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MUNICIPAL GRATUITY FUND 
 

CHAIRPERSON’S REPORT FOR THE PERIOD:  1 JULY 2012 TO 30 JUNE 2013 
 

1. WELCOME 
First of all, appreciation to our in-house pastor.  Thank you very much to Ms. Welheminah 

Molubi our Vice-chairperson for the scripture reading and prayer.  Please advise us in 

advance when you swop your councillor hat for a pastor hat in order that we may reserve 

the front seats in your church. May God bless you and your family. 
 

It is a great pleasure to welcome everyone here today at the 19th annual meeting of the 

General Committee of the MGF.   By the end of this year the Fund will be completing its 

first 20 years of existence. We can look back at a very blessed 20 years with excellent 

wealth creation for our members during cycles of high volatility and periods in which 

markets were very negative. Despite short term negative fluctuations, returns came 

through in the long run. It only shows that the retirement business is a long term business 

and patience is the magic word when dealing with retirement provision. 
 

We got used to and spoiled with, the very convenient Tshwane Council Chambers in 

Centurion as a meeting venue and when we were notified that our reservation was 

cancelled because of the Marikana Commission sitting it was with apprehension that we 

had to hunt for another venue. In order to limit inconvenience for delegates we had to 

look for an alternative venue in the same vicinity. This venue seems to be a close second 

to the Centurion venue and I trust that the proceedings will be as convenient as at the 

Centurion venue.  
 

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 for 

discussion. You will notice that there are not microphones in front of you and when the 

floor is opened for discussion, participants must please wait for the roving microphone. 

The sound system is sensitive for cell phone signal interference and you are requested to 

switch off your cell phones. 
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2. ECONOMIC MATTERS AND FINANCIAL MARKETS 
 

2.1 General overview 
The 2012/2013 financial year was dominated by concerns of the US fiscal cliff that entailed 

spending cuts of 85 billion US Dollars in 2013 and the exit from quantitative easing by the US 

Federal Reserve Bank, referred to as tapering.  In Europe, the adoption of common rules for 

the handling of bank failures by the EU put the banks at risks from a “run on the banks” by 

depositors.  That some countries considered the possibility of exiting the Eurozone also did 

not ease the situation in Europe.  A squeeze on interbank lending in China added to global 

growth concerns with commodity-intensive emerging markets particularly exposed.  China’s 

reforms of its capital and foreign exchange markets added to the uncertainty as the 

government adopted a more consumption-driven growth model. Notwithstanding all the above 

uncertainties, Japan introduced its own version of quantitative easing that amounted to a 

doubling in the country’s monetary base (currency in circulation and deposits held at the 

central bank).  

 

In the final analysis, the US sequester had a less marked effect on growth than initially 

expected, while the Fed tapering was delayed into 2014.  The risks to emerging markets from 

capital outflows, particularly those with large current account and fiscal deficits, are substantial 

- should the Fed begin tapering.  When the Fed announced its intensions to begin tapering 

towards the end of this financial year, emerging markets sold off heavily as capital flowed out 

of these countries.  This may again happen in 2014.   

 

2.2 Investment Market Returns 
Notwithstanding the uncertain policy environment over the past year, risk assets and high 

yielding assets like emerging market bonds outperformed their more defensive counterparts.  

A sharp depreciation in the rand/US Dollar exchange rate also resulted in offshore assets 

outperforming domestic asset classes.   

 
The best performing of all the broad asset classes, in rands, was global equities (40.7%), 

followed by global corporate bonds (24.8%), emerging market equities (21.6%) and emerging 

market bonds (21.4%).  Domestic equities came in next with a 21.0% return due to strong 

gains in industrial shares. The resources sector lagged both the industrial and financial 

sectors with gold stocks down 46.5% and platinum stocks down some 27.4%.   
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Looking forward, developed market equities still reflect the most upside potential from a 

fundamental valuation perspective, whilst developed and emerging market equities traded 

below their historical price to earnings multiples and their average price to book ratios.  In 

SA’s case, the market traded at a premium to its average price to earnings multiple, and in 

line with the mean price to book ratio.   
 

2.3 Looking Ahead 
Despite recent global growth downgrades by the International Monetary Fund (IMF), market 

sentiment has improved following gains in purchasing manager indices, capital spending and 

house prices suggesting the global economy is slowly gaining traction with the US leading the 

developed world.  Although emerging markets could see some 0.5% to 1% knocked off their 

growth rates as a result of Fed tapering, their growth rates will still outpace those of developed 

markets.   

 

The recently concluded agreement in the US Congress has simply delayed Fed tapering until 

at least March 2014, if not later.  This ongoing uncertainty of a US debt default also brings into 

question the US’s ongoing role as a reserve currency country following China’s rating 

downgrade of the US. The delay in tapering will be positive for emerging markets that are 

structurally vulnerable to capital flight as the Fed reduces its purchases of US treasuries. An 

orderly process of tapering, well planned and communicated could have a more muted effect 

than that seen earlier in the year when the Fed initially announced QE tapering. 

