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MUNICIPAL GRATUITY FUND 

 

CHAIRPERSON’S REPORT FOR THE PERIOD:  1 JULY 2015 TO 30 JUNE 2016 
 

1. WELCOME 
Once again we are at the end of yet another year. It is again a great pleasure and 

privilege to welcome everyone here today at the 22ndannual meeting of the General 

Committee of the MGF.  I hope you did celebrate the 21st birthday of the Fund when the 

fireworks went off at midnight on the pastNew Year’s Eve at the beginning of this year,as 

suggested in my report a year ago.We are now fast becoming a mature Fund. 
 

I trust 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 2015/2016 financial year was characterized by downward revisions to global growth, 

uncertainty about the timing and extent of US interest rate hikes, a shift towards 

populism in Europe and the adoption of negative interest rate policies by the European 

Central Bank (ECB) and the Bank of Japan (BOJ). In the first half of the financial year, 

emerging markets came under selling pressure as commodity prices weakened on the 

back of a Chinese slowdown and competitive currency devaluations triggered by USD 

strength and China’s introduction of a new currency peg linked to a basket of 13 

currencies.  The decline in commodity prices, particularly oil prices, increased the default 

risk in oil and shale producers with banks that were hit hard by their exposure to this 

sector as well as declining margins sparked by negative interest rates in Europe and 

Japan. Although the ECB expanded its Quantitative Easing (QE)  program to Euro 80bn 

from Euro 60bn per month, and reduced the deposit rate to -0.4% from -0.3% and the 

refinancing rate to zero from 0.05%, it did signal that negative interest rate policy was 

likely at an end. 
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In light of benign aggregate demand globally, persistent disinflationary pressures 

weighed on risk assets in general as investors went in search of yield.  On the domestic 

front, the political fallout from Nenegate fuelled a bond and currency market sell-off, 

while the uncertain legislative environment (i.e the mining bill, agricultural bill, private 

security industry bill, expropriation bill and minimum wage legislation) resulted in a sharp 

contraction in private sector fixed capital formation.  The weakness in the rand had a 

silver lining in that foreign currency denominated asset classes underpinned investor 

returns, given a 21% depreciation in the rand/USD exchange rate in the first half of the 

financial year.       

The second half of the financial year did, however, bring some relief for investors with a 

rebound in commodity prices helping to underpin emerging market assets, while an 

easing of default risks amongst oil and gas producers helped stabilize global financial 

stocks. The UK’s Brexit vote at the end of the financial year did trigger a sell-off across 

risky assets globally, but markets recovered quite quickly to pre-Brexit levels once it 

became clear that a lengthy time frame was needed for negotiations on a UK exit to be 

completed. Of concern, is that the Brexit vote may have emboldened anti-European 

political parties to follow the UK’s lead and attempt a break-away from the EU.   The shift 

towards more populist governments is seen as a headwind for global growth as 

increased protectionism would be negative for global trade. 

The recovery in the rand in the second half of the financial year, while positive for the 

domestic inflation outlook also proved to be a double-edged sword with offshore asset 

class returns detracting from overall portfolio returns. As a consequence, domestic asset 

classes outperformed their developed and emerging market counterparts with domestic 

bonds and listed property the best performing of the broad asset classes. The rally in 

bonds, post the re-appointment of PravinGordhan as Minister of Finance, highlighted the 

sensitivity of investors to the perceived state capture of the Treasury and Chapter 9 

institutions. Although the international ratings agencies gave South Africa a ratings 

downgrade reprieve, a lack of economic reforms coupled with weak corporate 

governance at SOE’s, has opened the door for a ratings downgrade towards the 

backend of 2016.  The ongoing pursuit of the Minister of Finance by the NPA, for what is 

widely perceived as politically motivated, remains a material headwind for the economy 

and supports a strategy of broad diversification across all asset classes.    
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Against the backdrop of increased economic and geopolitical uncertainty, defensive 

asset classes outperformed their risky counterparts over the past financial year with 

emerging market bonds, developed market bonds and global listed property the best 

performing asset classes. The table below highlights the asset class returns for the 

2015/16 financial year.             

