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MUNICIPAL GRATUITY FUND 

 

CHAIRPERSON’S REPORT FOR THE PERIOD:  1 JULY 2014 TO 30 JUNE 2015 
 

1. WELCOME 
It is again a great pleasure and privilege to welcome everyone here today at the 21stth 
annual meeting of the General Committee of the MGF.  When the fireworks go off at 
midnight on New Year’s Evea month and a bit from today and you celebrate the dawning 
of the New Year drink an extra toast on our Fund which will be turning 21 years, being 
born on 1 January 1994.  
 

I hope that you will experience this 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 no 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. 
 

2. ECONOMIC MATTERS AND FINANCIAL MARKETS 
Let me start off with reflecting on the economic matters and financial markets. 
 

2.1 General overview 
The 2014/2015 financial year was a year of two-halves with the risk-off trade dominating 

markets in the 1st half and the risk-on trade in the 2nd half.  Factors that weighed on risk 

assets included the US ending its quantitative easing program(QE) in October 2014, 

ongoing downward revisions to global economic growth, the possibility of a Greek exit 

from the Eurozone and the collapse in oil and commodity prices. China’s managed 

economic transition to a consumer/services driven economy and the persistent risk of 

global deflation also weighed on sentiment.  Uncertainty about the timing of the first US 

rate hike in almost a decade was perhaps the most important theme over the year 

followed by the slowdown in China that fuelled a sharp contraction in oil and commodity 

prices.  Commodity exporting emerging markets faced collapsing currencies, rising 

budget deficits and a deteriorating growth outlook that weighed heavily on emerging 

market equities.   
 

Adding to emerging market concerns has been the buildup of USD-denominated 

corporate debt in recent years.  Over the past decade the corporate debt of non-financial 

firms across major emerging market economies more than quadrupled, from $4 trillion in 

2004 to more than $18 trillion in 2014. In the same period, the average ratio of emerging 

market corporate debt to GDP increased by some 26%.  Furthermore, given the 
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significant share of emerging market bank assets now tied up in corporate debt, systemic 

risk from emerging markets remains high. The implication is that any shock to the 

corporate sector could quickly spill over to the banks, causing them to stop lending, in 

what would be another drag on global growth.   
 

In contrast, given the lower macro-economic risks associated with developed economies, 

developed market equities were one of the best performing asset classes, beaten only 

by SA listed property and global inflation-linked bonds.  The former was due to a material 

rerating of the sector fuelled by new foreign listings and further consolidations, while the 

latter was due to insurers’ liability matching strategies that underpinned demand for 

inflation-linkers.  A sharp depreciation in the rand/USD exchange rate from R10.63/$ to 

R12.17/$ (14.5%) resulted in offshore asset classes, in general, outperforming their 

domestic counterparts.   
 

Despite the US Federal Reserve pulling the plug on monetary stimulus last year (QE), 

the European Central Bank (ECB) announced a two-year Euro 1.1tn QE program in 

January that saw bond yields decline to historical lows, which helped lift the region out of 

deflation.  Similarly, Japan continued along its own QE path, committing some 80 

trillionYen per year to asset purchases.  Since deflation has reared its ugly head once 

again, the Bank of Japan (BoJ) is expected to expand its QE program, possibly by year-

end, targeting a 2% inflation rate.    

Asset Class Returns (Rands) – Q2 2015 
 

Asset Class Indices June 2015 3 Months 12 Months 

MSCI Global Equities -2.3%  -0.01% 14.0% 

MSCI Emerging Market Equities -3.1% 0.05% 5.9% 

JPM Aggregate TR Global Bonds -0.4% -1.1% 7.5% 

JPM Emerging Market TR Bonds -1.7% -0.6% 12.1% 

Barclays Global Inflation-Linked Bonds -1.5% -2.2% 18.8% 

BarCap Global Corporate Bond Index -1.0% -1.3% 9.1% 

FTSE EPRA/NAREIT Developed Market 
Property Index 

-4.2% -7.4% 11.2% 

SA JSE All Share Index -0.8% -0.2% 4.8% 

SAPY Property Index -0.4% -6.2% 27.0% 

SA Beassa All Bond Index -0.2% -1.4% 8.2% 

Stefi 0.5% 1.6% 6.3% 
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2.2 Looking Ahead 
 
2.2.1 The Global Economy 

The decision by the US Federal Reserve to leave interest rates unchanged in September 

2015 was based on global economic developments such as declining commodity prices 

and downward revisions to global growth on China’s economic transitioning and 

emerging market weakness.  US-specific factors such as disappointing non-farm payroll 

data and benign inflation were further catalysts for the pause.  Following the release of 

relatively dovish Federal Open Markets Committee (FOMC) minutes in October, 

expectations of a rate hike were shifted out to December.   
 