 

Chinese growth is likely to exceed the 7.5% targeted for this year and is likely to stabilise at 

around the 7% level over the longer term. Coupled with reforms in capital markets and interest 

rates and efforts to tighten financial supervision, China is expected to limit it’s risk of bank 

failures.  With huge foreign exchange reserves at its disposal, China is able to bail out its 

banks in the event of large defaults.  

 
In Europe, the Eurozone has also emerged from recession with PMI and sentiment indices 

showing positive gains.  We remain concerned about the sustainability of the recovery as 

consumption remains weak in the absence of increases in credit extension.   

 
In South Africa, economic growth has been revised lower to 1.9% and 3% for 2013 and 2014 

respectively. Consumption expenditure is expected to remain poor, constrained by household 
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indebtedness and declining unsecured lending, rising indirect taxes (think e-tolls) and 

administered prices.  Legislative uncertainty, particularly in mining (think Mineral and 

Petroleum Resources Development Amendment Bill), the Promotion and Protection of 

Investment Bill, labour market rigidity and increasingly onerous BEE codes of ownership are 

seen as hampering fixed investment growth.  At 19.3% of GDP, Gross Fixed Capital 

Formation is substantially below the requisite 25% to 30% level needed to support sustainably 

higher levels of employment growth.   

 
South Africa’s high “twin” deficits, in part due to a low savings rate at 13.3% of GDP, a rising 

government wage bill now at 39%, large increases in the number of social grant recipients and 

debt service costs of R141bn by 2016, all make the balance of payments vulnerable to foreign 

portfolio outflows.  For South Africa, Fed tapering in 2014 also remains an elevated risk. 

 
In light of the financial constraints discussed above and the country’s narrow tax base, a 

projected increase in the debt/GDP ratio to around 48% in coming years and structurally high 

unemployment, SA is at risk of a ratings downgrade.  In the event of a downgrade, SA will 

nonetheless still retain its investment grade status but will likely pay up in capital markets. 
 
In summary, investment views will require vigilance on the part of the investment managers of 

the Fund.  While there is a general bias in favour of risk assets, emerging market equities and 

bonds (including SA) will be vulnerable to capital flight resulting from Fed tapering.  Even 

though a normalisation in yield curves over time informs the underweight allocation to global 

bonds, there will be periods of relative outperformance from this asset class in the event of 

economic data disappointments and slowing earnings growth.  Investors are generally still 

expected to go in search for strong returns, implying investing in more risky assets, but will be 

a lot more aware of the risks inherent in valuations and the geopolitical landscape. 

 
3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 
3.1 Life Stage Model (LSM) 
The LSM is already in its eight year and still ahead of its return objectives. The declared 

objective is to generate sufficient returns that a member should be able to buy a pension 

rendering about 75% of salary at retirement (replacement ratio) after a membership term of 

approximately 35 years.  The following table indicates the target returns for each life stage 

portfolio of the LSM to achieve this replacement ratio objective as well as the actual 

annualized returns over the past eight years up to 30 June 2013. 
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PORTFOLIO RETURN OBJECTIVE ACTUAL RETURN OUTPERFORMANCE

AP CPI + 5% 14,25% 3,29% 

MP CPI + 4,5% 12,28% 1,82% 

CP CPI + 3% 12,50% 3,54% 

PP Cash   6,0% 0,6% 

 

The outperformance by each of the LSM portfolios is indicative of the resilience of the LSM 

construction.  It is constructed to allow sufficient capture of returns in positive markets and to 

protect returns during negative markets. There may be times that other retirement funds 

outperform the MGF in the short run, especially during very positive equity market trends. 

However the proof of the pudding lies in the eating. One can only compare returns after a 

number of different market cycles. Usually if an investment portfolio is structured to capture all 

the upward potential it is also prone to participate in the full downward returns. The investment 

philosophy of the Fund is defensive in nature in order not to participate fully in the event of a 

downward moving (negative) market. However to secure this, full participation during a market 

rally (position) is to be sacrificed. In general the LSM is structured to capture about 60% of the 

positive market returns and to limit participation in negative market returns to 30%. To date the 

Fund has been very successful and fortunate in doing so, courtesy of the Fund’s investment 

advisors and the investment managers. 

 
3.2 Life stage portfolios: AP, MP, CP and PP 
The LSM is essentially driven by risk parameters. It is common cause that there is a positive 

correlation between risk and returns. The greater the risk the bigger return potential. So often 

we want to chase the maximum returns regardless of the inherent risk to lose capital. This 

would be fine when the investment market is rallying, but can be disastrous when the markets 

turn around which they certainly do from time to time moving through the different cycles. As 

long as the current group of trustees is at the helm, the MGF will not chase returns at all cost 

having disregard for risk. Such approach would be irresponsible and in conflict with good 

governance requirements. A basic departure point for any proper portfolio construction is to 

weigh the risk against the return potential, hence the concept of risk adjusted returns. When 

fund returns are compared, it is important to compare the risk adjusted returns to compare 

apples with apples.  According to conventional wisdom, the younger an investor the more risk 

can be tolerated and the older one gets the more risk averse. The four life stages of the LSM 
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are designed exactly according to this principle. A member’s funds are initially invested in 

higher risk investments (AP) in his/her younger years up to 50.  It is there-after 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, that is 50 for the MP, 60 for the CP and 63 for the PP.  This transfer is however 

not done at once when reaching the transfer ages. The investment markets may be very low 

on such one specific day with negative consequences 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 2012/13 were as follows: 

