annuity funds. The new two-pot system will retain the principle of tax
deductibility of contributions to the fund, subject to certain limits, and exempting growth in the fund, while
taxing withdrawals and benefits. The tax freatment for withdrawals will be amended. Any withdrawals from
the savings pot before retirement and annuity income from the retirement pot will be included in that year's
taxable income and taxed at marginal tax rates. Members can access their savings pol once in a 12- month
period and can access a minimum of R2,000. A maximum of one-third of the total monthly coniribution
can go into the savings pot, with the remaining amount going into the retirement pot,

Amounts contributed to the refirement pot cannot be accessed before retirement. At retirement date, the
total vaiue in the retirement pot must be paid in the form of an annuity (including a living annuity). The
cusrent minimum amount for purchasing an annuity (de minimis of R16& 000) will apply {o the retirement
pot. In the legisiation, this is defined as the "retirement withdrawal benefit”. In contrast, amounts contributed
fo the savings pot can be accessed without any conditions, but only one withdrawai can be made during
any 12.-month period. If a member does not make any withdrawal from the savings pot in a 12-month
period, the funds will stilf be avaiiable for withdrawal afier the 12-moenth period. Permissible withdrawals
from the vested pot will be taxed according to the withdrawal tax tables.

For divorce orders, the court order must specify the amount to be paid to the non-member spouse from
each of the three pots. On emigration, full withdrawais from the retirement, savings and vested pots can
take place if an individual ceases to be a tax resident for a period of at least 3 years. The vested pot will
be taxed in accordance with the pre-1 March 2023 tax provisions, the savings pot will be included in gross
income and the retirement pot will be taxed in accordance with the fump sum withdrawal tables. On
retirement or death, the savings pot can either be withdrawn in full or transferred o the retirement pot.
Where the member withdraws money from the savings pot as a lump sum on retirement, it will be taxed
according to the retirement lump sum table. This could result in a tax-free withdrawat of up to R500 000
upon refirement. There is nothing specific about refrenchment and whether members can access the
retirement pot i they are retrenched. This omission is expected to be addressed during the public
submissions process,

individuals cannot transfer amounts out of the retirement pot but can only fransfer to ancther retirement
pot tax-free. Transfers can be made into the retirement pot tax-free from any other pot. However, no
transfers can be made into the savings pot, unless they are from another savings pot and subject to fund
rules. It is proposed that retirement pots and savings pots cannet be split between funds, so members
cannot transfer a savings pot fo ancther fund without aiso transferring the relevant retirement pot to that
same fund. The proposed amendments will come info effect on 1 March 2023, but Treasury have noted
that this implementation date is optimistic, as fund rules need to be changed, there will be system changes
to enable the administration of the two-pot system and SARS also needs {o creale capacity to cater for the
new pots and frack withdrawals.

It must be stressed that the MGF does not endorse the early withdrawal of retirement savings since such
actions will result in a reduced fund credit that will severely limit the ability of a member o achieve a
mirimum cover ratio of 10-12X pensionable sajary o a net replacement ratio of 75% of pensionable income

at retirement.
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APPENDIX 8: ESG Guidance Note

Preamble to Guidance Note 1 of 2019 (PFA}

The Financial Sector Conduct Authority (FSCA) published a Guidance Notice (GN) on the 14 June 2018
relating 1o the “Sustainability of investments and assets in the context of a retirement fund’s investment
policy statement”. This followed the FSCA’s publication of a draft Directive relating to "Sustainabiiity and
Reporting and Disclosure requirements for pension funds™ (draft Directive) for public comment in March
2018. The content of the GN is largely based on the draff Directive, subject to certain amendments
emanating from the comments received on the draft Directive. The change in the Directive fo a Guidance
Note means it is merely advisory and not mandatory i.e. legally binding.

The intension of the GN is to guide the boards of retirement funds on how to comply with regulation 28(2)(b)
of the Pension Funds Act, read together with regulation 28{2)(¢)(ix). In terms of regulation 28(2}(b) all funds
must have an investment policy statement, while regulation 28(2){c)(ix) requires that a fund must “before
making an investment in and while invested in an asset consider any factor which may materially affect
the sustainable long term performance of the asset including, but not limited to, those of an environmental,
social and governance character’.

The Guidance Notice aims o guide boards of funds on how its investment philosophy and objectives, as
specified in its investment policy statement, should seek to ensure the sustainability of the fund’s
investments and assets. The Guidance Notice also sets out the FSCA's expectations for reporting and
disclosure on issues of sustainability.

Regulation 28

The Guidance Notice refers to the preamble to regulation 28, and in particular, the fact that prudent
investment requires that appropriate consideration should be given to any factor that may affect the

sustainable long-term performance of the fund's assets, including environmental (and climate change),
social and governance (ESG) considerations. The preamble to reguiation 28 provides as follows:

“A fund has a fiduciary duty to act in the best inferest of ifs members whose benefits depend on ihe
responsible management of fund asssls. This duly supports the adoption of a responsible investment
approach to deploying capital into markets that will earn adequate risk adjusted returns suitable for the
fund's specific member profile, liguidity needs end liabilities. Prudent investing should give appropriate
consideration fo any factor which may materially affect the sustainable long-term performance of a fund's
assets, including factors of an environmental, social and governance character. This concept applies
across all assets and categories of assets and should promote the interests of a fund in a stable and
transparent environment.”

The following guidelines are provided in the Guidance Notice with regards to a fund’s investment policy
statement (IPS):

A fund shouid in its P& reflect how its investment philosophy and objectives will ensure the sustainability
of its assets, including, ameng others:

» When the {PS was approved and by whom;

s Mow often the PS8 will be reviewead,

s How the fund intends to monitor and evaluate sustainability of its asseis, including the extent to which
ESG factors have been considered, and the potential impact thereof on the assets;

o The fund’s active ownership policy, meaning the prudent fulfilment of responsibilities relating to the
ownership of, or an interest in, an asset.

» The |PS should state that the matters referred to above will also be refiected in the relevant investment
mandate(s)

e If a fund holds assets that limit the application of ESG factors, sustainabiiity criteria or the application of
an active ownership policy, the reasons why this is to the advantage of the fund and its members should

be stated.

The Guidance Notice states that, in the interest of transparency, accountability and the fair treatment of
members, every fund is encouraged to:
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= Make the IPS or an abridged version thereof available on request, and at no cost, to each member;

» Make the IPS available on the fund's website;

» Annually provide a copy of the IPS and any changes thereto 1o stakeholders, or inform them that these
are available on the fund’s website.