 

Asset Class Returns  
 
Periods  to 30 June 2016 1 month 3 months 6 months 1 year 3 year 5 year 
ALL SHARE -3.0% 0.4% 4.3% 3.8% 13.0% 13.8% 
ALL BOND 4.0% 4.4% 11.2% 5.2% 6.3% 7.9% 
STEFI COMPOSITE 0.6% 1.8% 3.5% 6.8% 6.2% 5.9% 
MSCI WORLD (ZAR) -7.2% 0.8% -5.1% 15.9% 19.7% 22.0% 
RAND vs US$ 6.4% -0.5% 4.8% -17.8% -12.4% -14.4% 
RAND vs EURO 7.4% 2.7% 3.2% -16.9% -7.5% -9.6% 
RAND vs GBP 16.7% 8.0% 16.7% -2.5% -8.4% -11.1% 

 
2.2 Looking Ahead 
 
2.2.1 The Global Economy 
Post the 2008 recession, risk assets were buoyed by QE stimulus rather than inflation 

expectations, although more recently the boost from QE has shown diminishing benefits. 

Due to more stringent capital adequacy requirements for banks, the unintended 

consequence has been pedestrian credit demand, weak aggregate demand and benign 

capital expenditure.  The case for increased fiscal stimulus is growing ever louder given 

the leeway some countries now have in raising their fiscal deficits following years of 

fiscal austerity. The aggregate of total worldwide debt at governments, households and 

non-financial corporations has risen at an annual growth rate of 4.2% since 2008, which 

is only slightly in excess of the nominal growth rate of the world economy. Measured as 

a percentage of GDP, total debt held by this group has increased from around 220% in 

2008 to 230% in 2015. It is an increase, but the 10%-point rise is not exactly shocking. 

What’s more, almost all of it is attributable to the increase in government debt.  On 

aggregate, household and corporate debt as a percentage of GDP has been more or 

less stable around a level of 150% of GDP since 2003. These debt levels may appear to 

be too high, but the idea of an impending debt explosion across the board does appear 

to be misleading.  Increased fiscal spend does however pose a risk of higher bond yields 

that could spill over into equity market valuations as the discount rate increases.   
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The tapering of QE by the ECB and BoJ over the longer term is also seen as a risk to the 

bond market although the timing of such a move will not be synchronized.  The ECB is 

expected to push out tapering beyond March 2017 when the current programme is 

scheduled to expire, while Japan is likely to continue its asset purchase programme well 

into 2018.  Otherfactorsthatcouldcontributetohigheryieldsincludeelections in both 

Germany and France next year, which could see more populist economic policies 

feeding increased fiscal spend. 

 

In the US, therecentincreases in expectedinflation  rate 

suggeststhatinflationarypressures are building, justifyingaDecember rate hike. 

Theerosion of producermarginsexperienced as aresult of risingrawmaterial input costs 

and intermediate input costswill also bepassedontotheconsumer in duecourse, 

furthersupportingsomewhathigherinflation. The US FederalReserve is 

thereforeexpectedtograduallynormaliseinterestratesalthoughthetrajectory of 

increaseswillbe more mutedthan in previouscycles.  

 

With real bond yieldstrading in negativeterritory, especially in Europe and Japan, pension 

and endownmentfundshave had toplaceincreasingamounts of assetsonrisk in order to 

meet contractualobligationstofund pensions.  Thissuggeststhatoverthelonger term, bond 

yieldswillneedtorise in order toavertapotentialcollapse in lifeassurers.  

Sinceemergingmarkets offer more attractive absolute bond 

yieldsrelativetotheirdevelopedmarketcounterparts, aneutralweighting is retained in 

emergingmarketbonds, whiledevelopedmarketbonds are underweighted.  

Eventhoughcurrencyriskremainsaconcern in theeventthatthe US raisesrates more 

aggressiverlythanexpected, theMGF’s base caseview is thatemergingmarketcurrencies 

are tradingbelowtheirfairvalue, providingacushionagainstanunexpectednormalisation in 

US rates.         

 
Evidence of a turning point in the global earnings cycle is expected to underpin investor 

sentiment over the coming quarters. The turning point in the earnings cycle became 

evident at the end of June following a 16% year on year contraction in trailing earnings.  