  Jul-12 Aug-12 Sep-12 Oct-12 Nov-12 Dec-12 Jan-13 Feb-13 Mar-13 Apr-13 May-13 Jun-13 
 

2012/2013 
Annualized  

AP 1.48% 1.75% 1.36% 2.62% 1.37% 1.39% 3.99% -0.93% 1.74% -1.35% 6.56% -4.28% 16.43% 

MP 1.34% 1.53% 1.13% 2.20% 1.27% 1.07% 3.17% 0.04% 1.44% -0.73% 5.27% -3.88% 14.49% 

CP 0.93% 1.01% 1.34% 1.23% 0.77% 1.73% 1.49% 0.29% 0.98% -0.04% 2.13% -1.81% 10.46% 

PP 0.64% 0.47% 0.49% 0.52% 0.48% 0.64% 0.61% 0.32% 0.48% 0.79% 0.21% 0.16%  5.96% 
 

 

The fluctuating monthly returns reflect the volatility in the investment environment during the 

close of the 2012/13 period. The defensive nature of the MP and the CP is illustrated in the 

returns reflected in the table above during that period. It can be seen that during those months 

which the AP was under pressure due to negative equity markets  the MP and CP 

outperformed the AP. Eventually when getting to the winning post the AP outperformed the MP 

by almost 2% and the MP outperformed the CP by 4%. The last horse crossing the finishing 

line was the PP with 4½ yards behind the CP. This is according to the very nature of the PP. 

This is a horse bred not to run fast but to run forever without falling over. The PP is fully 

invested in the money market, including corporate credit to enhance the money market returns, 

but with no equity exposure and will not fall over to lose capital. It is a pure bred capital 

protection investment portfolio at an almost risk free rate for the last two years of a member’s 

membership when risk appetite is low, not wanting to lose one’s accumulated wealth in the last 

two years before retirement. 

 
 



- 7 -   

 
3.3 Guaranteed Portfolio (GP) 
The GP, being a low risk investment with a 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 scenario during 2012/13.  The 7% 

return of the GP compares to the money market returns of about 6%.  Yet the annualized 

return of about 10% since inception is not to be sneezed at, especially taken into account the 

low risk attached to it.  Members are however again cautioned that the GP and similar 

conservative investment vehicles are generally not for those with long investment horizons.  

The lag in returns over the long term will result in under provision at retirement age. This taking 

on too little risk during the early life stages is called opportunity risk and can be as dangerous 

as taking on too much risk. 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, very much like the PP but 

with the possibility of a slightly enhanced return due to protected equity market participation. 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 current low 

interest rate environment it delivered a return of 5.91% for 2012/13.  The EP is exclusively for 

members in the process of being exited from the Fund.  Once notice is received from a 

member’s termination of service and membership his/her fund credit is transferred to the EP to 

protect it from market fluctuations during the processing of the exit. 
 
 

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, PP and GP) to a maximum 

of two portfolios. The EP is not offered as a member investment choice option because the 

equivalent PP option is available.   Members who exercised a member investment choice will 

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

One free switch is allowed in a 12 months cycle but subsequent switches in the cycle requires 

a switching fee. Apart from having to recoup the administrative cost of such switching,  the fee 

was also introduced to discourage switching as it can be detrimental to switch unless one has 

sufficient expertise to get it mostly right. Even the investment gurus confess that timing is one 

thing they can’t get right and that time in the market rather than market timing is the solution. 

Members are discouraged to do portfolio hopping unless they are really clued up or clairvoyant.  

A member investment choice is implemented between the third and fifth day of receipt of the 

prescribed form. It is not done before the third day in order to prevent front running which is 

possible with the knowledge of the markets two days ahead as the daily pricing is done with a 

two day lag. Such front running is regarded unethical in the industry as it is done at the cost of 

the balance of the membership.   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 (2013/14) 

financial year are as follows: 
 

 

Portfolio Jul 13 Aug 13 Sept 13 Oct 13 TOTAL

Aggressive 3.17% 2.21% 3.68% 3.18% 12.81% 

Moderate 2.56% 1.56% 3.41% 2.42% 10.32% 

Conservative 1.43% 0.84% 2.50% 1.31% 6.21%

Protected 0.47% 0.32% 0.70% 0.54% 2.04%

 

These exceptional returns of the first trimester must not be regarded as a proxy for the full 

year. The markets had a correction during June 2013 with the result that it came from a 

lower base since July 2013. Furthermore global factors such as the speculation about 

tapering or not of quantitative easing by the USA had an impact on local markets resulting 

in a boisterous market from July until October 2013. With the All Share index at an all-

time high, one can expect a correction in the equity market going forward. 
 