Sustainability and ESG Factors

Although sustainability is not defined in Regulation 28, the GN defines it as the abiiify of an entity te conduct
its business in a manner that primarily meets exisiing needs without comprontising the ability of future
generations to meet their needs. Conducting business sustainably includes ranaging the inferaction of
the business with the environment, the sociefy and the economy in which it operates fowards a beffer long-
ferm outcome. The idea of inter-generational fairness is central to the wording above, implying that
investments in fossil fuels {coal, oil and gas) that confribute to global warming would be detrimental to
future generations, However, in the context of society and South Africa in particular, where unempioyment
is at 34.5%, investments in coal not only provide much-needed jobs but are critical for the generation of
electricity. While sustainability not only includes £8G factors but also the economy, electricity generation,
of which coai currently accounts for 88% of the total, is critical for the advancement and growth of the
economy. £ESG considerations therefore reguire a range of subjective factors that Boards would need to
consider when formulating a sustainable ESG policy. Furthermore, ESG, in the South Alfrican context,
and spacifically in respect of assets located in South Africa, inciudes the manner in which broad based
black economic empowerment is advanced. This not only applies io companies or assets in which
managers invest, but also to the MGF itself. To this end, the MGF appoints B-BBEE investment
administrators to its mix of underlying investment administrators.

While it appears that the central theme of the GN is that funds should ideally invest in assets with positive
ESG characteristics, such a limitation would reduce the opporiunity set in which funds can invest
domastically, removing some of the diversification benefits that members would otherwise be exposed to.
it is for this reason that most South African investment administrators’ approach to ESG is fo include
companies with negative ESG characteristics in the investable universe, but to take account of these
factors in thelr assessment of the value of each company. This approach would still be consistent with
Regulation 28 which states that a fund's fiduciary duty is fo act in the best inferest of ifs members whose
benefits depend on the responsible management of fund assets.

Although ESG principles may be applied differently in the case of South African assets given the country's
social and economic challenges, one of the MGF's investment beliefs is to be more ESG cogniscent and
to transition to low-carbon investments over the medium ferm, typically five years. To this end, the MGF
has been a pioneer in renewable energy invesiments, having invested in round 1 to round 5 wind and solar
projects. In instances where offshore passive investments are mooted by the Fund, the choice of two
MSCI low carbon indices will be considered rather than investments in traditional MSCi indices, such as
the ACWI. Alternatively, investments can be made in ESG exchange traded funds. Research conducted
by BlackRock in February 2019 showed that sustainable indices had the same risk-return characteristics
as traditional benchmark indices. Similarly, research dene by GMO showed that over the 5-year period to
end 2016, the two low-carbon MSCI indices vielded returns that were slightly better than the ACW! index,

A further ESG consideration is one of practical implementation. Given the frequency with which the MGF
Board meets, it would be impractical for the Board to be actively invoived in individual stock selection and
the decision-making process surrounding which factors fo consider when applying ESG principles.
Accordingly, the most practical approach would be o outsource the decisions o the appointed investment
administrators. The requirements of each fund would need to be clearly set cut in the mandates with the
investment administrators, which would include reporting obligations. Currently, a number of the MGF's
underlying managers do sustainability reporting, such as Coronation and Investec. Importantly, investment
admiristrators unable o comply with the policy guidelines specified by the MGF would be compelied o
not accept an appointment.

Resolutions

in order to comply with the principles of GN1 of 2018, the MGF has rasolved as follows:

1) To outsource the ESG decision-making policy to the underlying investment administrators
2} That the MGF's mandates with the managers’ permit both positive and negative screening,
acknowledging that there will be a degree of subjective judgement in the decision-making process
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5)
€

7

That the managers report on the criteria used in applying ESG principles

That the MGF’'s active ownership policy and voting decisions be outsourced to the underlying
managers and that these voting decisions be reported to the MGF annually

Where the Fund’s assets are invested in pooled vehicles, the Board report “non-compliance” with
ESG principles where the prospectus does not specify ESG investment criteria

Where the MGF is investad in offshore passive investments, consideration be given to investments
iry low carbon MSCl indices or ESG exchange traded funds.

The IS, as revised annually, is available upon reguest by members and is also posted on the
MGF's website.
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APPENDIX 8 Pooled Investment Vehicles

The MGF's assets are invested In pooled investment vehicles (unit trusts) except for the following
investments:

Domestic Bond Managers
Sanlam Bond Fund

Absolute Return Managers

Saniam

Domestic Equity Managers
Allan Gray Equity

Aluwani Equity

Argon Equity

First Avenue Equity
Fairtree Equity

Limited Liability Partnerships
GreenX Renewabie Energy Fund
Vantage Mezzanine Debt Fund
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APPENDIX 7. LSM Interpretation and implementation

Qur ref: NSD0189.1
Date: 26 March 2018

The Principal Gfficer

The Municipal Gratuity Fund
Private Bag X14

Highveld Park

0169

Dear Sir

MUNICIPAL GRATUITY FUND: LIFE STAGE MODEL

We refer to the Investment Policy Statement review of 2017 and in specific the changes fo the Member
investment Choice limit.

This letter aims o include these changes and obtain agreement in this regard.

1.  interpretation of the Life Stage Model

The Life Stage Model ("LSM") is the default oplion for members. Fund credits of members are
automatically invested in the relevant fife stage portfolic according to age. The phasing between ages is
based on age next birthday. Members may however exercise a written choice if they wish to invest contrary
to the appilicable Life Stage Model.

Usnirestricted member investment choices will be allowed in respect of the fund credit as well as the
contributions subject to the following conditions:

(i) The contributions shali follow the investment choice in respect of the fund credit unless a specific
choiee is exercised that the contributions be invested in a specific investment porifolio in which event
100% of the monthly contribution shall be invested in that specific chosen invesimeant portfolio, in
cther words a contribution member investment choice may not be split over various investment
portfolios.

Once a member investment choice is exercised, be it in respect of the fund credit or the contributions or
both, it shall at all times be maintained and shall noi automatically revert to the default position when
reaching the default age bracket or for any other reason whatsoever and the only manner to get back to
the default arrangement is to make a written selection accordingly on the prescribed form, '

The Aggressive Portfolio (*AP”), Moderste Porifolio ("MP"), Conservative Partfalio (*CP") and the Protected
Porifolioc ("PP") are the cnly four portfolics that form part of the LSM. The LSM also assumes that members
retire at age 65 although members may voluntarity retire from age 50 onwards, until no later than 68 with
consent of the Employer if after age 65.