The decision to refrain from raising interest rates underpinned risky assets that surged in 

October reinforcing the IMF’s view that interest rates should be kept on hold for an 

extended period of time given the uneven nature of the global economic recovery.  

Relative to 2014, the recovery in advanced economies is expected to pick up slightly 

next year, while activity in emerging market and developing economies is projected to 

slow for a fifth year in a row, primarily reflecting weaker prospects for some large 

emerging market economies and oil-exporting countries. 
 

USD-strength, on expectations of interest rate normalisation, and a material Chinese 

economic slowdown pose the single biggest risks to emerging markets (EM’s) and the 

global economy, given that EM’s account for 50% of global growth.  In addition to further 

monetary stimulus from the ECB and BoJ, the People’s Bank of China (PBoC) is also 

expected to boost infrastructure spending and further reduce both the reserve 

requirement rate and the one-year lending rate.  Since November last year, the PBoC 

has reduced interest rates six times in an attempt to meet its revised growth target of 

6.5% over the next five years.  With additional monetary stimulus on the cards, a further 

up-leg to risk assets is expected.   
 

Given the elevated risks to emerging markets from capital flight, currency depreciation, 

commodity price weakness and declining earnings per share, an underweight position is 

retained in emerging market equities despite the recent rally.  Although EM’s have 

become cheap in absolute terms, trading on a price to earnings multiple of around 11.5X 

earnings, somewhat behind the historical mean of 13X earnings, they remain fairly priced 

relative to developed market equities. Conversely, given the less risky macroeconomic  
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environment for developed market economies, risk mitigation supports an overweight 

position in developed market equities, with double digit returns still possible in the year 

ahead.   
 

The favourable base effects that gave rise to the sharp fall in developed market headline 

inflation in 2015 is expected to reverse in 2016, resulting in a step-wise upward 

adjustment to inflation.  As a consequence the decline in real yields on nominal bonds 

supports an underweight position in US treasuries and emerging market bonds, while 

Eurozone and Japanese bond yields are expected to be capped by additional QE.  The 

upshot of additional QE will be currency depreciation against the USD, placing further 

downward pressure on US growth momentum.   
 

2.2.2 The South African Economy 
Domestic economic growth was also subject to ongoing downward revisions on declining 

business and consumer confidence and a deteriorating terms of trade.  Growth estimates 

vary with the SARB and the World Bank expecting a slight acceleration in growth from 

1.5% this year to 1.6% and 1.7% respectively in 2016.  In contrast, the IMF has revised 

growth lower for 2015 and 2016 to 1.4% and 1.3% respectively.  The expectation of 

slower growth in 2016 is premised on benign private sector gross fixed capital formation 

and slowing household final consumption expenditure growth. The former is due to 

legislative uncertainty (minerals bill, agricultural bill, minimum wage legislation, 

promotion and protection of investment bill, etc) that is inhibiting new investment, and the 

latter due to weak consumer confidence.  With tax and interest rate 

increasesexpectednextyear, coupledwithelectricitytariffincreases and risingfoodinflation, 

disposableincomes are likelytocomeunderpressureconstraininghouseholdexpenditure.  
 

Following the sharp depreciation in the rand/USD exchange rate, money market rates 

have increased across the curve to reflect the upside risks to inflation.  It is worth noting 

that the money market’s trajectory of interest rate hikes is for a cumulative 1.25% of 

increases between now and the end of 2016.   
 