• The GP return parameters for 2013/14 are as follows: 

Maximum guaranteed return  : 4% 

Maximum possible additional return : 3% 

Total possible maximum return  : 7%  
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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 2013.  

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 3%. 

This was the best pricing available in the market on 1 July 2013. 
 

4. ACTUARIAL VALUATION 
As mentioned in last year’s report the 3-year statutory actuarial valuation was done for the 

period 1 July 2008 to 30 June 2011 by the independent actuary approved by the Registrar of 

Pension Funds. The Fund engaged the actuary to also do voluntary valuations for the two in-

between years. The interim valuation for this financial year rendered again a positive result with 

a “fully funded and financially sound” finding.  It also confirmed that the risk benefits budget 

and administration costs are managed very responsibly with the desired cost effective results, 

being at 0,59% of salary for administration costs and 3,94% for risk benefits cost, coming in at 

a total of 4.53% of salary, safely below the 5% target.  This led to the healthy state of the Risk 

Account, currently at about R215 million. Last year it was mentioned that the level of funding 

may warrant a distribution to members. The Management Committee (on advice from the 

Actuary) subsequently distributed about R75 million proportionally to all members during 

January 2013. It is doubtful whether a distribution will be done this year because the actuary 

would first like to evaluate the impact of the additional R20 000 immediate death benefit on the 

Risk Account over a two year historical period. This matter will be discussed at the next 

Trustee meeting scheduled for 4 December 2013. 
 

As reflected in the presentation by the actuary, which will follow soon, the membership of the 

Fund is still growing steadily with 1981 new members joining the Fund during the reporting 

period. This translates to a steady growth in new members of 6.5%, the same as last year.  On 

the other hand 1546 members exited the Fund in respect of the reporting period due to 

resignation, retirement and death. The net result is a slight gain in membership. The Fund 

remains a leader not only in the municipal environment but also in the retirement industry at 

large being in the top 20. 
 

5. FINANCIAL STATEMENTS 
The financial statements for the year ending 30 June 2013 are included in the agenda and will 

be open for discussion later during this meeting.  The independent external auditors, Deloitte & 
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Touché, are satisfied that the financial statements, in all material respects, fairly represent the 

result of the financial activities of the Fund for the 2012/13 financial 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 R1.35 billion accrued in contributions 

and R1.3 billion was paid in benefits to exiting members.  The net investment income was 

about R1.74 billion and the total asset value exceeds R15 billion.  Indeed, the Fund is not a 

small fund at all, in fact it matured not only to be 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 
A summary of the rule amendments approved and registered by the Registrar of Pension 

Funds during the reporting period is listed on page 14 of the financial statements.  More detail 

about these rule amendments is available from the offices of the Fund. 

Just to highlight a few: 

• As mentioned last year, consideration was given to extend the term of office of General 

Committee members, that is you the delegates to this meeting, from 2 to 4 years. Since 

then, this rule amendment has been duly registered by the Registrar of Pension Funds. 

Current delegates will therefore hold office until just before the start of the November 

2016 annual meeting of the General Committee. 

• The intention to add a voluntary extended retirement age of 69 was also mentioned last 

year. This was subsequently approved by the Registrar. It is important to note that this 

extended retirement age is not automatically applicable to a member. The employer 

municipality must first agree to it, be it on an individual basis or be it for all the employees 

of that municipality. The reason being that it has a financial implication for such 

municipality in respect of the employer contributions payable. 

• Another matter discussed last year, was the potential drain on the risk account by 

members joining after attaining the age of 60. The Fund Rules have now been amended 

that death and disability benefits for members joining at 60 and older after 26 April 2013, 

be limited to one time annual salary to prevent selection against the Fund to the detriment 

of long standing members 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. The facility is subject to annual review by Standard Bank. During the latest review 

towards the end of 2012 the Standard Bank executive management was concerned by the 

level of arrears. The facility was put on hold by Standard Bank until the desired level was 

reached. It took a concerted effort between the Fund and Standard Bank to bring it back within 

the levels set by Standard Bank executive management. Standard Bank also introduced a new 

measure to manage arrears by putting a hold on loans to all members at a specific municipality 

where they are not satisfied with the arrears position.  Member representatives must please 

carry the message to members that they should honor the terms of the loan agreement with 

Standard Bank to prevent their colleagues from being negatively affected when applying for a 

loan. 

 

With regards to the FNB Smart Housing plan there are still too many municipalities who have 

not signed the agreement with FNB. About 20% of the membership is deprived of access to the 

FNB facility. Concerted efforts have been made by FNB as well as the staff of the Fund to get 

these municipalities in the kraal, with little success.  