2. Definitions reiatmg to the Life Stage Model

-- : “ 2 The aption into which members will default, should they not make
_Defau%opilon : oo gpacific investment choice jeining the Fund.
--Normai rei’arement age a1 Normal refirement age as defined in the Fund rules,
31chmai=r_et;rement.ciate; s The lfast day of the month in which a member reaches their
F i nomat retirement age.

ot i is an annual calculation. ¥ the members’ age on calouiation

"Ag'é’nék't bi&h’dé?: L

: i date (31 July) is not a full year, the system wili generate these
] members’ next fult year age.
R .- 2 The member's total fund credit will not be re-distributed 100%
._Non Reba ance LT into the specific portfolios but will phase over 4 quarters.,
-‘Calcula%mn of years tc} nof mai The calculation parformed at the end of the month in which the
setirement - B S member turned the applicable age.
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e e o The member will be evaluated according to age next birthday on
e e s et doin date and future contributions will be invested 100% in the
._E\_[E’W _”.'_?_r_“__b_e_r_msf?f? —:‘.lflf:e:-__‘éiage 7| relevant portfolio until the next phasing cycle July. The member
s et s ] will start phasing when hefshe quatifies,

S e The member will be evaldated according to age next birthday on
“Existing member choicetindividual 'f switch date and total fund value plus future contrioutions will be
“switch'to Life:Stage model 2 0| invested 100% in the relevant portfolio until the next phasing
ST T ) eyl July. The member wilt start phasing when hefshe qualifies,

Sl e ! July - system calculates as at 31 July member age next birthday
~System-calcilation:date ~ phasing | and switches the gualifying member during July. The next
‘cycle s quarterly phasing will take place in October, January and April,

24 # s an automated switch process that is initiated quarterly. The
-] Life Stage run takes into account the members’ actual age, age
~7 next birthday or period tc retirement, and based on the Life Stage
1 Model's parameters, the applicable portion of the fund credit is
| switched,

3. Fund credit and contribution aliccation: end stage

The table below shows how the assets of an individual member is aliocated to the four life stage portfolios,
based on the member's age at his/her next birthday. The Life Stage phasing is done according to age next
birthday in order for the member's fund credit to be fully switched info the relevant portfolio at the switching
age. The monthly contributions of each member will be invested as shown below from 1 July 2015,

L Age % Aggressive % Moderate % Conservative % Protected
Younger than 55 (216 100% 0% 0% 0%
<55)

55 to 6C (255 <61} 0% 100% 0% 0%
61 to B3 (=61 <64; 0% 0% 100% 0%
Older than 63 (2643 0% 0% 0% 100%

4. Life Stage Switches

Members in the different life stage portfolios are transferred in four quarterly batches starting one year
ahead fo the next Life Stage porifolio. The rationale for the guarterly transfers is to ensure that members
are not prejudiced due to fluctuating investment markets. This applies to Life Stage switches betweean the
AR and MP, the MP and the CP, and the CP and PP. A member may, however, exercise a choice in
writing that ig different from the Life Stage default model, subject to & maximum of two portfolios at any
given time.

The member's fund credit (FC) will be switched as follows:

. During July FC/4 will be switched.

. During Cctober FC portion remaining in oid portfolio/3 will be switched.

. During January FC portion remaining in oid porifolio/2 wili be switched.

. During Aprii the full FC porticn remaining in the old portfolic will be switched.

Yours sincerely

Yolangie Schoeman

implementation Manager

Sanlam Employee Benefits: Retirement Fund Administration
Tel (012) 683 3802

Email: Yolandie.schoeman@sanlam.co.za

The Board of Trustees agreed with the information contained herein and confirmed Saniam’s interpretation
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OFF oot ies o it e e e e e e e 2018

SIGNATURE FOR THE FUND

The signatory warrants that hefshe is duly authorised to sign this document

Signature Place

Date

Surname and full first names of signatory

Capacity of signatory
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An examgle of how a member will be freated in the Life Stage run depending on age next birthday

Meraber's data of birth: 21/31/1962 Normal refirement Age: 65 years

3 ..hht .t'cx s‘a‘ki.lp an t‘ﬁa:‘é;‘s\‘e;h 2
T tage-Rile o e .!_a e Yetire t.a;e'
1350 FiiAdcredit that Wil

2023/17/31° | 264 53 Yes 100% 25% 33.33% 0% 100%
202607310 1 51 54 50 ves 100% 5% 33.33% soue 100%
2016/07/33* 1 55 51 54 Yes 100% 5% 33.33% 50% 100%
2015/D7/31* | <54 53 ¥es 100%

* The portions of the frnd ceedit will cemain in lne different portfolios (while earning invesimen! relum) uniil the momfr in which the fund credit 15 switched 1o the next phase,

: £ Phasing ;

- peried mehided
Phase to

2028/07/31 300% Protective

100% Fhase ta

2026§07/31 Lonservative
100% Phase to

2018/07/31 Moderste

507431 - Aggressive
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APPENDIX 8: Asset Glass Optimization and Tactical Asset Allocation

Agaressive Porifolio {Long Term Returns)

[OPL Constraints PORTEOLIO BMVIK Optimal
2% ) o . D aetlaxRetum  |Domestic Equity 45.06%  43.00% 37.02%
o ] : o . mk Foreign Equity 2147%  21.00% 25.48%
oo S o / o . Domestic Bonds 18.43%  13.00% 20.00%
. U RetumsBMK WHATIE ™ & PORTFCLIY Domestic Hedge™ 3.29%  9.00% 12.50%
108% ¢ . - Retum 2 ! i
. Foreign Bonds 277%  4.00% 0.00%
wa% ; T Domestic Property 4.48%  4.00% 5.00%
2% | Foreign Property 1.93%  3.00% 0.00%
W00% ¢ Domestic Cash 0.00% 3.00% 0.00%|
9.8% off s Risk : . . . R Domastic ILBs 0.00% (.00% 0.00%;
oo MawShape - L e Foreign Cash 2.59% &.00% 2.00%
50% 80% T0% 80% 8t 10.0% 11.0% * Includes hedge funds, private equity {infrastructare, renewable energy)
Ciptimtisatinn Summary My Risk TEV Skew Rurt Shatpe
WHATIF LA 937% v48% 003 a4z 0513
DPTIMAL 0% 9.30% B8a% 001 635 0545
PORTFOLIO WG 374% 055% 003 043 0487
ohiK _ 1067% __ 5.30% 000N 004 D44 0508
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Aggressive Portfolio (12-Month Returns)

Constraints
Bomestic Equity
Foreign Equity
Domestic Bonds
Domestic Kedge*
Foreign Bonds
Domestic Property
Foreign Property
Domestic Cash
Domestic {LBs
Foreign Cash

PORTFOLIG BMK

25.06%
21.47%
18.43%
3.29%
2.77%
4.48%
1.91%
0.00%
0.00%
2.55%

Optimal
43.00%  37.02%
21.80% 25.48%
13.00%  20.00%
9.00%  12.50%)
4.00% 0.00%
4 00% 5.00%;
3.00% 0.00%
3.00%  0.00%
0.00% 0.00%
0.00%  0.00%

12.00% . . . . _
: Return = BAK Risk = BMK Risk May Return
11.00% . . RQ‘WWM
: : w® oW
0.00% - hax W BMK FORTEOLIC
* WHATIE
5.00%
B.O0% |
7.00% :
EOOU e e e . F—

5.00" E.00% T.00% a.00% .00% 10.00% 11.00%
Optunisation Summary M Hisk TEV Skew Kert Sharpe
WHATIF 1G.81% ®.37% 0.48% .03 04z 0513
OPTIMAL 11014 8.20% 0.54% 201 0,39 0545
PORTFOUO 10.74% 8.74% O.55% Qa3 Q.43 0.487
BME 18.67% 3.20% 0.0 .08 044 .508