Although developed market equity valuations appear somewhat stretched relative to their 
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10-year averages, relative to their longer-term mean, the equity market is still fairly 

valued. In contrast, the price-to-normalised earnings multiple suggests that valuations 

are still attractive, reinforcing the equities argument.  Similarly, emerging market equity 

valuations have also become stretched on conventional metrics, but on a 

normalisedbasis, emerging markets appear cheap.  Amid expectations of still low interest 

rates, even after a Fed rate hike, equity markets are likely to sustain relatively higher 

earnings multiples. Further support for emerging markets is seen in the turnaround in 

their earnings cycle, which is currently more advanced than that in developed markets, 

suggesting demand will persist notwithstanding the macro-economic risks. 
 

2.2.2 The South African Economy 
Allegations of “state capture”, theongoingattemptstoprosecutethe Minister of Finance, 

slowprogress in reformingSOE’s and thePresident’sreluctancetosignintolawthe Financial 

IntelligenceCentreAmendment Bill allincreasethelikelihood of aratingsdowngrade in 

December. Althoughadowngrade by two of thethreeratingagencies is nottheMGF’s base 

caseview, it is expectedthatMoody’swilldowngrade SA toonenotchaboveinvestment 

grade (Baa3), therebyaligningtheirratingwiththecurrentratings of theothertwoagencies.  

WhileFitch is expectedto put the country onanegativewatch (BBB-), S&P GlobalRatings 

is likelytoannounceasub-investment grade rating (BB+).  Theirdecision is 

likelytobelessaboutfiscalprudencebut more aboutpoliticaluncertainty, 

weakeconomicgrowth, lack of private sectorinvestment and risingunemployment.     

 

Sincecreditdefaultswapratessuggestadowngrade is alreadypartiallypricedintothe bond 

market, ablow-out in yields is likelytobelimited in theevent of adowngrade. 

Withdevelopedmarket bond yieldstradingathistoricallylowlevels, 

thesearchforyieldgloballywillcontinuetounderpinforeigndemandforhighyieldingdebt, 

reducingthelikelihood of hugeforeigncapitaloutflowsif SA is 

excludedfromtheCitigroupWorldGovernment Bond Index. Thesefactors, 

combinedwithexpectations of lower inflation and real yields in excess of 3% 

overthecomingtwoyears, supportsanoverweightposition in domesticbonds.  Anaveraging-

instrategyahead of theratingsdecision is likelytobethebeststrategyfromamarkettimingpoint 

of view. A leafhas been takenout of Brazil’sbook, whereyieldsactuallydeclinedpostitssub-

investment grade rating.   
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Whilethe “mini-budget” was largelymarketneutral, analystswillcloselywatchdevelopments 

in thecontingentliabilities’ (guaranteesto State OwnedEntities’s) component of 

themainbudget in February 2017.  Sincethenuclearbuild programme is 

expectedtobemanaged and implemented by Eskom ratherthanthe DOE, 

noadditionalguarantees are expectedfor Eskom.  Rather, in 

theeventthatthenuclearbuildprogramme doesgetthegreenlight, thecosts of the 

programme willbeborn by electricityusersthroughhighertariffs. It is hopedthat as part of 

Eskom’srestructuring, thegeneration and distributionbusinesseswillbe split out of Eskom 

so thatthe SOE competeswith Independent Power Producers (IPP’s) 

forthelowestcostsupply of electricity.  In theeventthenthat Eskom 

goesaheadwiththenuclearbuild programme, 

itwillneedtosupplyelectricitytothegridatacheaperorcomparabletarifftothat of theIPP’s.   

 

Whilevaluationconcernspersist in thedomesticequitymarket, thehighmultiple of themarket 

is largelyduetostretchedvaluations in rand-hedgecountersratherthan SA Incshares. 

Coupledwithexpectations of aslightlystronger rand in 2017, animprovinggrowthoutlook 

and adeclininginterest rate cycle, stockselectionbiasedtowards SA 

Inccountersshouldresult in theoutperformance of multi-

managedactivefundsovertheirpassivecounterparts.  

WiththereturnontheAllShareIndexexpectedtobe in linewiththatfromcash, activemanagers 

are expectedtodeliverreturns in excess of theAllShareIndex.     

 

Summary 
 

In light of anexpectedconvergence in returnsacrossallassetclasses in theyearahead, 

barringdevelopedmarketbonds, the MGF willcontinuetodiversifyitsportfoliosbroadly, 

butwithatilttowards more incomegeneratingassets. Fromarisk-adjustedpoint of view, 

thewidedispersion of expectedreturnsfromriskyassets (i.eequities) supportstheinclusion 

of more incomegeneratingassets in themixgiventheirmuch smaller dispersion of returns. 