 

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 Standard Bank or 

FNB, the balance is constantly decreasing.  The balance as at 30 June 2013 decreased by 

about 77% to about R129 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 
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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% during the reporting period the interest rate on direct housing loans funded from fund 

credits was (and still is) therefore 10.5% per annum. 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. FAMILY FUNERAL PLAN 
The Fund remains under constant pressure from members about the funeral benefit when 

compared to that of another pension fund in the municipal environment.  As explained 

previously the Registrar of Pension Funds refused to allow a rule amendment to increase the 

benefit, hence the additional R20 000 immediate needs death benefit which the Fund 

introduced as a solution to the problem. This is not the ideal solution because of the additional 

administrative burden. In the interim another municipal pension fund increased its funeral 

benefit to R40 000 for a member or spouse and between R7 500 and R25 000 for the different 

ages of children, effective 1 July 2013. These borders on the irresponsible when one considers 

the impact such would have on the pension benefits. In fact it is strange that this specific 

pension fund cut its resignation benefit by about 50% from 1 April 2013 and then 3 months 

later introduced such an extravagant family funeral plan. Clearly there is some confusion 

between the purposes of a retirement fund versus that of a funeral parlour. Such action is oil on 

the fire of government’s plans to consolidate all risk benefits in one government fund and take 

all risk benefits away from retirement funds.  This would be a pity for members of retirement 

funds which deal responsibly with risk benefits such as our Fund. When part of a bigger pool 

with a greater risk profile, members will forfeit the generous death and disability benefits which 

the Fund can afford at a competitive premium because of our ring fenced risk profile.  

 

Unfortunately it seems that potential members are lured by such short term family funeral plan 

at the cost of long term retirement benefits, the very purpose for which a retirement fund exists. 

The Fund will not engage in such death trap race with the relevant fund. However a 

responsible adjustment of the current funeral benefit is overdue. Previous enquiries with the 
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Registrar why it is allowed for one fund but not for another was side stepped with evasive 

replies. A new Registrar was recently appointed, formerly a very well-known and reputable 

lawyer in the pension industry. This discrepancy will be taken up with the new Registrar in an 

effort to increase the family funeral plan within reasonable limits. 

 

9.  ADMINISTRATION 
The administration of the Fund entails three distinct areas of administration namely member 

administration, investment administration and core administration. 

 
9.1 Member administration 
Member administration is an important matter in the life of any retirement fund. In a nutshell it 

entails the compilation and dispatching of monthly contribution statements (including direct 

home loan repayments), collection of contributions, the reconciliation and location of the 

contributions to the individual fund credit accounts of members, the daily allocation of returns to 

the fund credits, payment of benefits, daily accounting and reconciling of assets with the fund 

credits to ensure that the assets match the liabilities.  

The requirements for a proper administrator are robust administration and accounting systems, 

rated intellectual capital and trustworthy human resources with sound integrity. A benefit 

administrator must comply with a myriad of statutory requirements and must be registered by 

the Financial Services Board and pays a considerable annual licensing fee. 

   

When a fund becomes the size of the MGF a proper and sound benefit administrator becomes 

an even more important requisite.  The development of the Fund’s administrator from the 

starting days as Coris Capital more than a decade ago until the acquisition under full 

ownership of Sanlam Employee Benefits (SEB) two years ago was explained in last year’s 

Chairperson’s report. The cost of proper infrastructure and sound  intellectual and human 

capital required to properly administer a pension fund is high. Benefit administration is not a 

lucrative business and is often a secondary function of an insurance house to its main business 

and not a profit centre. When SEB got involved the Fund gained on both ends in the sense that 

we retained the skills and integrity of the existing intellectual capital of the former Coris Capital 

but with the support of a strong Sanlam balance sheet which already added significant value 

with the recent renewal of the MIP system.  The value of a reputable strong balance sheet was 

recently again illustrated when Sanlam compensated the Fund for a loss of R20 million without 

any hesitation. This is something which a medium size administrator would not be able to do 
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without being wiped out. The automated life stage portfolio switching from the AP to the MP, 

from the MP to the CP and from the CP to the PP is set up on the system to start four quarters 

ahead of the transfer age and to switch a portion every quarter. This is done instead of 

switching the full fund credit on one day in order to provide smoothing and prevent that a one 

day negative market movement is captured by members. When working on the system, the tick 

box to activate such quarterly switching was by pure fluke un-ticked. Consequently members 

were switched on one specific day instead of smoothed in four quarterly batches.  This meant 

that members were prematurely switched to the next more conservative portfolio and with the 

markets trending upwards forfeiting returns which they would have had if they were longer in 

the preceding more aggressive investment portfolio. When this was discovered by SEB the 

differences for each effected member were calculated and verified by an actuary and 

compensated to such members’ fund credits. Although only the members within the transition 

age groups were affected the total amount involved was R20 million over a 12 month period 

because of the Fund being so big. Members who have exited in the interim are being refunded. 

Member administration is a high risk business and for this reason error & omissions (E&O) 

insurance cover is extremely expense. To make the insurance viable the excess payment is 

usually high. In the event of SEB it is R20 million, hence SEB could not claim from the insurer 

and carried the full cost. This episode again underlined the wisdom of the Fund to use the 

outsource model for member administration and to engage an administrator with sound 

integrity and a solid balance sheet. 

 
9.2 Investment administration 
The next category of administration is what is called investment administration. The main 

business of a retirement fund is to create wealth for its members by investing the contributions. 