* includes hedge funds, private equity
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oderate Portfolio (long Term Returns)

11.20% ; R Constraints PORTFOLIO BMK Optimal
11.80% .- . Risk = BMK Risk M Domestic Eguity 27.72% 24.50% 21.16%
18.80% Haburh = BME Returd «/ﬁ:‘p ‘iDomestic Bonds 23.12%  23.00%  30.00%
10.80% - . //m . Foreign Equity 18.27%  18.00%  25.00%
1040% | e . j%- BRK : - Domestic Hedge* 12.89% 15.50% 17.50%
10.20% | “. PORTFOLIQ P . ‘|Domestic Cash 5.58%  5.00%  0.00%
40.00% | : Domestic Property 4.45% 4.08% 3.01%
9.80% | “jForeign Bonds 4.17% 4.00% 0.00%
2.60% Comastic iLBs 2.67% 3.00% 1.25%
5.40% ¢ Fareign Property .96% 3.00% 0.00%;
8.30% e e SN S Foreign Cash 3.17% G.00% 2.09%

4.00% 5.00% 6.00% 7.00% 2.00% 8.00% 10.00% * ?ncludes hedge funds, private equity

Optimisation Sinmary My fisk TEY Shew Kurt  Shatpe

WHATHF W05 136% 0% 005 018 061X

DPTIMAL 075%  739%  0.63% 006 011 0p43

PORTFEOLIO 10.30% 732 04¥% 004 D23 0588

BAIK 1044%  739%  DOO% 606 048 0.601

Page 57 of 74




Moderate Portfolio {12-Month Returns

Constraints
Domestic Equity
Domestic Bonds
Foreign Equity
Domestic Hedga™
Domestic Cash
Domestic Property
Fargign Bonds
Domestic 1L8s
Foreign Property
Foreign Cash

PORTFOLIO 8MK
27.72%  24.50%
23.12%  Z3.00%
15.27%  18.00%
12.88% 15.50%

5.58% 5.00%
4.45% 4.00%
4.17% 4.00%
2.67% 3.00%
3.96% 3.00%
3.17% 0.00%

Optimal
21.18%
B.22%
25.00%
20.00%
10.00%
7.50%,
7.50%
0.00%
0.00%,
0.00%

13.00% . fisx Roturn
‘ Risk = BMVIK Risk o :
: Return = BMK MH‘;WF
11.00% neeM S
10.00% K o
: PORTFOLIO
G00%
. .
soo% Max Sharpe
2.00%
BO0% e . S e e e i
A4.00% 5.00% 7.00% 2.00% 9.00%
Dptimisation Summary My Risk TEV Skew Kury Sharpe
WHATH 16,785 131% 656 -G08 213 (65
CPTIMAL neiE 7.39% 183% -0.04 -004 0.800
FORTEOLIO WMOTE T3 QA% 004 0,23 G556
K 10314 138 guagn -0.66 0,18  0.583

* Includes hedge funds, private equity
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Conservative Portfolio {(Long Term Returns

10.90% R Constraints PORTFOLIO BMK Optimat
] : e ® MR Domestic Bands 39.48%  35.00%  44.30%
i P L ke mn ek Domestic Cash 21.10%  25.00%  30.00%
so.80% ' Domestic Equity 7396% 26.00%  20.85%
T I Domestic Hedge* 1103%  14.00%  4.81%)
10.75% . . : - |Domestic Proparty 1.21% 3.00% 0.00%
: ¥ Ll ©; |Domesticii8s 3.22%  3.00%  0.00%
1708 . Foreign £quity 0.00% 0.00% 0.00%:
s : ) : o1 jforeign Bonds 0.00%  0.00%  C.00%]
' :  Maxsharoe ) Foreign Property G.0G%  0.00%  0.00%
10.60% o . e — I . [Foreign Cash 0.00%  0.00%  0.00%
3.00% B.50% 4.60% 4.50% 5.00% 5.50% 6.00%6 6.50% . Ed |nC'UdES hEdgE funds, pri\'ate Eqi}lt\’
Optimisation Summary Ma Risk TEY Skew Hurt Sharpe
WHATEE 10.78%  5.47%  0.38% 105 624 0.925
OPTIMAL I084%  5.04% 0.83% 05 511 D961
PORTEQNO WIT%  SATH 085K 100 682 0.873
BMK 10.73%  S08% 0O 142 727 0.939

Fage S8 ot 74




Conservative Portfelio (12-Month Returns)

a00% : : : Constraints PORTFGHO BMK Optimat
snoom © | FmkmemMKAme ) T A ) Damestic Bonds 39.48%  35.00%  38.90%)

: frerm s "“"W . iDomestic Cash 21.10%  25.00%  30.00%
12.00% . B N .

: Mo Sharpe - -4/ nn PORTEOLIE : Domestic Equity 23.96% 20.00%  16.10%
soms | S e WHATIE : :[Domestic Hedge* 11.08% 14.00%  15.00%
I ‘|Domestic Property 3.23%  3.00%  0.00%
o - o o . Domestic ILBs 3.22%  3.00%  0.00%

o ; : ) : : : ‘IForeign Equity 2.00% 0.00% 0.00%)|
Boow - e - ; . -{Foreign Bonds 0.00% 0.00%  0.00%
yoom | - |Foreign Property G00%  0.00% 0.00%,
£00% e e R S R B P - [Foreign Cash 0.00% 2.00% 0.00%
T oo G007k ERee 8005 10000 11608 oo % Includes bedge funds, private equity

Cptimisation Summary Mu Risk TEV Skew Kurt Sharpe

WHATIF 12.25%  BB5%  0.34% 0.02 030 0706

OFTIMAL 12.36%  BS&W  1.08% 0.03 028 0.74%

PORTFOLIO 12.38%  9.43%  0.55% 002 030 0.677

BIVIK 1207%  B58%  0.00% 0.01 031 0701
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APPENDIX 9: Strategic Asset Aliocation Changes

The schedules below highlight the MGF's strategic asset aflocation, per risk-profiled portfolio. Those items marked in
red are manager changes that still need to be implemented in the coming vear.

