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MUNICIPAL GRATUITY FUND 
 

CHAIRPERSON’S REPORT FOR THE PERIOD:  1 JULY 2011 TO 30 JUNE 2012 
 
1. WELCOME 

It is a great pleasure to welcome everyone here today at this the 18th annual meeting of 

the General Committee of the MGF.  I hope that you will experience this year’s meeting of 

the General Committee today as an informative event and please do not hesitate to 

participate when the floor is opened later on for discussion. 
 

Thank you very much to Ms. Welheminah Molubi our Vice-chairperson for the scripture 

reading and prayer.  May God bless you, especially in your part time calling as pastor. 
 

2. ECONOMIC MATTERS AND FINANCIAL MARKETS 
2.1 General overview 
The 2011/2012 financial year was dominated by concerns of a double-dip recession as 

economic data disappointed across a broad front.  Fears of a deepening recession in the 

Eurozone and the contagion effect it would have on the US, China and Japan spurred 

policymakers on to introduce quantitative easing programmes (QE) designed to boost 

the global economy by artificially reducing the cost of capital.  Central bankers reduced 

interest rates to almost zero and spent trillions of USD’s in asset purchasing 

programmes.  The US Federal Reserve spent some USD2.4 trillion in two successive 

quantitative easing programmes which saw bonds yields yield negative real returns.  

Despite criticism of these programmes from certain quarters, the QE measures did serve 

to prevent a double dip recession. 
 

The surge in peripheral Eurozone bond yields and the deleveraging of the region’s banks 

saw the European Central Bank (ECB) introduce two successive Long Term Refinancing 

Operation (LTRO) programmes whereby a total of Euros 1 trillion in cheap 3-year 

funding was made available to the banks.  The thrust of this programme was to 

recapitalize the banks thereby preventing a collapse in the region’s lending base.  Whilst 

the LTRO programmes helped to significantly reduce systemic risk in the global financial 

system, deleveraging risk remained in the event that a debt default was not contained by 

the region’s firewall, the European Stability Mechanism (ESM).  Although the permanent 
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ESM was expanded to some Euros 500bn, the firewall was still insufficient to finance a 

bail-out for both Spain and Italy.   
 

As a consequence, the ECB later introduced the Outright Monetary Transaction 

programme (OMT), an open-ended programme whereby the ECB would purchase 

peripheral country bonds in the secondary market, focussing on debt maturing in the 1 to 

3 year portion of the yield curve.   No limit was placed on the amount of bond purchases 

and neither were caps on yields introduced, the intention being to discourage market 

speculation.  The unlimited scale of the intervention was welcomed by the markets as it 

now created a financially adequate and politically sustainable firewall for ensuring the 

survival of the Eurozone.  Following the OMT programme, Spanish and Italian bond 

yields narrowed sharply, helping to prevent a debt default and possible exit of these 

countries from the single-currency Eurozone.   
 

2.2 Investment Market Returns 
In light of the economic and policy uncertainty that characterized the 2011/12 financial 

year, risk assets (equities) underperformed their more defensive counterparts (interest 

bearing instruments).  Evidence of this can be seen in the table below where the best 

performing asset classes over the year, in rand terms, included emerging market bonds 

(33.8%), global inflation-linked bonds (32.1), global nominal bonds (24.8%) and global 

corporate bonds (24.5%).  Much of the relative outperformance of these asset classes 

was, however, due to a 16.9% depreciation in the rand/USD exchange rate highlighting 

the importance of portfolio diversification.  Risk assets, including emerging market 

equities (-1.5%) and South African equities (9.2%) underperformed their defensive 

counterparts due to investor risk aversion and a 9.9% decline in South African resource 

stocks.     
 

Against the background of poor economic data globally it is hardly surprising then that 

the MSCI World Equity Index earnings declined some 10.6% in USD’s over the year.  

Even a small equity market rerating failed to prevent a 7.2% slump in USD returns.  

Going forward, however, earnings are expected to rise some 20%, which when coupled 

with attractive valuations, offers investors’ potentially high relative returns.   
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In contrast, the JSE All Share Index earnings grew some 26.7% over the past year 

underpinned by a 44.4% gain in resource earnings which were already falling off a cliff.  

With the trend in earnings falling sharply and $-metals prices declining 18.4%, a derating 

in resource stocks was inevitable.  As a consequence, the market’s upside was limited 

with the All Share Index derating from a price to earnings (PE-) multiple of 14.9X at the 

beginning of the year to some 12.4X at the end of the year.  Although earnings growth in 

the coming year is expected to be far less robust, the entry level multiple for the market 

is attractive suggesting double digit returns in the year ahead.  
 

2.3 Looking Ahead 
The Global Economy 

Despite recent global growth downgrades by the International Monetary Fund (IMF), 

market sentiment has improved somewhat pointing to a gradual recovery in global 

economic activity from current depressed levels.  Evidence of this includes green shoots 

of a US economic recovery and tentative signs of a bottoming in Chinese economic 

activity which has underpinned risky assets over the past quarter.  A surge in US 

mortgage refinancing, a pick-up in house prices and building activity and ongoing 

expansion in both the manufacturing and services sectors suggest the US should grow in 

line with trend.  China, in turn, continues to see expansion in its services sector, a 

turnaround in money supply growth, benign inflation and more recently a rebound in 

export activity, suggesting the economy may have bottomed in Q3. 
 
The US Fed’s QE3 programme, biased towards Mortgage Backed Securities, has been 

the catalyst for the resurgence in US mortgage refinancing with a commensurate decline 

in both mortgage yields and spreads.  Similarly, the ECB’s Outright Monetary 

Transactions programme has reduced the risk premiums on Eurozone peripheral 

sovereign debt.  Although the US fiscal cliff poses a potential threat to global growth, the 

base case scenario is that a negotiated fiscal settlement will reduce US GDP growth by a 

more subdued 1% to 1.5% rather than a potential 3.8% in 2013.   
 