This is a short and sweet summary. However it is all but a short and often not so sweet, task. 

Due to the complexity of the investment markets external investment administrators are 

appointed who have to be registered with the Financial Services Board. Before the investment 

administrators can be given funds to administer a fund must first prepare an investment policy 

statement. This is no easy task and requires the expertise of a team consisting of investment, 

actuarial, economic and financial skills housed within a reputable investment advisory service 

provider. Once a clear investment policy including the portfolio construction has been 

completed, investment administrators can be appointed and be entrusted with funds to 

administer in accordance to a specific mandate given to each. The appointment process is 

done by the Fund and is not delegated to the investment advisor. 
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The Fund will always stick with well-known investment administrators both domestic and 

international. Often a smaller new investment administrator would approach the Fund for a 

mandate with very attractive return projections. These are always resisted because often these 

small houses disappear or you read about them in the newspapers, the likes of the Arthur 

Brown’s of this world. All the investment administrators listed on page 23 of the financial 

statements are established reputable institutions with a number of other pension funds as 

clients and with a considerable value of assets under administration. Although the annual cost 

of the investment administrators, including the investment advisor, runs into tens of millions it 

must be evaluated in the context of the Fund’s huge asset value under administration. The total 

investment cost is about half a percent of asset value which is very reasonable. This is mainly 

attributable to the fee negotiating powers applied by the investment advisor because of the size 

of the mandates that the Fund can allocate to an investment administrator. The about R15 

billion assets of the Fund is divided between 16 investment administrators which relates to 

close to a billion per manager. However as can be seen from page 23 of the financial 

statements this is not spread equally between them. 

 
9.3 Core administration 
The Pension Funds Act requires from every retirement fund to appoint a competent principal 

executive officer which have to comply with certain qualifications and whose appointment is 

subject to approval by the Registrar. The Registrar of Pension Funds may veto the continued 

services of the principal officer if the Registrar reasonably believes that such person is no 

longer fit and proper to hold that office. A principal officer is therefore a statutory office with 

specific statutory responsibilities regarding the administration of a retirement fund with 

emphasise on statutory compliance.  The services of a proper principal officer usually come 

with a unit cost price tag because of the skills and statutory responsibilities attached to it. For 

this and other practical reasons smaller funds would typically appoint a part time principal 

officer and pay per unit (hour of task). 

 

For the first 5 years of the Fund’s existence the services of a part time principal officer was 

engaged while the Fund was administered by its sister fund,  the Joint Municipal Pension 

Fund, being part of the trilogy of the Benoni funds as it then was commonly referred to 

because of  its location in Benoni .  During strategic planning sessions held in 1999 it was 

realized that this situation was not the ideal. There was a need for a core administration to 
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fulfil various functions that was not catered for in an outsourced model. A need by members 

for a personal feel and touch and a liaison between members and the benefit administrator 

together with a need for an own corporate identity was identified. Subsequently a core 

administration was created consisting of a chief executive officer , a personal assistant to the 

latter, two communications officers and two administrative officers. It only made economical 

and practical sense to include the duties  and responsibilities of a principal officer with that of 

the chief executive officer.  Consequently the chief executive officer was then also, in 

accordance with the Pension Funds Act, appointed as principal officer.  Almost a matter of two 

for the price of one and a half. 

 

The functions of the core administration includes member communication, monitoring of 

service providers, ensuring statutory compliance, secretarial services, trustees services, 

formulating policies and strategy, liaison between members and relevant service providers, 

tracing of beneficiaries, dispute resolution in the event of death benefit distributions, 

responding to complaints to the Pension Funds Adjudicator, all functions and duties entrusted 

to a principal officer in terms of the Pension Funds Act, etc. 

 
For a number of years, the remuneration of the core administration staff has not been 

reviewed in accordance and compared with any of the existing remuneration survey’s being 

done in the market. Even though annual salary adjustments were given aligned with that of 

local government, this lack of doing regular market comparisons eventually led to a situation 

where it was realized that a proper comparison with the broader market was required. Further 

to this, the Board also resolved to agree on basic principles according to which staff should be 

remunerated. During the reporting period P-E Corporate Management Consultants were 

engaged to do an industry related remuneration benchmarking for the Fund. Although the 

Fund is classified in the upper quartile of the market, following long and intense discussions at 

Board level, it was subsequently resolved to adjust the remuneration of the staff to at least the 

median for the industry as identified in the benchmarking investigation. This was implemented 

from 1 April 2013.     

 

If for argument’s sake (although not viable) the Fund would not go the core administration 

route and would appoint a part time principal officer and incorporate the other functions with 

the benefit administration, a saving of about R2½ million could be realised. This difference in 

cost for the dedicated full time service of a core administration is regarded as money well 
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spent taking into account the additional level of service to members and assurance level of 

statutory compliance. This is all included in the administrative cost of 0.59% of salary roll 

alluded to in the actuarial presentation today. In fact,  since the creation of the core 

administration the administrative expenses were managed down from about 0.75% to below  

0.59%, admittedly not the full decrease  is to be attributed to the core administration as some 

is also due to the fact that the members’ payroll exceeded inflation. Nevertheless, the value 

added by the core administration compared to the saving if it would not exist, remains justified. 