AGGRESSIVE PORTFEFOLIC (AP BAOST motiont Ranges
Mg Weriggiite/
E=V_VEN Tomatioal FRengoe
ey o)
=0 Eciusity
Adlan Sray Ciassic Soauity
Argron BEauity
Adunvani Eguity
Truffia
Fairtreo Coapital
A
B0 Srmart fRets Poasses e EToprtitys AZ.0T 5 - IR’
Satrix Capi 50,00 A - GO
[atrix Moragritury: OGO 25 - 25
Satrix Walue 2000 15 ~ 25
Sa infrastricobuire EEaaiity 5. .00 o -5
Hrexmbily INfragtrustirs Fo s
Eoerriga—SSiacyerl ECcpesityy 215 L=
mdge Matador RIHF (L5 Sauity) 3.%98 o - 100
5o BSonds TO.0 &5 - =
Ninety One Triple Alpha 50Q.0%% A - G
Santlarm Bonds 50,020 A - S0
Moz riiree et ] Q- 2%
Vantage Capital
I franstridcatas res o - 5.0
CHraord ~ MNote 1 - 200
GirsonX - Moto 2 € - TENE
CEraemd - NEote 3 .59 O - HO0
Bl £oreciit o Q-5
Foturagrowth BEE =09 - 100
B Listac Proporty 4. ©
Az 50.0% A0 - &L
Hhenes Fliten 50.0%% 40 - B0
S, ooy =0 O~ A0
Foturegrowth Moeney Market 1000 O e XD
MR CS Arsereoraryt
Liraserttion Tracdas
Inxtornoaticeryosl =Z8.Q o - ZFO
Equity N o - 30
Aliarn Gray/Orbis: CGrbis Slobal Balanaeo 15.0%6 A - ey
Framkin Tempieton fMutusl Crlscovary 9. Q2% 4 - 1A
Veritas 17.0%% 1z =
Zdge Al Seasorn ERM Fund A %o 2 - &
Caronation GEMS Fond Rl R =L N B .15
orsking & Cer F & O O e 3O
Minoty One Slokatl Franchise 1B 0% QA - 20
Morgan Stanley Giobal DPRPROrILAties 1 5.0%% 10— 2O
Sands Capital 82, 0% Prug. Y
EBoricis 3.0 Q-
E5 rgs r1 chyrasi v es -, 0% (= I Jo T
Inmtesnoaticruoat Frospeee sty e Q-G
Resclutian Cogital 100.0%
Internoticornal Camiy
IR M organ
insartied Cash
PEEivamramm HogR [« I
iShares STFE™S ALO [~ )
Teatod

L

standing manager Invesimants

Page 81 of 74



SAAM T natiaal Ranges

Mgt VWeinhtss

S, Tootionl Range
o )

Obrooliite Fotisre (Clerbyatl MWiasrredaate) L. E5G 15 - 35
25, 0% 2O - RO

Coronation Absolute Raturm (Glofbal)
Saniam Absolute Resurn {Global) HB2. B 20 - Ao
Adnax Absolute Returm BR.SW% RO - A0
Adusi (Eoige) Managed Funa 10, 0% 10 - 20
L EXTE 5 Tz & -8
Aty LEray Classic Eguity 20.00 10 - BO
Argon Eguity 1780 AR5 - 22.5
Adurwvan Equity 150 L2S - 225
Truaffle 10.0 5 - 28
Sairirea Capitat 20.0 20 - 30
ANz 15.0 18y - 2er
586 Smmart BSota Fra Exrex ey =.0% 4 - £
Satrix Capi SO.0%4 A~ B
Satrix hMormerturm 30.0%% 25 -« 35
Satrix WVl 20,026 15 . 25
S instrastriscturre o1 iiy =124 o-5
Stanlib Infrastructure Foi>> 100, O ©o-5
SO Bomods TG O% 5 - 20
Minety One Triple Alpha 50.0% a0 - G0
Saniarmn Bonds 5002 Ao - G0
Za Intiation - inited Comcds B.0%% -5
Mimaty One 3.0%6 [ ¥ T
Meazzoanirie Doirt Z.5%4 (=8 )
Varntage Capital 2594 O - LO0
Infroastrisctuirae 5 0% Q-5
SroanX - Nota 1 2.59%4 O - 200
€Srezerd - Mote 2 2.0%% & - 100
SGreend - PMRore F O 52 0 - 200
B4 kstod Prooarty Bt [« B :
Aoss S50.0%% AL - GO
Seoficie S0 0% Y R T
s . il 1. 50 F.0%% 5~ 10
Arrpiify Multi-Stratagy ForHF BO, 04 LY - Y
5005 A0 - 6Q

Blue tnk Fived incomae Fund

Property {(Phywsical) OO 0~ 5
MG F FProporty Loan to SHo Knot
Croaisky 1 2 -20

Futuregrowti Money NMarket @02 0 - 10
MMC Accourt
Unsottled trades

TpvkeryrnapEicrraal 25.0% 0 - T
Eoguity TE 0 O - 2E
Adlan Gray/ Grhis: Oebis Global Balamced 5. 0% O - 20O
Framkiln Templeton Mutual Discovery 9.0 a . ta
Weritas A17. 0% T2 22
Edoe Al Season BN Fund ., Cx 2 - &
Corenation GEMS Fund 0. 0% L8
Hosking & Ca T Q%% 10 - 20
Ninety Ona= Gliobat Franchise 1B 0% 10 - 20
Margar Sranley Gicokal QOpportunities 15.0% 1O - 2O
Sands Capitat N0 4 - 14
Internaticonal Boncs 5OV 0.8
&L Y o - 100

Br oz ywire

intermaticoral Frercoarty O o - &
Q- 300

Rooatution Capital 100, 0%

internaticonal Casih
2P Maorgasn
Unsettiod Tracdes

ji=S n Yot
IS nres EVE'S

ereand
D UtBLARGING IMANaGer ifewe atrre o ks
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JIG/OBIZGRR

BAA/Tactical Ranges

Mgr Weights/
TAA Taotical Range
Yo o
Absolute Return (Domestic Mandate) £2.0% 38 - 79
Caranation Absolute Reurn {Domestia) Z5.0% 15 - 35
Sanlam Absofuie Return {Domestic) 32 5% 20 ~ 40
Abax Absoite Return BRLEY% 2 - 40
Alusi (Edge) Managed Fumd 10.0% 5.5
S5 Credit 10.0% & -~ 28
Futuregrowth Af- 20.00 O - 100
SA Infiation-t.inked Bonds 3.0%% i-5
Minety One 2.00 1 -1
SA Foltif 10.0% 5 - 10
Amplify Muiti-Strategy FoHF 50.0%
Blue ink Fixed Incame Fund 50.0%
Infrastractare 4.0% o-5
Vantage GreenX - Note 2 2.0% O- 2.5
Vantesge GreenX - Mote 3 e - & - 2.5
sS6 Cash E4.0%% e~ 39
Qrndgsa 14.0% & - LoD
MG Acoount
Unsettled Trades
Tot=l 100%

Qutstanding managoer investments
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APPENDIX 10:  Regulation 28 - Asset Class, Security Limits and Draft

Amendmeants

In order 1o reduce excessive and concentration risk to member savings and ensure protection by limiting the
extent to which retirement funds may invest in a particutar asset or in paricular asset classes, the tabie below
reflacts the Regulation 28 limits applied to retirement funds. In order to make it easier for retirement funds to
invest in infrastructure, the Nationat Treasury published draft amendments to Regulation 28 of the Pensions Fund
Act for public comment in 2021 and the final amendment on 31 July 2022,  The proposed review of Regulation
28 is informed by a number of calls for increased investment in infrastructure given the current low economic
growth climate. The currert regulation does not define ‘infrastructure’ as a specific category, which is currently
spread across a number of assel classes ike equity, bonds, loans and private equity. Consequently, current data
from retirement funds do not record the exact investment in infrastructure. The proposed amendment therefore
infroduces a more precise definition of infrastructure to enable much betier data and measurement.