While the outlook for emerging markets also deteriorated as export growth has 

decreased due to strickter European fiscal policies and generally weaker international 

trade, greater flexibility exists on both the fiscal and monetary policy front to drive 

economic growth forward.  
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The South African Economy 

Back in South Africa, economic growth has been revised lower to some 2.3% this year 

on man-days lost due to strike action in the mining and transportation sectors.  The loss 

of production and more importantly foreign exchange earnings has highlighted the 

country’s vulnerability to capital flight following net inflows into the bond and equity 

markets of some R70bn this year.  With the current account deficit widening (as a result 

of the strikes) and the financial account under pressure from dividend and coupon 

outflows linked to foreign ownership of SA assets, the rand remains vulnerable to a 

change in foreign investor sentiment.  It is estimated that foreigners hold around 35% of 

South African bonds and substantially higher percentages of retailers. 
 

Given the above-mentioned balance of payments concerns and the recent increase in 

inflation expectations, the door is effectively closed to further interest rate cuts in the 

current growth cycle.  Although Q3 and Q4 GDP growth will be weak, Q1 2013 could see 

a rebound in growth as labour returns to work further dampening the outlook for interest 

rates.   
 

With private sector fixed investment likely to remain subdued given an uncertain policy 

environment, public sector spending will partially compensate for this milder investment 

as infrastructure spend eventually gains traction over the coming years.  Above inflation 

wage settlements and social welfare grants up to some 15 million people are also 

expected to underpin consumption expenditure helping to partially offset the drag on 

disposable incomes from rising food, fuel and utility prices.  Growth in 2013 is estimated 

at around 3%.   
 

With economic growth being revised lower, a dislocation between consensus earnings 

and the real economy has arisen.  The domestic Purchasing Managers Index has fallen 

sharply to around 47 index points indicating a contraction in manufacturing production, 

while the leading economic indicator is barely in positive territory.  Implicit in these real 

economy variables is that earnings growth will be flat to negative over the next six to nine 

months highlighting the risk that equities could underperform more defensive fixed 

income asset classes over this period.   
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Equities 

Notwithstanding the dislocation between the real economy and expected growth in 

earnings, the domestic equity market is currently fairly valued.  As a consequence, the 

real economy data will improve in 2013 implying somewhat better earnings growth in the 

year ahead.  It must be stressed, however, that market volatility will rise over the 

remainder of the year given political uncertainty domestically the Chinese political 

transition that could still see a change in the country’s growth model and the looming US 

fiscal cliff.  Despite these risks the Fund retains an overweight equity bias expecting low 

double digit returns in 2013.  
 

Bonds 

In light of the carry trade and greater scope for further monetary policy relaxation in 

emerging markets, duration risk is substantially less than that for developed market 

bonds where yields have been artificially depressed. Following ratings downgrades, 

heightened currency risk on balance of payments constraints, upward revisions to 

inflation and policy uncertainty ahead of the ANC’s Elective Conference later this year, 

SA bonds are trading meaningfully below our fair value estimate of some 8% on the All 

Bond Index.   
 
Summary 

In summary, against this backdrop, risk assets offer sufficient risk premiums and margins 

of safety in valuations to justify overweight positions in global equities (including SA), 

emerging market bonds and both local and global corporate bonds.   
 

3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 
3.1 Life Stage Model (LSM) 
Just to refresh everyone’s memory; the Management  Committee implemented  the 

Investment Policy Statement (IPS) during 2005 with the  objective  to generate sufficient 

returns that a member should be able to buy a pension rendering about 75% of salary at 

retirement after a membership term of approximately 35 years.  To achieve this the Life 

Stage Model (LSM) was introduced during July 2005. It then consisted of three life stage 

portfolios namely the Aggressive Portfolio (AP), the Moderate Portfolio (MP) and the 

Conservative Portfolio (CP). A fourth portfolio, the Protected Portfolio (PP) was added to 
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these three investment portfolios during August 2011, the purpose of which is capital 

protection during the last two years before reaching retirement age at 65.  
 

3.2 Life stage portfolios: AP, MP, CP and PP 
The four life stages of the LSM are designed that a member’s funds are invested in higher 

risk investments (AP) in his/her younger years up to 50.  It is thereafter transferred to the 

lower risk portfolios (MP and CP) in the years closer to retirement.  Then finally it is 

transferred to a capital protection portfolio (PP) during the final stage until retirement.   
 
Members are automatically transferred from one life stage to the next as they reach the 

relevant age.  This transfer is however not done at once when reaching the transfer ages, 

that is 50 (MP), 60 (CP) or 63 (PP). The investment markets may be very low on such 

one specific day with negative results for a member migrating from the more aggressive 

to the more conservative next phase portfolio.  To prevent such single day event, 

members are switched in four quarterly batches starting one year ahead, thus smoothing 

any extra ordinary market event.  
 