The fact that there is a full time trustworthy watch dog over the Funds business on constant 

duty, makes for peaceful sleep (and I don’t refer to a mosquito repellent!). 

 
10. RETIREMENT REFORM 
In the report of last year I dealt extensively with the retirement reform initiated by central 

government as well as on local government level. For the sake of time I will not repeat it but 

those interested in reading it, may obtain a copy from the Fund’s office. I will however, update 

you on the interim developments.  

 

10.1 At Central Government level 
 National Treasury initiatives  

Since the release of the 5 discussion papers by National Treasury alluded to in my report of 

last year, various discussions took place in the industry and comments were submitted to 

National Treasury by stakeholders. The first phase as embodied in the final Taxation Laws 

Amendment Bill introduced by the Minister of Finance to Parliament on 24 October 2013, is 

scheduled to be implemented on 1 March 2015. 
 

The following two aspects are of significance for the members of the Fund. 
 

(i) The first relates to the tax deductibility of contributions. Retirement fund contributions 

deductible from income for tax purposes will be limited to 27,5%  of “remuneration” or 

“taxable income” whichever is the greater with a limit or R350 000 per annum. It is 

expected that the R350 000 limit will annually be adjusted for inflation. This limit is 

applicable to employer and employee contributions combined. The combined 

contributions for the majority of Fund members is currently 29,5% of salary. On first 

glance it appears as if the current contribution exceeds the limit by 2%.  However the 

27,5% is calculated on the greater of remuneration or taxable income. For those 

members who receive an allowance, for example a housing allowance, car allowance, 
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stand-by allowance, etc., such allowance will be taken into account when the 27,5% limit 

is calculated.  In such event the apparent 2% will be smaller or even disappear.  This 

27,5% limit will apply to all retirement contributions, that is the contributions to the Fund 

as well as private  annuity policies which a member may have outside the Fund. 
 

Contributions in excess of the annual limits may be rolled over to future years where the 

amounts will again be deductible together with contributions made in that year, but 

subject to the limits applicable in that year. However, as per existing legislation so as to 

avoid double taxation, if any contributions have not been deducted at retirement, the 

nominal value will be available to be set off against any lump sum income prior to the tax 

calculation, or will be available at assessment to reduce the tax payable in respect of 

compulsory annuities. 
 

(ii) The next and more important matter for MGF members is the provision that no retirement 

fund will be allowed to pay a 100% lump sum benefit. Since this issue first surfaced some 

years ago, various rumours were doing the round about government having intentions to 

lay its hands on your hard earned monies saved for retirement.  The Fund often received 

enquiries in this regard any many a news flash were sent out to explain to members that 

there was no reason to resign to secure their monies before “government takes it all.” The 

promise by government that vested rights would be protected was often conveyed to the 

membership. This promise is now coming to fulfillment in the amendment bill.  According 

to the bill, as from 1 March 2015 all contributions plus growth on it will have to be ring 

fenced in a separate account kept by the Fund for each member. The Fund Credit for 

each member as on 28 February 2015 must be kept separately plus growth on it. When a 

member terminates membership the pre 1 March 2015 Fund Credit plus growth on it will 

be payable in a 100% lump sum as usual. However, the savings from 1 March 2015 will 

be subject to the one-third/two-third dispensation. In other words a maximum of one third 

may be taken as a lump sum payment and two thirds must be used to buy a pension. The 

type of pension to be bought is still up for discussion but indications are that a wide 

variety of annuities in the open market will be allowed. In fact the intention of National 

Treasury is to open it up to new contenders to break the monopoly of the insurance 

companies in this area of the industry.  Also, any member being 55 or older on 1 March 

2015 will be exempted from the new arrangements and such member will remain under 

the current dispensation. 
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Furthermore the so called de minimis amount will be doubled from R75 000 to R150 000. 

This will mean that the majority of members retiring up to about 2018 will not be effected 

by this one-third issue.  Let me explain. The de minimis principle,  Latin for  “small fry,” 

means that if the total amount in the Fund Credit account post 1 March 2015 is less than 

R150 000 the full amount may be paid and it would not be subject to the only one-third 

payable. According to the latest actuarial valuation the average salary of a MGF member 

is about R150 000. Calculating on such average salary plus 7% p.a. salary escalation at  

the current contribution rate plus an average return of 12% per annum it would take about 

4½ years to reach the R150 000 de minimis  limit. By that time the R150 000 may well 

have been adjusted upwards to account for inflation which would extend the period to 

beyond 4½ years. The impact will in any event be relatively small for the first few years 

thereafter. Also the effect will never be that a member will lose his money. It will only 

mean that one can take only one third and will be obliged to invest the remaining two 

thirds in a monthly pension vehicle, either in the open market or probably in an offering by 

the MGF. 
 