To this end, the amendments introduce a definition of infrastructure, and sets a fimit of 45% for exposure to
infrastructure investment. infrastructure is defined to mean any asset that has or operates with a primary objective
of developing, constructing and/or maintaining physical assets and technology structures and systems for the
provision of utilities, services or facilities for the economy, businesses, or the public. Since this is wide definition,
investment administrators are arguing that holdings in a number of listed companies - telecommunications, hospital
groups — would need to be counted as infrastructure. To further facilitate the investment in infrastructure and
economic development, the imit between hedge funds, private equity and “other” assets has been spiit. There wilt
now be a separate and higher allocation to private equity assets, which increases to 15% from 10% praviousiy.
Retirement funds will continue to be prohibited from investing in crypto assets. The excessive volatifity and
unregulated nature of crypto assets require a prudent approach, as recent market volatility in such assets
demonsirates. A limit of 25% has been imposed, across all assst classes, 10 limit exposure of retirement funds to
any cne entity (company), not just infrastructure. However, one exception to the per entity limit is debt instruments
issued by, and loans tc, the Government of the Republic and any debt or loan guaranteed by the Repubiic,

A new requirement for funds to report on their twenty largest infrastructure investments, in a standardised reporting
format, has alse been included in the Regulation 28 amendments. While the new table for disclosure of the twenty
iargest infrastructure investments includes a section for reporting on any such investmenis in Africa ex-Scuth Africa,
it is notf clear whether National Treasury expects retirement funds to include in their reporting any infrastructure
investments ex-Africa.

The asset afiocation to housing loans granted to retirement fund members will be reduced from 85% to 65% in
respect of new loans oniy. This is meant o curb abuse of the housing loan schemes by fund members. The National
Treasury is mindful of the important role played by housing ownership in wealth creation and in retirement and will
continuousty maniter this area of investment.

As part of aligning various regulatory appreaches and achieving consistency, only investments in CISCA approved
hedge funds will be permitted. The reporting exclusion on a look-through basis of CIS and insurance policies has
been removed to enavle the regulators to collect important statistics on underlying exposures, as part of
understanding and monitoring linkages in the financial system and for proactive supervision.
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The amandments will take effect on 03 January 2023, o enable regulators and fund managers to comply with the
new regulations. The FSCA is in the process of finalising the standard on reporting requirements aligned to the
revised Reguiation 28 and wiil issue it for public comment soon.

Limits being the maximum
percentage of aggregate fair
ITEM CATEGORY OF ASSETS va:;::rof total assets of fund
issuerfentity, For ig :;;‘Z 1,:,!1‘5 /
as applicable
CUDASH e e men Loohannma e S e e B RO
Notes and coing; any balance or deposit in an account
held with 2 South African bank;
A money market instrument issued by a South African
bank including an Islamic fiquidity managament financiat
1.4 mnstrument, 25% 100%
Any positive net balance in 2 margin account with an
exchange; and
Any positive net balance in a seftlernent account with an
exchange, operated for the buying and selling of assets.
Any balance or deposit held with a foreign bank;
1.2 A money market instrument issued by a foreign bank 5%
including an islarnic liquidity management financial
%nstr_u_m_eﬁ_t;

inside the 'Repﬁ.bi.ic. and féreign assets

{a) | Debt instrumenis issued by, and loans {o, the
government of the Republic, and any debt of loan
guaranteed by the Republic

{b} | Debtinstruments issued or guaranteed by the
government of a foreign country

10%

{c) | Debtinstruments issued or guaranieed by a South
African bank against its balance sheet:

75%

B fisted on an exchange with an issuer market
capitalization of R20 billion or more, or an
amount or conditicns as prescribed

25%

{iiy 1 listed on an exchange with an issuer market
capitalisation of between R2 bilion and R20
bitlion, or an amount or conditions as

15%
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prescribed

{iii) | listed on an exchange with an issuer market

comprising shares finked to debentures in property
companies, net listed on an exchange

capitalisation of less than R2 billion, or an 10%
amaunt or conditions as prescribed
{iv} | not listed on an exchange 5% 25%
{dy | Debt instruments issued or guaranteed by an entity
that has equity listed on an exchange, or debt
instruments issued or guaranteed by a public entity 10% 50%
under the Public Finance Management Act, 1999
(Act No. 1 of 1989) as prescribad:
(i) listed pn an exchange 10% 50%
{ii) nct listed on an exchange 5% 25%
(e} | Other debt instruments: 5% 25%
() listed on an exchange 8% 25%
{ii} not listed on an exchange 5% 15%
B VEQUITES : SR TR
3.1 Inside the Republic and foreign assets
{a} i Preference and ordinary shares in companies,
excluding shares in property companies, listed on 75%
an exchange: -
{3} issuer market capitalisation of R20 biliion or
more, of an amount or conditions as 15%
prescribed
iy issuer market capitalisation of between R2
billion and R20 billion, or an amount or 10%
conditions as prescribad
(iiiy | issuer market capifalisation of less than R2
billion, or an amount or conditions as 5%
prescribed
(by | Preference and ordinary shares in companies,
excluding shares in property companies, not listed 2.5% 10%
on an exchange
L IMMOVABLE PROPERT . L 28%
inside the Rapublic and foreign assets
{a} | Preference shares, ordinary shares and linked units
comprising shares linked to debentures in property 259,
companies, or units in a Collective Investment
Scheme in Property, listed on an exchange:
3] issuer market capitalisation of R10 billion or
more, or an amount or conditions as 15%
prescribed
{iiy : iesuer market capitalisation of between R3
billicn and R10 billion, or an amount or 10%
conditions as prescribed
(i) | issuer market caplfalisation of less than R3
billion, or an amount or conditions as 5%
prescribed
(b} | Immovable property, preference and ordinary
shares in properly companies, and linked units 59, 15%
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- COMMOBITIES

T

' msude the Repvbhc and forelgn assets

{2) | Kruger Rands and other commodities listed on an 10%
exchange, including exchange fraded commaodities: !
(0 Gold 10%
(iy | each other commodity 5%

5.;sttaa THE REPUBLIC IN TERMS OF

“NTS N THE BUSINESS O

section 18(4) of the Pension Funds Act

To the extent it has been allowed by an exemption in terms of section

19(4A) of the Pension Funds Act
LOANS GRANTED

. 'insuﬁe thé Repubilc and fore|gn assets -

(a) | Hedge funds - 10%
{ Funds of hedge funds 5% per fund of
hedge funds
(ify | Hedge funds 2.5% per hedge
. fund
90 5 i) | PRIVATE BEQUITY FUND o . CoAE%
{i} Funds of prwate eqmty funds 0% per fund
of private
equily funds
(iiy | Private equity funds 5% per
private
o . & u:ty fund