The returns of the life stage portfolios for 2011/12 were as follows:  

  Jul-11 Aug-11 Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12 
 

2011/2012 
Annualized  

AP -0.74% 0.35% 0.33% 4.81% 0.89% -0.57% 2.77% 0.67% -0.05% 1.32% -0.69% 0.83% 10.23% 

MP -0.54% 0.56% 0.20% 3.56% 0.89% -0.14% 2.28% 0.50% 0.55% 1.21% -0.61% -0.89% 9.68% 

CP -0.18% 0.44% -0.46% 2.51% 0.94% 0.33% 1.84% 1.02% 0.69% 1.06% -1.15% 1.31% 8.63% 

PP N/A N/A 0.27% 0.43% 0.45% 0.51% 0.55% 0.47% 0.54% 0.55% 0.54% 0.56% 6.01% 
 

 

The fluctuating monthly returns are evidence of the volatility in the investment 

environment during the 2011/12 period. The defensive nature of the Moderate Portfolio 

and the Conservative Portfolio is illustrated in the returns reflected in the table above. It 

can be seen that during the months that the Aggressive Portfolio was under pressure the 

MP and CP outperformed the AP. In the end the AP slightly outperformed the MP by 

0.55% and the MP outperformed the CP by 1.05%. Due to a more subdued investment 

market during 2011/12, the difference between these 3 portfolios is smaller than in 

previous years but it is still in line with the objective of the IPS. In order to attain the 

objective of the IPS to accumulate enough wealth for a member over about 35 years of 

service to be able to buy a pension equal to about 75% of the last year’s salary, there are 

annual return targets set for the three risk profiled portfolios. Over the past financial year 
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all three these portfolios outperformed their respective benchmarks and all three are still 

ahead of benchmark since inception during July 2005.   
 
 

The annualized returns for the past seven years since the inception of the LSM during 

July 2005 are as follows: 
 

AP MP CP GP  CPI 

12.91% 11.79%  11.71%   9.54%  6.41% 
 

 

This annualized outperformance of the CPI is quite significant in assuring to sustain the 

IPS objective in the long run. 
 
 

3.3 Guaranteed Portfolio (GP) 
The GP, being a low risk investment with specific capital protection guarantee and even a 

minimum guaranteed return, will underperform the more risky investments during good or 

moderate equity market conditions.  This was again the case during 2011/12.  The 5,48% 

return of the GP compares to the money market returns of 5% to 6%.  Members are 

however again cautioned that the GP and similar conservative investment vehicles are 

not for the young and brave with long investment horizons.  The lag in returns over the 

long term will result in under provision at retirement age.  The GP is rather for the 

matured member who is getting close to the end of his career and cannot afford to take 

any investment risks.  A young member with a long investment horizon should rather be 

invested in the applicable age related life stage portfolio than in a conservative portfolio 

such as the GP. 
 
 

3.4 Exit Portfolio (EP) 
The EP is a money market investment with no exposure to equities.  Due to the low 

interest rates it delivered a return of 5, 98% for 2011/12.  The EP is for members in the 

process of being exited from the Fund.  However it was offered as an investment choice 

to members who were very risk averse and who missed the boat with the once per year 

closing date of the GP.  In the interim the EP has again been designated for exiting 

members only and as mentioned,  the PP was added from August 2011 as a fourth life 

stage which may also be used as a member investment choice.   
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3.5 Member Investment Choices 
The IPS is developed for the average member; however provision was also made for 

individual circumstances by allowing for member investment choices. The fund credits of 

members are automatically invested in the relevant life stage portfolio according to age.  

However members may, subject to certain conditions, exercise a written choice if they 

wish to invest contrary to the applicable life stage. 
 
Fund credits may be split between the five portfolios (AP, MP, CP, GP and PP) to a 

maximum of two portfolios.  Members cannot invest in more than two investment 

portfolios simultaneously.  Members who exercised a member investment choice will 

remain invested accordingly until written notification to the Fund otherwise.   
 
Member investment choices in respect of the AP, MP, CP and PP may be done at any 

time.  Member investment choices in respect of the GP (in or out) can only be done once 

a year, usually no later than 31 May of each year.  The exact date may change slightly 

from year to year.  
 

3.6 Returns going forward 

• The returns of the life stage portfolios for the first  four months of the new 

(2012/13) financial year are as follows: 
 

 Portfolio Jul 12 Aug 12 Sept 12 Oct 12 TOTAL

Aggressive 1.48% 1.75% 1.36% 2.62% 7.40%

Moderate 1.34% 1.53% 1.13% 2.20% 6.35%

Conservative 0.93% 1.01% 1.34% 1.23% 4.58%

Protected 0.64% 0.47% 0.49% 0.52% 2.13%

 

The total return for the three risk profiled portfolios (AP, MP & CP) over the four 

months looks promising when projected for the year ahead.  However it would be 

dangerous to merely project the return for the four months over the remaining 

eight months. Although the first few months started with a deep kick off there are 

already cooling off signs with equity markets that may have run a bit too hard and 

too fast resulting in an overbought situation.  
 
The return of the PP is in line with current short term interest bearing investments 

thus rendering capital protection at a rate about equal to inflation. 
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• The GP return parameters for 2012/13 are as follows: 

Maximum guaranteed return  : 4, 0% 

Maximum possible additional return : 4, 5% 

Total possible maximum return  : 8, 5%  
 

The possible additional return is linked to the performance of the equity market 

as reflected in the All Share Index: Top 40 Shares (ALSI 40).  Participation in the 

ALSI 40 returns will only commence after the first 3% increase since inception on 

1 July 2012.  This so called “3% out of the money” structure was implemented to 

obtain a reasonable guaranteed growth of 4% and to maximize the possible 

additional capped return of 4, 5%. 
 