In summary;  

• all members 55 years and older on 1 March 2015 will not be effected by this 1/3 

dispensation at all , 

• the total Fund Credit of a member as on 28 February 2015 plus subsequent growth 

on it will be excluded from the new dispensation, 

• based on an average salary of R150 000 p.a. it will take 4 to 5 years after 1 March 

2015 before it would have an impact on an average income member. 
 

 Department of Social Development initiatives: Is the NSSF dead and buried? 
 

Members will remember the initiatives during 2007/8 by the Department of Social 

Developments about compulsory membership to a proposed National Security and Savings 

Fund. During February 2011, The NSSF appeared on the government’s policy agenda when 

former President Mbeki stated in his 2007 State of the Nation Address that all South Africans 

will enjoy membership of a common, administratively efficient social insurance system and that 

it would be based on five core principles, namely equity, pooling of risks, mandatory 

participation, administrative efficiency and solidarity. Various research papers were released 

that year by the Department of Social Development. National Treasury pointed to a significant 

change in its thinking around the proposal in its 2010 Budget Review, allowing for the 
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possibility of opting out of NSSF by allowing accredited private funds to operate alongside a 

statutory default arrangement with accreditation based on factors such as governance 

standards and cost efficiency.  But still no official government paper on the NSSF has emerged 

since the original 2007 proposals. Between 2008 and 2011 many promises were made that an 

updated paper would be published.  During 2011 President Jacob Zuma announced that, "The 

Government Position Paper on Social Security Reform is expected to be released this year for 

discussion. Issues to be dealt with include the funding and nature of the National Social 

Security Fund (NSSF) and how the private sector occupational and retirement funds will fit into 

the entire system and the possible regulatory structure." Nothing has emerged so far. It 

appears that there must have been disagreement within government as to the way forward –

possibly with different ideologies being favoured by the Department of Social Development and 

National Treasury. 
 

During a discussion session with Dr. David McCarthy of National Treasury on 19th September 

2013 he was asked whether the NSSF was dead and buried. Although cautious to express 

himself on matters of another department the impression was gained that the NSSF will not 

soon surface again and if so, most probably in a softer version as originally presented. In any 

event the National Health Fund is currently a greater priority. 
 

9.2 At Local Government level 
It was pointed out last year that clause 9.5 of the SALGBC 2012/15 Salary and Wage 

Agreement provides as follows: 
 

“The Parties undertake to conclude a collective agreement on the rasionalisation of 

pension funds by no later than 31 December 2012. The Parties may agree, in writing, to 

amend this deadline.” 
 

Since then there is not much progress to report in this regard. A circular dated                 18 

September 2013 went out from SALGBC to all municipalities collating information in this 

regard. 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, 

should qualify for accreditation. 
 

 This would however be a complex and time consuming exercise (more so than in the event of 

the medical funds exercise) and it is not expected to be finalized in the near future. Members 
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will however be kept informed by their employers, trade unions and participating pension funds 

about developments when it takes shape. 
 

10. MANAGEMENT COMMITTEE 
The management of the Fund is seated in the Management Committee, commonly referred to 

as the Board of Trustees, consisting of 13 members or trustees. The one employer trustee 

vacancy that came about at last year’s annual meeting of the General Committee because of 

the expiry of the term of office of councillor Lisbeth Mothata was filled by Lisbeth’s re-election. 

The four vacant member trustee positions were filled by the re-election of Joe Modiga, Roja 

Ramare and myself as well as the election of John Hall. The SALGA nominated trustee 

position also became available during March 2013 when the 4 year term of councillor Speed 

Masilo expired. Councillor Subesh Pillay was appointed by SALGA to fill that position. Subesh 

is a well-known leader in local government serving in the mayoral committee of Tshwane 

Metropolitan Council as well as in the executive of SALGA.  No doubt he is in good stead to 

make valuable contributions to the management of the Fund. 
 

One of the reasons for the competitive performance of the Fund is the stability on trustee level. 

The total combined experience of the trustees is 96 years, giving an average of 7 years per 

trustee. A lot is being said about trustee training and the Registrar of Pension Funds is 

currently engaged with the retirement industry to determine qualification and training 

requirements for trustees, but nothing tops hard earned experience in the saddle. 
  

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. G.A. van Zyl Exco member Independent 
Mr. E.C. Alberts  Independent 
Mr. J.D.G. Venter Independent 
Mr. J.H. Grobbelaar Member 
Mr. E.C. Smal Member 
Mr. R. Ramare Member 
Mr. M.D. Mogakabe Member 
Cllr M.L. Mothata Employer 
Mr John Hall Member 
Cllr. S Pillay SALGA 
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11. CONCLUSION 
 
In conclusion, sincere appreciation to the following people for their contribution to the business 

of the Fund during the past year; 
 

• to all the staff of SEB for the member administration services rendered with great 

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

Fund and also to SEB  management for the conference gifts handed out here today,   

• to SMMI, for their role as investment advisors and especially in assisting with the 

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

returns, specifically to David Galloway with his wealth of knowledge and to Corita van Wyk 

for the dedicated and thorough manner in which she deals with the Fund’s matters, 

• to all the invest 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 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 2014 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 
29 NOVEMBER 2013 