Overall limit for all instruments per entityfissuer
{local and or foreign) {exciuding debt instruments
issued by, and ioans to, the government of the
Republic and any debt or loan guaranteed by the
Republic)

25%
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Regulation 28 is hereby amended by the insertion of the following table

ListofTop 20 holdings .
respect :

ssuer/entity in respect
Cofinfrastructure) =

2. Debt instruments
including tslamic debt
insfruments:

2.1 Debt instruments
issued by, and loans fo, the
government of the Republic
and any debt or loan
guaranteed by the Republic

2.2 Cther debt instruments:

2.2.1 Listed debt
instruments

2.2.2 Unlisted debt
instrumenis
3. Equities:

3.1 Listed equities

3.2 Uniisted equities
4, Immovabie property
{direct &

indirect)

5. Commodities

8. Investment in the
business of the
participating employer
7. Housing loans nla nia nia
8. Hedge funds

9. Private equity

10, Other assels not
referred to in

this table

14. Infrastructure exposure
in the

rest of Africa
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TOTAL Yo (R}
{Total investment in respect
of direct infrastructure,
excluding debt instruments
issued by, and loans o, the
government of the Republic
and any debt or loan
guaranteed by the
Repuhlic)

The amendments to Regulation 28 come into effect on 3 January 2023
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APPENDDC 11

Zarvice Provider Contact Details

investment advisor

investment administrator

Full name:

[sanlam Muiti Manager International (Pty) Lid

Abax Investments

Postal address: Private Bag X8 PO Box 23851
Tygervalisy Claremont
Cape Town Cape Town
7536 7738

Physical address:

558 Willis van Schoor Avenue
Bellvile

1 OCakdaie Road, The Oval
2nd Flagr, Colinton House

Cape Town Newlands
7530 Cape Town
7700
Date of appointment: [17 August 2006 12 August 2018
Telephone number: 27 (21) 850 2586 +27 (21} 670 8260
845 856

FAIS registration no..

FAIS registration no..

nvestment administrator

Investment administrator

Full name: ABSA Asset Management (Phy) Lid Alian Gray South Africa (Pty) Lid
Postal address: Privaie Bag X 291509 PO Box 51318

Melville vV & A Waterfroni

Lohannesburg Cape Town

2109 BOOZ

Physical address: Sandton South Campus, Znd Floor 1 Sile Square

15 Alice Lane V & A Waterfront

Sandton Cape Town

2196 BOD1

Date of appoiniment:

0 February 2012

01 March 2001

Telephone number:

37 (11} 480 5344

%57 (21} 415 2300

FAIS registration no..

22

27146

nvestrment administrator

fnvestment administrator

Full name:

Alust Asset Managament

Aluwani Capital Partirers {Pty) tid

Postal address:

PO Box 4188
Tyger Vailey
Cape Town
71536

EPPF Office Park

24 Georgian Crescent East
Bryansicn East
Johannesburg

2182

Physical address;

Fdge House

EPPF Office Park

3 Heuwslkruin Close 24 Georgian Crescent East
Tyger Valley Bryanston East
Cape Town Johannesburg
7536 2152
Date of appointment; 01 November 2020 01 June 2004

Telephone number:

L27 (217 676 1012

+27 21 204 3800

FAIS registration no.:

43346

46196
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investment administrator

Investment administrator

st Floor, Colinton House

P! name: rgon Asset Management {Fiy) Lid Brandywine Glebal Investment Management, LLC
Postal address: PO Box 23254 PC Box 31
Claremnont Cape Wexford
Town 7735 Y35 VY30
Ireland
Physical addrass; 1 Qakdale Road, The Oval Riverside Two

Sir John Rogerson's Quay

Newlands Grand Canal Dock Dublin 2
Cape Town freland
7700

Date of appointment: £1 August 2009 1 August 2015

Telephone number:

27 (21 670 6570

1-B00-822-5544

FAIS registration no.:

B35

Not applicable, compliant, see note 1

note 1: The Fund is invesied

in & product managed by Brandywine Global Investment

Management LLC. It is administered by BNY Mellon
nvestment Servicing {international} L and BNY Mellon Trust & Depositary (Ireland) Limited is the appointed Custodian.

nvestment administrator

investment administrator

Fuli pame:

Coronation Fund Managers Lid

Coronation GEM

Postal address:

PO Box 44684
Claremont Cape
Town 7735

JP Morgan House
Iternationst Financial Services Centre
Dublin 1, Ireland

Physical address:

MontClare Place, 7ih Floor
Cnr Campground & Main Roads

JP Morgan House
international Financiat Services Cenire

Claremont Dublin 1, freland
7708
Date of appoiniment: 01 August 2005 01 August 2014

Telephone number:

K37 (217 680 2000

+353 1 612 4200

FAIS registration no.:

548

Net appiicable, compliant, see note 2

Note 2 The Fund is invasted in a praduct managed Hy Coronation Slobal Opportunities Fund through the Coronation Glebal Emerging
Markets Fund registered as an open-ended umbreiia unit trust established in irefand and authorised by the Central Bank of irefand as a
UCITS pursuant to the UCITS regulations. It is administered by J.P. Morgan Hedge Fund Services (irefand) Limited and

J.P. Morgan Bank {Irefand) plc is the appointed Custodian.

nvestment administrator

investment adminisirator

Fulf name: Drakens Capital Fund Managers Edge Capital (Pty) Ltd
Postal address: 1191 Jan Smuts Avenue PC Box 4188
Parktown Narth Tyger Valley
LUohannesburg Cape Town
2193 7536
Physical addrass: 191 Jan Smuts Avenue Edge House
Parktown North 3 Meuwelkruin Close
Johannesburg Tyger Valley
2193 Caps Town
7438

Date of appeintment:

01 June 2014

1 October 2007

Date of resignation:

01 December 2021

Telephons number;

27 (113 565 2316

+27 (21) 976 1012

FAIS registration no.:

¥5511 - see note 3

282

Note 3: Drakens Capital is licensed by the South African Financial Seclor Conduct Authority (FSCA) as a discretionary fund manager and has
authority from the irish Ceniral Bank to manage European domiciled funds.
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nvestment administrator

Investment administirator

Franklin Tempieton Investment Funds

Full name: Fairtree Capital (Pty) Lid
Posial address: PO Box 4124 PostNet Suite 12
Tyger Valley Private Bag X 1005
Cape Town Claremont
75368 Capa Town
7735

Physical address:

Willowbridge Place
Conr Car Cronje Drive & Old Oak Road

1 CQakdale Read, The Oval
15t Floor, Kildare House

Beilville Newlands
Cape Town Cape Town
7530 7700

Date of appointment:

05 January 2617

01 October 2004

Telephone number:

w77 (21) 043 3760

+27 (21) 831 7400

FAIS registration ne.