4. ACTUARIAL VALUATION 
Last year the 3-year statutory actuarial valuation was done for the period 1 July 2008 to 

30 June 2011 by an independent actuary approved by the Registrar of Pension Funds. 

This compulsory 3 year statutory valuation was this year followed up by a voluntary 

interim valuation for this financial year.  Like the 3-year statutory valuation this 1-year 

interim valuation again confirms that the Fund is in a sound financial position.  It also 

confirmed that the risk benefits budget and administration costs are managed very 

responsibly with the desired cost effective results, being 0, 59% of salary for 

administration costs and 3, 49% for risk benefits cost.  This led to the healthy state of the 

risk reserve, currently about R270 million, which may require a partial distribution to 

members. The Management Committee will consider this at its meeting scheduled for        

5 December 2012, taking advice from the Actuary. 
 
As reflected in the presentation by the Actuary, which will follow soon, the membership of 

the Fund is still growing steadily with 1940 new members joining the Fund during the 

reporting period. This translates to a growth of 6.5%.  On the other hand 1291 members 

exited the Fund due to resignation, retirement and death. According to the latest data in 

the records of the Registrar of Pension Funds the Fund is still the biggest retirement fund 

in the municipal arena both with regards to membership and asset value. The size of the 

Fund stands it in good stead to render a very cost effective service to its members 

because of the advantage of economies of scale. It renders good leverage to negotiate 
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competitive prices with service providers including asset managers and the fund 

administrator. 
 

5. FINANCIAL STATEMENTS 
The financial statements for the year ending 30 June 2012 are included in the agenda 

and will be open for discussion later during this meeting.  The independent external 

auditors, Deloitte & Touché, are satisfied that the financial statements, in all material 

respects, fairly represent the result of the financial activities of the Fund for the 2011/12 

year. The Fund again received a clean unqualified independent audit report. The external 

auditors also confirmed in writing that the existence of the Fund’s assets has been 

verified.  
 

It will be noticed from the financial statements that about R1¼ billion accrued in 

contributions and R940 million was paid in benefits to exiting members.  The investment 

income was about R1 billion and the total asset value exceeds R13 billion.  Indeed, the 

Fund is no small operation at all.  It matured not only into the biggest retirement fund in 

the municipal playing field but also to a significant player in the retirement industry in 

South Africa at large. 
 

6. RULE AMENDMENTS 
The following is a summary of rule amendments approved and registered by the Registrar 

of Pension Funds during the reporting period: 
 

NUMBER SECTION DESCRIPTION 
MGF09 1, 2, 10, 

24, 27, 29, 
30, 33, 34 
& 41 
 
 
 
 
 

1. Various amendments regarding the Fund accounts 
to comply with the requirements of the Chief Actuary 
of the Financial Services Board. Refer to paragraph 
1.5 of this Schedule E. 

2. Amendment of various definitions. 
3. Provision that a death benefit may be transferred to 

a retirement annuity if elected by the beneficiary of a 
deceased member. 

4. Provision that an unclaimed benefit can still be 
claimed after two years. 

MGF10 33 Provision of immediate needs death benefit to 
members. 

 

More detail about any of these rule amendments is available from the offices of the Fund. 
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7. HOUSING LOANS 
7.1 Pension back lending schemes 
The Standard Bank pension backed home loan lending scheme was introduced during 

July 2007 at a discounted interest rate of prime minus 2, 5%.  Standard Bank decreased 

this discount to the prime lending rate minus 1, 25%, effective from November 2009.  This 

discount was further cut to zero since August 2011. 

  

It was reported at last year’s annual meeting that the Fund negotiated with  another player 

in this field and that First National Bank (FNB) was subsequently engaged at a  discount 

of  1, 25% to the prime lending rate.  Although the tempo at which the municipalities have 

been signing the agreement with FNB to deduct the monthly installment is disappointing, 

it is encouraging that almost 65% of the membership now also have access to the FNB 

Smart Housing facility. Despite various efforts by FNB and the Fund the take up by some 

municipalities is very slow, not because the council is reluctant to participate but merely 

because the administrative machinery is too slow to get a resolution from the council. 

Currently there are still about 60 municipalities representing 25% of the membership 

outstanding. Having regard to the competitive pricing by FNB these members are 

deprived from an excellent opportunity to stretch their monies. 

The current rates and fees of the two banks are as follows: 

 Initial fee Monthly admin fee Interest rate 
Standard Bank R450 R27.50 Prime  

FNB Nil R5.70 Prime minus 1.25% 
 

The Standard Bank scheme has not been replaced by the FNB scheme.  The two 

schemes exist alongside each other and members can choose which to use but may not 

have loans with both banks’ pension backed lending facilities.  If a member takes up a 

loan with FNB Smart Housing, the Standard Bank loan must be transferred to FNB and 

vice versa. 
 

7.2 Direct housing loans from fund credits 
Since June 2007 no housing loans have been granted to members funded directly from 

their fund credits.  The total balance of all the direct loans on the Fund’s books was then 

R552 million. As members terminate membership or transfer their direct loans to 
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Standard Bank or FNB, the balance is constantly decreasing.  The balance as at 30 June 

2012 decreased by about 70% to R163 million.   
 

 

Members are reminded that in the event of direct housing loans, the installment paid by 

each member is directly allocated to such member’s fund credit. This means that all 

interest levied as required by the Pension Funds Act is allocated to that member and that 

member only.  The interest rate has been reduced from the fixed rate of 15% per annum.  

It is now a floating rate linked to the repo rate as determined by the Reserve Bank plus 

5,5%.  With the repo rate at 5, 5% during the reporting period the interest rate on direct 

housing loans funded from fund credits was therefore 11% per annum. However since the 

repo rate cut of 0.5% on 19 July 2012 the interest rate applicable to direct home loans is 

currently 10.5%. 
 

Although the position regarding direct home loan arrears did improve slightly it remains a 

concern.  Like last year, member representatives are again requested to urge members to 

keep their loan accounts up to date.  Accumulated arrears have a negative tax implication 

upon exit from the Fund because although the capital owing is reversed against the fund 

credit, the accumulated interest is regarded as income by the Revenue Services and is 

therefore added to the retirement benefit for purposes of tax calculation.  
 