Although the Minister of Finance downplayed the likelihood of a tax increase in 2016, he 

left the door open for the Davis Tax Commission to investigate the idea, promulgated at 

the ANC’s General Council, of a wealth tax.  The view is that a personal income tax 

increase is more likely next year in order to fund the revenue shortfall, with a VAT 

increase expected in 2017.  While the growth assumptions and inflation estimates by the 
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Treasury are reasonable, if not slightly optimistic, there is a concern that the debt/GDP 

ceiling of 50% could be breached as a result of debt repayments and the public sector 

wage bill.  With unemployment also sticky at around 25%, ratings agencies are likely to 

downgrade SA further to the lowest investment grade rating of BBB-/Baa3. 
 

The upshot of thepedestriangrowthoutlook is thatearningsgrowth of SA Incshareswill also 

beweak, withimpliedearnings growth of some 5% currentlypricedintotheAllShareIndex.   
 

Bottom-up consensus earningsestimates also 

highlightthedislocationbetweentheearningsoutlookfor SA focussedcompanies and 

thosegeneratinglargepercentages of theirrevenuesoffshore.  I-Net consensus 

estimatessuggestearningswillgrow some 9.5% in theyearahead, acceleratingto 16% 

overa rolling 2-year period.  Ifthe 6 large-caprand-hedgeindustrialstocks are strippedout 

of theAllShareIndex (theso-called Super 6 stocks), earningsgrowthslowsto 3.6% 

overthecomingyear.  Similarly, ifthe “Super 6” stocks are strippedout of theAllShareIndex, 

forwardearningsmultiples of 16.8X declineto 14.3X, stillexpensiverelativetothe 13X mean. 
 

Despitevaluationconcerns, domesticequities are expectedtotracktheirdeveloped and 

emergingmarketcounterpartshigher in theyearahead, althoughthey are 

likelytounderperformtheircounterpartsonrelativevaluations.  It is important to note 

thateventhoughweoverweightdevelopedmarketequitiesrelativetoemergingmarketequities, 

absolute valuations are attractiverelativetocompetingassetclasses.   
 

Withrespectto SA listedproperty, thesectorhasnever been thisexpensiverelativeto bond 

yields, suggestingthatthesectorcouldderateoverthecomingyear.  Of even more concern is 

thatgrowth in distributions is flat, lendingadditionalsupportforasectorderating.  

Whiletherelativelyhighoffshoreexposure of 

thesectorhasjustifiedamaterialreratingoverthepastnumber of years, as 

haveconsolidations and newlistings, thesector is 

downweightedtounderweightgivenexpectations of rising bond yields.   
 

In terms of assetclassreturnestimatesforthecomingyear, aconvergence in 

expectedreturnscoupledwith divergent tail-riskssupportsadiversifedstrategyacrossall of 

thedomesticassetclasses. 
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Summary 
 

Since the trajectory of US rate hikes is expected to belower than those shown in the 

FOMC’s dot-plot, the muted interest rate outlook is expected to still be supportive of risk 

assets given that equity valuations in both developed and emerging markets are 

relatively attractive.  While the macroeconomic and capital flight risks are heavily skewed 

in favour of emerging markets, stability is expected to return to capital markets after a 

period (hopefully short-lived) of market turmoil.   
 

3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 
 
3.1 Life Stage Model (LSM) 
The LSM became a teenager when it celebrated its tenth birthday during July of this year. Up 

to now it behaved itself obediently complying with expectations in obtaining the set goals. In 

fact it outperformed and is still handsomely ahead of its return objectives.  Let’s hope that it 

continues to behave and does not start with typical disobedient teenage behaviour. The 

objective in terms of the Investment Policy Statement (IPS)is to generate sufficient wealth for  a 

member  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 return 

objectives for the three capital growth life stage portfolios of the LSM to achieve such 

replacement ratio objective as well as the actual annualised returns over the ten years of 

existence up to 30 June 2015. 
 