25917

44475

investment administrator

Invesiment administrator

Full name:

Futuregrowth Asset Management (Fiy} Lid

Hosking Pariners LLP

Postal address:

Private Bag X8
Newlands Cape

Sanne
Fourth Fioor

Town 7725 76 Baggot Strest Lower
Dublin 2 D02 EK81
Physical address: 3rd Floor Sanne
Great Waesterford 7 St .James's Terrace
[240 Main Road Malzahide

Rondebosch Cape
Town
el

Dubiin 2, freland

[Date of appointment:

01 March 2011

01 August 2014

Telephone number:

37 (31) 659 5300

+353 1 845 8180

FAIS registralion no.;

520

45612 - seenole 4

FAIS registration no.:

Note 4: Hosking Giobal Fund Ple. Operates under UCITS (Undertakings for Callective Investmant in Transferable Securities in Europe). The
nvestment is administered by Sanne, the appointed Custodian is Northern Trust Fiduciary Services (frefand), George’s Court, 54-62
Townsend Street, Dublin 2, lrefand.

i Investment administrator lnvestment administrator

Full name: Morgan Stanley Investment Management Ninsty One {Pty) Lid

Fostal address: 25 Cabot Square PO Box 1855
Canary Wharf, Floor 06 Cape Town
London 8000

14 40QA

FPhysical address: 25 Cabot Square 36 Hans Strijdom Avenueg

ICanary Wharf, Floor 06 Foreshare
L.ondon Cape Town
E14 40A 8001

Date of appoiniment: 01 August 2017 01 April 1994

; Telephone number: +44 20 7425-3943 +27 (21) 416 2000

FAIS registration no.: 8752 587
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investment administrator

investment administrator

Full name:

Resolution Capital NIF Global Property {Nedgroup
nvestmants Pic)

Sands Capital Funds PLC

Postal address:

GPO Box 553
Sydney NSW 2001

10040 Wilson Boulevard
Suite 3000

Ardington

VA 22209

United States

Physical address:

Level 38, Australia Square

1000 Wilson Boulevard

Sydney NSW Suite 3000
2000 Arlington
VA 22209
United States
Date of appointment: 01 March 2019 08 Oclober 2021
Telephone number: +61 2 8268 9188 +353 638 2440
Resalution Capital Limited is authorised and regulated (48103

FAIS registration no.:

by the Australian Securities and Investment
Commission (ASIC). FAIS Registration not applicable,
compliant, see note 5

Note 5: Tha Fund is invested in a product managed by Veritas Asset Management LLP through Nedgroup Investments Pic (the Fund was re-
demociied from the Isie of Man te reland on 14 May 2014 and converted to & European Union approved “undertakings for Collective

investment in Transferable Securities” or “UCITS” vehicie alao approved by the FSCA). It is administered by Nedgroup Investmants Fund Pic
(NiF) and Citibank, N.A. is the appointed Custodian.

Investment administrator

tnvestment administrator

Sanlam Asset Management lreland

Full name: Saniam !nvestment Management (Ply) Lid
Postal address: Private Bag X8 Beech House, Beech Hill Office Campus
Tyger Valley Beech Hilt Road
Cape Town 7536 Clonskeagh
Dubdin 4
Ireland
Physical address: 55 Willie van Schoer Avenue Beech House, Beech Hiit Office Campus
Belivilie Besch Hill Road
Cape Town Cionskeagh
7530 Dubdin: 4
irefand

Date of appointment:

01 October 2001

01 Celober 2015

Telephone number:

77 (21) 950 2500

+353 1 205 3500

FAIS registraticn no.:

579

42837 - sae note 6

Noie 8; Sanlam Asset Management {ireland) Limited is authorised and regulated by the Ceniral Bank of ireland as a UCITS iV Management
Company and s an Alternative investment Fund Manager, and is licensed as a Financial Service Provider in terms of Secticn 8 of the

South African FAIS Act of 2002,

investment administrator

investment administrator

Fuli name: mpiify - Saniam Muiti Manager intermational (Pty) Ltd | Sesfikile Capital (Ply) Lt
Postal address: Private Bag X8 Postnet Suite 334
Tyger Valley Private Bag X1
Cape Town Melrose Arch
7536 Johannesburg
2076
Physical address: 55 Willie van Schoor Avenue 1st Floor
Belivilie 30 Melrose Botlevard
Cape Town Melrose Arch
7530 Johannesburg
2076
Date of appointment: 01 August 2003 01 April 2015
Telephone number: 27 (21) 850 2506 27 (11} 684 2679
545 39548

FAIS registration no..
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nvestment administrator

Investment administrator

Full name: Truffle Asset Managemeni Vantage Capital Group
Postal address: P.C. Box 535 P( Box 280
Pinagowie Parklands
Johannesburg Johanmesburg
2123 2121

Physical address:

Ground Fioor, Lancaster Gate Hyde
Park Lane Business Complex Hyde

3 Melrose Boulevard
18t Floor, Unit 98

| ane Melrose Arch
Hyde Park, Sandton Johannesburg
2186 2076

Date of appointment: 125 May 2021 01 December 2013

Telephone number:

H27 (11) 326 0030

+37 (11) 530 8734

FAIS registration no.:

(36584

Vartage Capital Fund Managers (Pty) Ltd - 28711
Vantage GreenX Fund Advisors {Ply) Lid - 44668

tnvestment administrator

Risk ingurer

Camarque Underwriting Managers {Ply) Lid

Fult name: Meriias Assel Management LLP (Nedgroup
invesiments Plc)
Postal address: Cliibank Europe Plc 1 Postnet Suite 250
Morth Wall Quay Bedfordview
Diubiin 1 Johannesburg
2008

Physical address:

Citibank Europe Pic 1
Narth Wall Quay
Daiblin

Camargue House
33 Glenhove Road
Melrose Estate
Johannesburg 2196

Date of appointment:

01 December 2013

01 December 1598

Telephone number:

[H44 1624 845150

+27 {11) 778 9140

FAIS registration no..

NGt zpplicable, compliant, see note 7

Note 7; The Fund is invested in a product managed by Veritas Asset Management LLP through Nedgroup investmenis Pic (the Fund was re-

demociied from the Isle of Man 1o ireland on 14 May 2014 and converted to a European Union approved “undertakings for Collective

Investment in Transferable Securities” or *LICITS” vehicle aiso approvad by the FSCA), It is adminisiered by Nedgroup Investments Fund Plc

{NIF} and Citibank, N.A. is the appointed Custodian,

Custodian Custodian
Full name: Standard Chartered Bank (SCB) Alian Gray Nominees (Ply) Lid
Postal address: PO Box 782080 PO Box 51318
iSandton V & A Waterfront
Johanneshurg Cape Town
2148 8002
Physical address: 5th Floor No 1 Silo
4 Sandown Valley Crescent Silo Square
Sandion V & A Waterfront
Johannesburg Cape Town
2198 8001

Date of appointment:

01 December 2013

01 March 2001

Telephone number:

57 (11) 217 6600

+27 (213 415 2300

FSP approval no.

2101

241436

PARTIGIPATING EMPLOYERS

Tha list of parficipating employers is available upon request from the Fund's registered office.
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