8. FUNERAL BENEFIT AND IMMEDIATE NEEDS DEATH BENEFIT 
At the annual meeting last year it was reported that the Registrar declined the Fund’s 

request to increase the funeral benefit because it is not a pension benefit authorized by 

the Pension Funds Act.  It was then undertaken that further discussion would be engaged 

with the Registrar of Pension Funds in an effort to resolve the matter.  Extensive 

correspondence and meetings with the Registrar ensued, to no avail.  The Registrar 

informed the Fund that the current funeral benefit may not be increased because it 

exceeds the R7 500 per person level allowed by the Long Term Insurance Act.  However 

as the current R10 000 cover is already included in the Fund Rules the Fund may 

continue to apply it, but no increase would be allowed. 
 

As mentioned, this is because the Act does not allow a funeral benefit as a pension 

benefit. The Act does however allow for a death benefit. The Management Committee 

subsequently amended the Fund Rules to allow for additional death benefits to be payable 
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and an amount of R20 000 has been added to the existing death benefit since            

1 September 2012. This is referred to as an immediate needs death benefit. It is payable 

upon death of the member only and will be payable to the dependents of the member 

upon his death to cater for immediate needs including funeral expenses. 
 

This does not replace the existing funeral benefits but is paid in addition to the 
family funeral plan.  The immediate needs death benefit may only be paid to a 

beneficiary of the deceased member and will be paid within 48 hours upon receipt of the 

prescribed application form together with the supporting documentation. This must be 

submitted to the Fund Administrator, Coris Capital.  The application form can be obtained 

from Coris Capital on 012 683-3900 / 0800 118 334 or from the Fund’s office on          

(011) 450-1224. 
 

9. RETIREMENT AGE 
9.1 MEPF confusion 
From enquiries received by the Fund the confusion created by the misleading 

circular distributed by the Municipal Employees Pension Fund is still reigning. It is 

re-iterated that the normal retirement age of the Fund is 65 years of age and that 

there is no legislation requiring the Fund to decrease it to 60.  Members may 

go on early retirement from 50 years of age onwards. 
 

For the sake of completeness I quote as follows from the 2010 MGF Journal: 
 

“The Fund Administrator of the Municipal Employees Pension Fund 

(MEPF) circulated a letter dated 1 February 2010 to municipal managers 

advising that the ‘Municipal Employees Pension Fund has amended 

section 1 of the Rules of the Fund that deals with retirement age, to be in 

line with amended Section 10 of the Social Assistance Act 13 of 2004’ and 

further that ‘members who has attained 60 years of age from the 1st 

January 2010 will have to retire from their municipality and the Fund be 

properly advised as such….’  
 

This ambiguously worded circular created confusion amongst some 

members of the MGF as well as some human resources practitioners of 
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municipalities.  They understood it to mean that the Social Assistance Act 

requires such amendment of the rules of the pension fund and that it is 

also applicable to the MGF.  This is however not the case.  The Social 

Assistance Act has no relevance to pension fund matters.  The act 

applicable to pension funds is the Pension Funds Act, 1956.  The Social 

Assistance Act deals with social grants and has been amended to do 

away with the gender discrimination where females qualify for the social 

grant at age 60 but males only at age 65.  Hence, the male qualifying age 

was decreased as follows: 
 

1 April 2008 : 63 

1 April 2009 : 61 

1 April 2010 : 60 
 

This has nothing to do with pensions and in fact Government refrains from 

calling it a pension and insists to call it social assistance or social grant 

because if it is referred to as pension it may create expectations that it is 

an obligation to be paid for ever. 
 

The compulsory retirement age for MGF members is and remains 65.  

The trustees of the MGF will never be so irresponsible to change the age 

unilateral to 60 or any age less than the existing 65.  A decrease in 

compulsory retirement age has a severe damaging effect on the member’s 

financial position.  It means less years of employment with less income 

generating years which mean fewer years to save for retirement and more 

years dependent on the retirement savings.”  
 

9.2 Extended retirement age 
Contrary to the notion by the MEPF to decrease the retirement age, requests were 

received that the Fund Rules be amended to provide for an extended retirement 

age, such as 69 on condition that the employer and member may mutually agree 

accordingly. This would allow members whose employers wish to keep experience 

in service a bit longer to still continue with their existing retirement arrangement. 

Apparently the e-Joburg Fund has such provision in its rules.  
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9.3 Inflow of former MEPF members 
Since the compulsory retirement age of  60 has been implemented by the MEPF the Fund 

is experiencing an increase in the number of new members joining the Fund in the 60+ 

age group. Although members of the MEPF are now obliged to retire as members of the 

MEPF at age 60, the municipalities allow them to remain in employment until 65 and to 

join another retirement fund for the last 5 years of employment. This have a potentially 

negative impact on the Fund’s risk benefits costs. The risk benefits are structured to 

accommodate the cost of risk benefits according to the usual risk profile. The age group 

60+ presents a higher risk profile than the younger age groups.  It can be expected that 

an abnormal inflow of members in the 60+ age group will increase the cost of risk 

benefits.  Currently the death benefit scales down monthly pro rata from 4 times salary at 

55 to 2 times salary at 65.  This means that the death benefit is still 3 times salary at 60, 

tapering down monthly to the minimum of 2 times salary at 65.  In the majority of cases a 

member passing away at this age belonged to the Fund for a number of years and 

contributed to the Risk Reserve for some time.  Members joining the Fund at 60 attract a 

higher risk to the Fund while not having contributed to the Risk Reserve for a prolonged 

period.  In order to counter this negative impact the Management Committee, after 

consultation with the actuary, resolved to limit the risk benefits (death and disability) to 

two times salary for those joining at age 60 or older.  This does not apply to existing 

members.  The claims history will be watched going forward and if need be a further limit 

will be considered, for instance 1, 5 times or 1 time. 
 