Investment Returns for the period July 2005 to 30 June 2015

Portfolio Return objective Actual return
Objective
outperformance

Inflation 
outperformance 

AP CPI + 5.5%  11.7% 13.8% 2.1% 7.6% 
MP CPI + 4.5% 10.7% 12.5% 1.8% 6.3% 
CP CPI + 3% 9.3% 11.1% 1.8% 4.9% 

PP * Cash 5.6% 6.0% 0.4% 0.00% 
* The PP portfolio started in August 2011  

 

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

portfolio construction.  It is constructed to bank sufficient returns in positive markets to protect 

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

the MGF in the short term, especially during very positive equity market trends. However one 

can only compare returns after a number of different market cycles. Usually if an investment 



- 7 - 

portfolio is structured to capture all the upward potential it is also prone to participate in the full 

downward losses. The investment philosophy of the MGF is defensive in nature in order not to 

participate fully in the event of a downward market. However to attain this, the defensive 

structure limits full participation when the market rallies. In general the LSM is structured to 

capture about 65% of the positive market returns and to limit participation in negative market 

returns to about 35% in the event of the high equity exposure AP and to a lesser extent in the 

event of the lower equity exposure MP. To date the MGF has been very successful and 

fortunate in doing so, courtesy of the Fund’s investment advisors resulting in the correct choice 

and blend of asset classes and investment managers. 
 

3.2 Life stage portfolios: AP, MP, CP and PP 
 

The LSM is essentially driven by a risk budget. It is common cause that there is a positive 

correlation between risk and returns. The greater the risk the bigger the potential return. 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. The current Board of Trustees subscribes to the long term investment approach and 

will not chase short term returns at all cost having disregarded torisk. 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 like with like.  According to conventional wisdom, the 

younger the member, the more risk can be tolerated and the older one gets the more risk 

averse one becomes. The four life stages of the LSM are designed exactly according to this 

principle. A member’s funds are initially invested in higher risk investments (AP) when younger 

than 55,  being ten years away from normal retirement age.  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, which is 55 for the MP, 61 for the CP and 64 for the PP.  Such transfer is 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 

spikes (up and down) in the investment market. 
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The returns of the life stage portfolios for 2014/15are as follows: 

 Jul-14 Aug-14 Sep-14 Oct-14 Nov-14 Dec-14 Jan-15 Feb-15 Mar-
15 

Apr-
15 

May-
15 

Jun-
15 

Year to 
date 

AP 0.60% 0.23% -0.65% -0.59% 0.91% -0.01% 2.62% 1.82% -0.17% 2.76% -1.59% 
-

0.99% 4.94% 

MP 0.76% 0.44% -0.29% -0.31% 1.22% 0.15% 2.22% 1.58% 0.26% 2.24% 
-

0.95% 
-

0.79% 6.66% 

CP 0.78% 0.56% -0.23% 0.80% 1.04% 0.34% 1.81% 1.21% 0.24% 1.77% 
-

0.62% 
-

0.09% 7.84% 

PP 0.52% 0.32% 0.61% 0.53% 0.60% 0.45% 0.62% 0.46% 0.58% 0.59% 0.57% 0.62% 6.64% 

EP 0.51% 0.33% 0.63% 0.50% 0.50% 0.31% 0.58% 0.49% 0.58% 0.66% 0.57% 0.63% 6.48% 
 

In last year’s report it was mentioned that   the year ahead of us may be one that it would be 

difficult to obtain the return objectives. It is exactly for that reason that we have to make hay 

while the sun shines in order to put away for the lean years as we duly have done.“The 

2014/15 financial year was indeed a verydifficult one.   Although the return of almost 5% for the 

AP is  disappointing compared to last year’s almost 27% it should be evaluated in the context 

of the subdued investment market environment in which the Fund operates.  There were 

similar cycles in our Fund’s history and yet over the long term we were able to maintain decent 

average returns outperforming inflation by far. The MP did slightly better with 6.66% and the 

CP was the best performer with almost 8%. This return profile is in line with the investment 

strategy to lessen the inherent risk as one moves on along the continuum of the  life stage 

portfolios. During difficult market conditions the more defensive structured portfolios with lesser 

risk should  outperform  the more aggressive portfolios. The PP with a return of 6.64% did what 

it is designed for; protecting your capital. The PP is fully invested in the money market, 

including corporate credit to enhance the money market returns, but with no equity exposure. It 

is an almost risk free investment for the last year of a member’s membership when risk 

appetite is low, not wanting to lose one’s accumulated wealth in the last year before retirement. 

Having no equity exposure it will not participate in the returns of the equity market. Although it 

is a low risk investment portfolio it is not completely risk free as the 2008 financial crisis taught 

us when even big strong global banks went belly up. 
 