In addition, giventherisk of rand weakness in therun-uptotheratingsagencies’ assessment 

of South Africa, anoverweightposition is retained in offshoreassetclasses.   
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3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 
 
3.1 Life Stage Model (LSM) 
The investment plan of the Fund is captured in the Investment Policy Statement (IPS).The 

objective in terms of the IPS is to generate sufficient wealth for  a member  to buy a pension 

rendering about 75% of salary at retirement (replacement ratio) after a contribution period of 

approximately 35 years.  The vehicle designed to obtain this objective is the Life Stage Model 

(LSM).  In essence the LSM provides for age related investment portfolios  to  which members 

are allocated,  taking on higher risk and consequently potentially higher returns during their 

younger years and then getting closer to retirement the fund credits of members are 

transitioned to more conservative portfolios with less risk but also potentially lower returns. 

However in negative market conditions the more conservative portfolios will outperform the 

more aggressive portfolios because of its defensive nature. 

 

The following table indicates the return objectives for the three capital growth life stage 

portfolios of the LSM to achieve the said replacement ratio objective as well as the actual 

annualised returns over the eleven years of existence up to 30 June 2016. 
 

Investment Returns for the period July 2005 to 30 June 2016

Portfolio  Return objective  Actual return
Objective
outperformance

Inflation 
outperformance 

AP  CPI + 5.5%   11.7%  13.2% 1.5% 7.0% 
MP  CPI + 4.5%  10.7%  12.1% 1.4% 5.9% 
CP  CPI + 3% 9.2%  10.7% 1.5% 4.5% 
PP  Cash  5.9%  6.4% 0.5% 0.2% 

 

The outperformance by each of the LSM portfolios is testimony of the robust design of the LSM 

portfolio construction.  It is constructed to bank sufficient returns in bull markets to compensate 

for lower returns during bear 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 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 
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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. Often 

we want to achieve 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,  havingdisregarded 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.  In general,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. 
 

 

 

 

The returns of the life stage portfolios for 2015/16are as follows: 

 Jul-15 
% 

Aug-15 
% 

Sep-15 
% 

Oct-15 
% 

Nov-15
% 

Dec-15
% 

Jan-16
% 

Feb-16
% 

Mar-16
% 

Apr-16 
% 

May-16 
% 

Jun-16
% 

Year Total
% 
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AP 1.10 -1.20 -0.53 5.14 -0.17 -0.14 -1.54 -0.37 3.34 0.53 3.51 -2.40 7.22 

MP 0.92 -0.63 -0.07 4.38 0.03 -0.24 -0.97 -0.05 2.58 0.68 3.02 -1.71 8.04 

CP 0.72 -0.38 0.08 2.46 -0.72 -0.80 -0.25 0.35 2.73 1.22 1.17 -0.20 6.50 
PP 0.50 0.53 0.60 0.57 0.57 0.55 0.58 0.59 0.73 0.63 0.73 0.72 7.53 

 

Like the 2014/15 financial year, the 2015/16 year was again a difficult one for retirement funds 

with the Fund no exception to the rule. Apart from subdued global growth, South Africa had its 

own problems with low growth having a direct impact on investment returns. Then there were 

the negative political events, local and abroad, impacting on the investment markets. Firstly on 

9 December 2015 at the stroke of a pen, half a trillion rand was wiped off the value of South 

African stocks and bondsin an exercise which since then became known as theinfamous Nene-

gate.   As illustrated above the markets and returns started to recover nicely during March to 

May from the negative impactof the Nene-gate fiasco.  I can recall clearly during our trustee 

meeting on 22 June 2016 when we had a look at the returns up to that specific date how 

positive and elated the trustees were that with only 8 days left of the financial year everything 

was on track to end with double digit returns for the AP and MP. We discussed the possible 

outcome of the British referendum about leaving orremaining with the EU and since the opinion 

polls indicated that it would be a stay, we were confident about the markets. Then on the 

morning of 24 June havoc broke loose in the financial markets all over the world with the 

announcement that the referendum result was to leave the EU. The rest is now painful history. 