10. MEMBER ADMINISTRATION  
Just to briefly recap on the historical development of the member administration.  When 

the Fund was established on 1 January 1994 the member administration was done by its 

sister fund in Benoni, the Joint Municipal Pension Fund (JMPF).  During 1999/2000 the 

reliability of the old main frame computer system became so dodgy that the 

implementation of a new modern administration system could no longer be postponed.  

The off-the-shelf solutions were not suitable for the funds administered by the JMPF.  A 

soft ware developer, MIP, was engaged to develop a tailor made solution.  The staff of 

the Fund was intimately involved in this exercise to ensure that it would meet the criteria 

and requirements of the Fund.  The result was a stable robust and dedicated employee 

benefit administration system. It was such a successful system, that MIP introduced it to 
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the pension industry at large.  During 2002, when the JMPF could not proceed with the 

administration service due to regulatory and other considerations the Fund had to scout 

the market for an alternative fund administrator.  At that stage the MIP system has 

become known in the market for its reliability and innovative applications and three fund 

administrators have already started to convert their systems to the MIP system.  Due to 

the importance of a reliable system and the confidence in the MIP system the Fund asked 

tenders from all three administrators who used the MIP system.  Eventually Coris Capital 

Limited was appointed as administrator, effective 1 October 2002.  Although a young 

company, created by privatizing the in-house administration of the Iscor retirement funds, 

the staff had extensive experience in fund administration. 
 

The rest is now history.  How Sanlam was investigating the market for a reliable 

administrator to take over their administration platform of about 350 000 members and 

that a full survey of the administrators’ market resulted in Coris as the provider of choice 

both because of the integrity of the very robust MIP system as well as that of the human 

capital which included a high ratio of chartered accountants.  It was previously reported 

how this business model developed with Sanlam firstly bought 50% and how the Fund 

and its members reap the benefits of a strong capital base behind the administration.  

Throughout this development during the past 3 years the Coris administration license with 

the Financial Services Board was maintained in order to avoid any uneasiness that 

members could have about these changes.  The Board of Trustees is very wary of the 

strong branding which the Coris name carries and it is important to the trustees that the 

stability and trust associated to this brand not be disrupted from a member’s perspective.  

Due to the excessive cost to maintain the FSB license for the Fund only and since the 

transfer has been completed seamlessly in the interim it was resolved that the Coris 

administration license could now be cancelled and that the Fund, like all the other clients 

also be administered under the existing Sanlam administration license.  Apart from the 

Coris branding making way for the Sanlam branding it will be business as usual.  The 

systems, people, services and physical location will remain the same.  It is an explicit 

condition of the cession of the administration contract from Coris to Sanlam that the staff 

allocated to the Fund’s administration shall remain as is.  It was in any event a strategic 

decision by Sanlam right from the word start to keep two main operations; the Cape Town 

operation for the southern clients and the Centurion operation for the Gauteng clients. 
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11. RETIREMENT REFORM  
11.1 At Central Government level 
 Last year’s Chairperson’s report included the following about the government’s plans on 

retirement reform: 
 

“National Treasury indicated that a discussion document would have been 

released in September 2011 (which is still being awaited) paving the way for 

government to put legislation in place which will make it harder for members 

to take their pension benefits in cash when they change jobs.  This forms 

part of government’s plan to introduce a compulsory pension system which 

will force people to save for retirement and reduce their dependence on the 

state when they retire.  Olana Makhubela, National Treasury’s chief director 

for financial investments and savings, said that the legislation could be in 

place before the end of June 2012, after government has engaged in 

extensive public consultation. 
 

The second phase of rolling out the compulsory pension system will involve 

the establishment of a national social security fund, to which every working 

South African will be forced to contribute.  National Treasury is formulating 

a discussion paper dealing with all the technicalities of setting up the fund.  

The timeframe for establishment of the fund has yet to be determined.” 
 

Contrary to what was indicated by government, nothing transpired in this regard during 

2011. The first was the announcement of intention in the 2012 national budget on          

23 February 2012. This was eventually followed by the public release on 14 May 2012 by 

National Treasury of a document titled Strengthening Retirement Savings: Overview of 

the 2012 Budget Proposals.  This document was merely a historical overview document 

without any specific proposals.  It indicated that the following five discussion documents 

would be released between June and October 2012: 
 

Paper A : Retirement fund costs – Reviews the costs of retirement funds and 

measures proposed to reduce them.  Paper due to be released by 

October 2012. 
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Paper B : Providing a retirement income – Reviews retirement income markets 

and measures to ensure that cost-effective, standardised and easily 

accessible products are available to the public.  Paper due to be 

released by June 2012. 
 

Paper C : Preservation, portability and uniform access to retirement savings – 

Gives consideration to phasing in preservation on job changes and 

divorce settlement orders, and harmonising annuitisation 

requirements.  The aim is to strengthen retirement provisioning, long-

term savings and fund governance.  Paper due to be released by 

June 2012. 
 

Paper D : Savings and fiscal incentives – Discusses how short- to medium-term 

savings can be enhanced, and dependency on excessive credit 

reduced, through tax-preferred individual savings and investment 

accounts.  It also discusses the design of incentives to encourage 

savings in lower-income households.  Paper due to be released by 

August 2012. 
 

Paper E : Uniform retirement contribution model – Proposes harmonising tax 

treatment for contributions to retirement funds to simplify the tax 

regime around retirement fund contributions.  Paper due to be 

released by August 2012. 
 