3.3 Guaranteed Portfolio (GP) 
The 6.68% return of the GPcompares to the money market returns. As mentioned last year 

with the advent of the LSM during 2005 the reason for investing  in the GP became obsolete 

because the LSM is an age related risk adjusted investment model providing for lesser risk 

when nearing retirement age. Members with exceptional risk aversion can still exercise 

member investment choices to transfer to a more conservative portfolio than according to age, 

such as the CP and PP. At least the CP gives considerably better returns than the GP with 

moderate risk,  albeit not a guaranteed return and the PP is as close as one can get to a risk 
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free investment.  A member may for instance invest 50% in the CP with low risk and 50% in the 

PP with almost no risk and in all likelihood get a better result than in the GP. During the review 

of the IPS on 3 December 2014 it was finally resolved to discontinue the GP on 30 June 2015. 
 

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 6.48% for 2014/15.  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.  As such it is a transitional 
portfolio in which members are invested for a short period (usually 4 to 6 weeks) while being 
exited. 

 
 

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.   
 
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 require 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 of the market cycles to time it mostly right. Even the investment 

professionals confess that timing is one thing they can’t get right consistently and that time in 

the market rather than timing the market is the solution. Members are discouraged to do 

portfolio hopping unless they are really well informed about the markets.  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.  
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Such front running is regarded unethical in the industry as it is done at the cost of the balance 

of the membership.    
 

3.6 Returns going forward 
The returns of the life stage portfolios for the first four months of the 2015/16 financial year 

are as follows: 
 

Portfolio Jul 15 Aug 15 Sept 15 Oct 15 TOTAL

Aggressive 1.10% -1.20% -0.53% 5.14% 4.46%

Moderate 0.92% -0.63% -0.07% 4.38% 4.60%

Conservative 0.72% -0.38% 0.08% 2.46% 2.89%

Protected 0.50%  0.53% 0.60% 0.57% 2.21%

 

The returns for thefirst three months (July to September) were quite humble and then came the 

whopping October returns resulting in decent returns for the first trimester. Yet there are no 

guarantees that we are out of the mud yet with global markets like China playing a big role in 

our economic outlook. 
 
4. ACTUARIAL VALUATION 
The compulsory 3-year statutory actuarial valuation for the period 1 July 2011 to 30 June 2014 

was done last year. The actuarial certificate in this regard is included on page 48 of the annual 

financial statements. The Fund engaged the actuary to also do full valuations for the two 

interim years. This has been completed since the agendas were distributed. The actuary made 

an unqualified finding  that the Fund was financially sound as at 30 June 2015. More about this 

will be included in the actuarial presentation followingthis report.  
 
5. FINANCIAL STATEMENTS 
The financial statements for the year ending 30 June 2015 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 2014/15 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. 
 
As reflected in the income statement on page 26 of the financial statements R1.5 billion 

accrued in contributions and another R1 billion in investment returns.The total asset value as at 

30 June 2015 exceeded  R18 billion.  Since then, with the exceptional  October investment 

returns the Fund hit the R20 billion mark on 30 October 2015. By no means a small kid on the 

block. However we do not boast about it because the volatile investment market keeps us 

humble. 
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When having regard to note 12.1 on page 43 (you should have because you have to keep a 

keen eye of the trustee expenses), you will notice that there was a decrease of about 13.5% 

compared to the previous year due to savings. I need to sensitise you beforehand that it will be 

the opposite next year. One of the main responsibilities of the trustees is to continuously 

scrutinise the investment administrators to ensure that investment and institutional risks are 

minimised. This is done by means of quantitative as well as  qualitative measures. At every 

meeting the Management Committee considers a comprehensive monthly report done by the 

investment advisor applying various quantitative tools to monitor the returns and very 

importantly,  the risk taken on by the various investment administrators.   
 

On the qualitative side this is supplemented with annual reporting by the investment 

administrators in person to the Management Committee and annual due diligence  visits by the 

Executive Committee to the offices of the investment administrators. These annual due 

diligence visits apply  insofar as the South African investment managers are concerned.   Due 

to cost considerations the international investment administrators are not visited annually. The 

last such visit was done in 2010and in the past such visits were done every five years. Since 

then more funds were moved offshore and additional investment administrators were 

appointed. Since almost six years have lapsed  the trustees run the risk of being non-compliant 

with its fiduciary duty  to do regular due diligence. It is the intention that the Executive 

Committee should do such international due diligence visit next year. Fortunately all the 

investment administrators are located in London therefore the visit will be limited to London, 

saving travelling expenses. Unfortunately as we all know the rand/pound exchange rate is not 

very attractive sitting at almost R22to the pound when this was written.  The estimated cost for 

a 5 day visit for 5 people is about R300 000, mostly due to the high cost of accommodation in 

London. This is an unavoidable expense and spread over 6 years it is not extravagant. 

Members can rest assured that this is not a holiday trip at the cost of members. To the contrary 

it is a fly-in,  fly-out trip moving from one investment administrator to another. Apart from the 

current 7  international investment administrators a short list is being compiled to visit potential 

alternative investment administrators as two of the current ones are on our watch list to be 

terminated if their performances are  not turning around soon. 
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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 15  of the financial statements. There were 

only a few amendments done, none of which with significant impact, except for the one relating 

to funeral benefits more about which a bit later. If more detail about these rule amendments 

would be required, such isreadily available from the offices of the Fund. 
 

7. HOUSING LOANS 
The pension backed lending schemes operated by Standard Bank and FNB have been running 

fairly smoothly the past year. Due to increased scrutiny by the National Credit Regulator the 

banks in South Africa in general became even more affordability inclined. The NCR is strict on 

the requirements that banks shall not grant loans if an applicant can’t afford the repayments. 

Hence the screening for affordability had to be improved  by banks and loans had to be 

declined if found to be unaffordable  by an applicant. The two banks engaged by the Fund 

were no exception, moreover being two of the leading players in the South African banking 

industry. The Fund increasingly experiences complaints from members because their 

applications have been declined in which instance they want the Fund to intervene. The Fund 

is not in a position to intervene when a loan is refused because of unaffordability. The bank has 

to comply with the National Credit Act and the Fund has no jurisdiction in that space. The Fund 

may and does intervene in the event of administrative delays and suchlike complaints, which 

are few and far between. 
 

8. FAMILY FUNERAL PLAN 
At long last a rule amendment was approved to allow the Management Committee (board of 

trustees) to determine the level of funeral cover. This is not a carte blanche because it must be 

done subject to limits set in the insurance legislation and it must be done in consultation with 

the actuary to keep it at affordability levels without impacting unreasonably on the value of 

members’ fund credits.  The Management subsequently increased the funeral cover to the 

following limits: 

 Member R30 000 

 Spouse R20 000 

 Children  

• 14-21 years R16 000 

• 1 – 13 years R  6 000 

• Stillborn to 1 year R  3 000 
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9.  ADMINISTRATION 
The three areas of administration namely member administration, investment administration 

and core administration were dealt with extensively in the last two years’ reports and since no 

significant changes or events occurred it will not be repeated here. Suffice to say that  member 

administration will never be without its challenges especially in the event of a fund the size of 

our Fund. Nevertheless there is a good working relationship between the trustees and the 

executive staff of SEB, the administrator and without exception all challenges have been 

resolved satisfactorily and in the best interest of the Fund   as and when it appears. It is 

reassuring to have a balance sheet the size of Sanlam behind the administrator of our Fund. 

For instance, the latest retirement reform initiatives  required extensive system developments 

costing in the order of R7.3 million to which the Fund only contributed R350 000.   
 

10. RETIREMENT REFORM 
Since reporting about retirement reform last year at this forum, legislation has been 

finalised by Government to include municipal retirement funds in the new arrangement of 

compulsory annuitisation of two thirds of the retirement benefit.This is however subject to 

the following concessions; 

• members who are 55 years and older on 1 March 2016 will be excluded from the 

new arrangement; 

• members’ fund credits  as at 29 February 2016 will be ring-fenced and such 

amount will be excluded from the new arrangement; and  

• only if and when a member’s contributions and growth on it as from 1 March 2016 

exceed R247 500 will the compulsory annuitisation (⅔) apply. 
 