Papers B and C were released on 21 September 2012 with papers D and E following on 

4 October 2012. Paper A is still to be released. The contents of these papers are briefly 

summarised as follows: 
 

Paper B: Enabling a Better Income in Retirement, deals with the position when a 

person is already in retirement.  Its focus is on the existing products on offer that will 

provide an income after retirement and it provides an overview of the current annuities 

market.  Its main emphasis is on living annuities compared to life annuities.  It favours 

living annuities because of the guaranteed income with the potential to decrease the 

financial burden on government.  The paper does not present specific proposals but it is 
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suggesting various options that will be tested with the industry and Nedlac before 

proposals are formulated.  This paper also does not deal with costs of retirement 

products, which will be dealt with in a separate paper to be released by the end of 

October 2012, namely Paper A: Retirement Fund Costs.  Although Paper B is 
informative it does not have an impact on the Fund at this stage.  In time to come as 

it goes through the different stages to the proposal stage there may be a proposal that all 

retirement funds should include an arrangement for members to have access to a cost 

effective retirement annuity, be it created in the fund itself or be it an arrangement with 

an external provider of annuities.  This should not be problematic for the Fund to 

implement if and when the time comes. 
 

Paper C: Preservation, Portability and Governance, deals with the preservation of 

retirement savings until actual retirement.  Again no firm proposals are put forward but 

various options are suggested which will be the basis for further discussion with industry, 

including Nedlac.  It is however again re-iterated that vested rights will be protected.  The 

vested rights are however a bit more clearly described.  The intention is that a restricted 

approach will be followed.  The existing fund credit of a member as at a future date when 

a new dispensation is implemented will be excluded from the new dispensation.  

However the future growths of the then existing fund credit together with the new 

contributions will be subject to the new dispensation.  The fund credit as at 

implementation date will thus be frozen and treated according to the old dispensation at 

date of exit of the member.  The alternative approach would be that the growth on the 

frozen fund credit also be excluded from the new dispensation.  This is however not 

canvassed by government because of its complexity, as mentioned during a discussion.  

With modern day technology it would not be complex to calculate the growth separately 

and it is suggested that the restricted approach is rather a policy than practical principle.  

Government gave an assurance at the initial stage (27 June 2008) that vested rights 

would be protected and they cannot deviate from that.  However if the alternative 

approach is followed it would take many more years to reach the ultimate goal of 

government, hence the direction that the growth on the existing fund credit will not be 

ring fenced. 
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It is envisaged that all retirement funds will in future be required to create a preservation 

fund or provide for deferred membership in the event of members who has not made 

arrangements for the preservation of their retirement savings when exiting a fund prior to 

retirement.  This should not be problematic for the Fund as the Fund Rules already 
provide for deferred membership.  These are still early days and once firm proposals 

have crystallized it will be submitted to all stakeholders for inputs before legislation is 

passed. 
 

Paper D: Incentivising Non-retirement Savings, contains proposals for a non-

retirement savings product supported by tax incentives.  It expands the current tax-free 

interest income regime by replacing it with wider investment options.  It suggests tax free 

returns, growth and withdrawals by limiting contributions to R30 000.00 per year and 

R500 000.00 over a lifetime with acceleration options if older than 45.  This paper has 
no impact on the business of the Fund. 
 

Paper E: Improving Tax Incentives for Retirement Savings, proposes to simplify the 

current tax regime through a uniform tax treatment of contributions to retirement funds.  

The matter about one maximum percentage allowance for employer and employee 

contributions is addressed in this paper.  As reported previously two categories are 

proposed namely the 22.5% and 27.5% limit together with a monetary threshold.  The 

proposal for 44 years and younger is a maximum of 22.5% of salary, capped at 

R250 000.00 of taxable income and for 45 years and older it is 27.5% of salary, capped 

at R300 000.00 of taxable income.  A minimum of R20 000.00 will also apply to provide 

for low income earners to contribute more than the percentage limits.  The percentages 

will be applied to the higher of the “taxable income” or “remuneration”.  However it must 

still be determined whether the percentages will be applied to “taxable income” or 

“remuneration” as currently defined in the Act or whether an adjusted “taxable income” or 

“remuneration” will be used.  Discussions with the public are scheduled for the latter part 

of 2012 to accommodate the proposed effective date of 1 March 2014 for the 

implementation of the percentages.  These percentages will not have a direct impact 
on the Fund but the direct impact on the members may have an indirect impact on 
the Fund.  The majority of members currently contribute at a rate of 29.5% which is fully 

tax deductible.  The lower tax deductibility (22.5% and 27.5%) will reduce the take home 
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pay of members.  The difference between the actual contribution rate and the cap will be 

allowed as a tax deduction at retirement. 
 

In summary there is no reason for members to panic that government will lay their 

hands on their hard earned savings.  Any changes envisaged will be introduced 

gradually without effecting existing savings and vested rights.  From various discussions 

attended it is clear that National Treasury, which has been appointed as custodian of this 

huge project has a clear understanding of the extent of the exercise and that it is a long 

term project of 15 to 20 years. 
 

If one considers that the first announcement on retirement reform was made during the 

national budget speech on 26 February 2003 followed by the first discussion document 

released by National Treasury on 15 December 2004 and that the first phase only is 

scheduled for implementation on 1 March 2014, one has to acknowledge that ample 

prior warning signals went out to the public. Adding the undertaking that vested rights will 

be protected and any new arrangements will not be applicable to existing savings but 

only to new money the impact on existing members is greatly reduced. 
 