In other words for members 55 years and older it is business as usual and for members 

younger than 55 years their fund credits as at 29 February 2016 will be protected and 

can still be taken as a lump sum payment.  Only new contributions and growth when it 

exceeds R247 500 will be subject to the annuitisation (⅓ & ⅔) arrangement. For the 

majority of MGF members, calculated at a pensionable salary of R150 000 per month 

and a growth rate of 12% per annum it will take about 4 ½ years  to reach the R247 500 

threshold which by then would in any event have been adjusted higher for inflation. 

When this was written the implementation date was set for 1 March 2016, however  the 

outcome of the 10 November 2015 hearing of the Standing Committee on Finance about 

a possible but unlikely phasing in from 2016 to 2018 was still awaited. 
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The new arrangement only relates to retirement and not to resignation therefor as the 

law currently stands a member may resign before reaching the normal retirement of 65, 

say at 64, in which event the new arrangement can be avoided, however this would 

come at a price of higher tax on the pay-out and is not advisable.  In any event there is 

no need for members to make any hasty decision to resign or go on early retirement as 

there is ample time before the new arrangement will impact on members and even when 

it does 4 to 5 years hence, it will start at a low level and take about 5 years to reach a 

more substantial level.  After all, government or nobody else is going to take your money.  

You will just be required to save 2/3 accrued from 1 March 2016 for future use, via 

monthly pay-outs.  The terms and conditions of the annuitisation (saving of ⅔ for monthly 

payments) are currently the subject of a first draft of regulations, the contents of which 

will probably be ironed out between national Treasury and the retirement industry during 

2016.  Members will be kept posted about progress in this regard.  However the first draft 

already potentially provides for a wide choice of investment options. 
 

As far as retirement reform is concerned,  the headline message remains:   If you want to 

resign or take early retirement for whatever reason don’t blame it on retirement 
reform.  Rather be brave and tell your wife no more jam on the breadbecause you are 

going to quit your job because you had enough of your boss. 
 

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

as the Board of Trustees, currentlyconsisting of 13 trustees positions of which two are vacant. 

The one being a member trustee position which became vacant because of the retirement of 

Mr Erné Smal earlier this year. This vacancy is scheduled to be filled later today under item11 

of the agenda. 

 The other vacancy is that of the SALGA nominated trustee.  When this position became 

vacant the Management Committee gave thorough consideration about whether to continue 

with this position or not. Eventually it was decided to amend the Fund Rules to discontinue the 

position. The reasons for this decision includes  the historical poor attendance by the Salga 

nominated trustees, the inequality because the employer body to the SALGBC is given a seat 

but not the trade union constituencies represented in the SALGBC and 13 trustees tend to be 

on the big side for a similar size pension fund.  
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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 Excomember Independent 
Mr. E.C. Alberts  Independent 
Mr. J.D.G. Venter Independent 
Mr. J.H. Grobbelaar Member 
Mr. R. Ramare Member 
Mr. M.D. Mogakabe Member 
Cllr. M.L. Mothata Employer 
Mr. John Hall      Member  
 

We will also say goodbye to another member of the Committee in 2016, being Mr. John Hall, 

who will be retiring (dare I say due to “old age”?!) Although we will greet him with regret it is 

with great gratitude that we can wish John a healthy and prosperous retirement and that God 

may bless and guide him on his new journey. 
 

12. CONCLUSION 
 

In conclusion, sincere appreciation to the following 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 Christine Seierlein, Accounts Executive for the Fund 

who became synonymous with the Fund and also to SEB management for the conference 

gifts handed out here today which we believe will come in handy having regard to the latest 

power supply interruptions, 

• 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 investment 

matters, 

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

specialised skill and great transparency, 

• to Deloitte & Touche for rendering a thorough independent  auditing function, 

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

matters and a comprehensive statutory actuarial valuation done, with special reference to 

Gerda Grobler and Melanie Swart who never leave a stone unturned until 100% satisfied, 
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• to the six staff members of the Fund for their dedicated commitment to the Fund and its 

members,   

• to each and every member of the Management Committee, thank you very much for your 

valuable inputs, debate and differences of opinion, but at the end loyal support during yet 

another year and then 

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

presence and  meaningful participation.  
 

I wish you all a wonderful festive season with lots of joy and a blessed time with your families.  

Best wishes for the year ahead  and may you face the challenges of 2016  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 
27 NOVEMBER 2015 