11.2 At Local Government level 
The latest (27 July 2012) collective wage agreement of the South African Bargaining 

Council includes the following provisions about retirement funds (clause 9): 
 

• From 1 August 2012 newly appointed employees may only join a defined contribution 

retirement fund.  The MGF qualifies in this regard. 

• From 1 July 2012 newly appointed employees will receive an 18% employer 

contribution towards a retirement fund.  The rules of the MGF are compliant to 

accommodate this arrangement. 

• The parties will conclude a collective agreement on the rationalization of retirement 

funds no later than 31 December 2012 or a later date agreed upon.  Apparently a 

process of accreditation of retirement funds such as with the medical funds will be 

followed.  MGF, being the biggest retirement fund in the municipal playing field, both 

in respect of asset value and membership should qualify for accreditation. 
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12. DIVORCE CLAIMS 
Since the legislation has been amended to allow for early withdrawal to meet a divorce 

claim, it appears as if there is a significant increase in these claims.  The industry is 

concerned that not all these claims are bona fide and that it cannot be excluded that 

some couples go through an amicable divorce only to get access to their retirement 

savings.  Although the Fund shares this concern it cannot prevent such practice.  The 

only way to prevent it is to successfully pursue a criminal case of fraud.  The chance of 

success is extremely slim taking into account that neither of the husband or wife will 

testify against each other if they were in cahoots. 
 

Although it is appreciated that such extreme action to go through a divorce to get access 

to one’s retirement savings is driven by desperation due to financial strain, members 

needs to be cautioned that the consequences of prematurely depleting one’s retirement 

provision can be equally disastrous as one’s current financial dilemma.  In fact it can even 

be worse as it will hit you at a more vulnerable life stage with little or no alternative source 

of income or ability to create such source due to old age.  Members are sincerely and 

purely in their own interest, urged to think twice before reverting to such practice to get 

hold of their retirement savings. 
 

13. TERM OF OFFICE OF REPRESENTATIVES AND TRUSTEES 
In order to enhance continuity the Management Committee resolved to amend the Fund 

Rules to extend the term of office of representatives on the General Committee from 2 to 

4 years.  Once this rule amendment has been registered by the Registrar of Pension 

Funds the current representatives will hold office until November 2016. 
 

Consideration is currently also being given to amend the Fund Rules to allow a trustee to 

complete his 4-year term of office even though he may not be designated by his 

municipality to be a representative on the General Committee.  This will enhance the 

retaining of skills on the Board of Trustees. 
 

14. MANAGEMENT COMMITTEE 
The two employer vacancies that existed in the Management Committee at last year’s 

meeting were filled by councillors Ms Welheminah Molubi and Ms Lisbeth Mothata. These 
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two ladies are not only contributing their skills but also adds to the gender equality of the 

Management Committee.   
 

One of our stalwarts, Mr. Gerald Fourie, approaching retirement at Ekurhuleni 

Metropolitan Council, retired recently from the Fund as trustee.  We wish to express 

sincere appreciation to him for his valuable contributions to the well being of the Fund 

during the 16 years served by him as trustee including many years as member of the 

Executive Committee, as vice-chairperson and since November 2007 as chairperson of 

the Fund. His exceptional knowledge about Fund matters, his passion for the Fund, his 

thorough preparation for trustee meetings and his sound leadership will be remembered.  

 
The composition of the Management Committee is currently as follows:  

 

Mr. P.J. Venter Chairperson Member 

Cllr. M.W.W. Molubi Vice-chairperson Employer 

Mr. L.J. Modiga Exco member Member 

Mr. E.C. Alberts  Independent 

Mr. J.D.G. Venter Independent 

Mr. J.H. Grobbelaar Member 

Mr. E.C. Smal  Employer 

Cllr. S.K. Mashilo SALGA 

Mr. R. Ramare Member 

Mr. M.D. Mogakabe Member 

Mr. G.A. van Zyl Independent 

Cllr M.L. Mothata Employer 
 

 

The terms of office of Messrs Venter, Modiga and Ramare as well as that of Cllr Mothata 

expire today. Together with the vacancy due to the retirement of Mr Gerald Fourie there 

will today be an election for four employee (member) trustees and one employer trustee. 

Messrs Venter, Modiga and Ramare as well as Cllr Mothata are available for re-election.  
 

15. CONCLUSION 
In conclusion, sincere appreciation to the following people for their contribution to the 

business of the Fund during the past year; 
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• to all the staff of Coris Capital for the member administration services rendered with 

great commitment, with special mention of Ms. Christine Seierlein, accounts executive 

for the Fund and also to Coris Capital management for the generous conference gifts 

handed out here today,   

• to SMMI, for their role as asset consultants and especially in assisting with the 

monitoring of the objectives of the IPS and asset allocation to enhance the investment 

returns,  

• to all the asset managers, who have managed the investments of the Fund  with 

specialised skill and great transparency, 

• to Deloitte for rendering a thorough independent  auditing function, 

• to the actuaries, Alexander Forbes Financial Services, for the valuable advice on 

actuarial matters, 

• to the staff of the Fund for their continuous dedicated commitment to the Fund and its 

members,   

• to my colleagues, the members of the Management Committee, thank you very much 

for your valuable inputs and loyal support during yet another year, 

• then in the last instance, to all the delegates attending this meeting today, thank you 

for your presence and participation.  
 
I wish you all a wonderful festive season with lots of joy and a wonderful time with your 

families.  Best wishes for 2013 and may you face the challenges of the new year with 

renewed energy. 
 

Please be careful on the roads and may you all return safely to your homes today. 
 

Arrangements have been made for lunch at the close of this meeting to which you are all 

invited. 

 

 
 

P. J. VENTER 
CHAIRPERSON 
30 NOVEMBER 2012 
 
 