 

The AP ended with a pedestrian 7.22% which is 46% up from last year’s 4.94% but still a far 

cry from the hay days of 2013 and 2014. The MP returned 8.04% which is also an 

improvement on last year’s 6.66%. To put the returns of these two growth portfolios in 

perspective one should note the All Share return of 3.8% and the All Bond return  of 5.2%. 

Then the CP delivered 6.5% and the PP 7.53%. In retrospect the PP was the place to be for 

2015/16 having regard to the inherent low risk of this portfolio. The PP did what it is designed 

for; protecting 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 under. However due to the low risk it will be outperformed by the AP, MP and CP 

when the markets rally again. 
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The overall return profile is in line with the investment strategy to lessen the inherent risk as 

one moves on along the continuum of the four life stage portfolios. During difficult market 

conditions the more defensive structured portfolios with lesser risk should outperform the more 

aggressive portfolios. Having regard to a year which was constantly swinging between risk-on 

and risk-off periods, the outcome of the four investment portfolios, being so close to each 

other, is a mirror image of market conditions. In this respect it underscores the efficiency of the 

design of the LSM. The efforts, especially by the Fund’s asset consultant in the person of Mr 

David Galloway, to achieve this outcome should not be underestimated. Constant strategic 

asset allocations to the AP, MP and CP had to be done to trim the sails towards the changing 

winds during the past year as opportunities for risk came and disappeared like stuttering winds. 

 

All in all one cannot expect the markets to keep on going upwards without having a correction 

from time to time. Market corrections are a reality and has its place in the economic cycle. It is 

necessary for the economy to re-gear from time to time. When one takes a long journey on the 

road it is not possible to drive all the way in the 5th gear. Sometimes there is a hill and you have 

to gear down to a lower gearor two, to reach the top. Sticking to 5th gear will not get you to the 

top and the car will stutter to a stand-still. Similarly we are driving now in a lower gear but we 

will reach the top and get to 5th gear again on the other side of the hill. This is a given. The only 

uncertainty is when. Fortunately, having regard to history there are longer smooth than hilly 

roads in the economic cycles as illustrated by the following table of the Fund’s historical returns 

since the implementation of the LSM during July 2005. 

 

 2005/06 
% 

2006/07 
% 

2007/08 
% 

2008/09
% 

2009/10
% 

2010/11
% 

2011/12
% 

2012/13
% 

2013/14 
% 

2014/15
% 

2015/16
% 

AP 25.60 28.45 2.43 -4.14 16.70 14.83 10.23 16.43 26.83 4.94 7.22 

MP 17.80 24.77 1.55 1.48 15.33 13.90 9.68 14.49 21.94 6.66 8.04 

CP 11.00 20.27 3.22 8.13 14.92 12.85 8.63 10.46 14.85 7.84 6.50 

 

As can be seen, the good 2009-2014 cycle lasted about 5 years as opposed to the two lean 

years of 2007-2009. No predictions are being made about how long the current cycle will last 

but it is clear that it will be longer than three years but then it must be kept in mind that this 

market correction is not closely as deep as that of 2007-2009 and can therefore expected to 

last slightly longer. The positive is that during the hay days sufficient returns were banked to 

ride through the troughs and still be ahead of the life stage objectives for the various LSM 

portfolios as indicated hereinbefore. 
 
 

3.3 Member Investment Choices 
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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 four portfolios (AP, MP, CP and PP) to a maximum of 

two portfolios. 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.  

Since such front running is done at the cost of the balance of the membership it isregarded 

unethical in the industry. 
 

3.6 Returns going forward 
The million dollar question remains where to from here. I really wish I had a crystal ball for this 

one. Fact is, if I would have had a reliable crystal ball I would not have been here now but 

instead cruising onaluxury yacht on the Mediterranean Sea  surrounded by a few adoring 

mermaids. However back to reality, the returns of the life stage portfolios for the first four 

months of the 2016/17 financial year are as follows: 
 

Portfolio Jul 16 Aug 16 Sept 16 Oct 16 TOTAL

Aggressive 0.08% 2.15% -1.53% -1.79% -1.14%

Moderate 0.38% 1.79% -1.04% -1.20% -0.11%

Conservative 1.02% 0.74% 0.27% -0.53% 1.50%

Protected 0.65% 0.72% 0.60% 0.69% 2.82%

 
 

Again, just when it looked as if we were returning to calmer waters during the first two months, 

the local political storms hit the markets during September and October. Let’s hope that with 
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the latest political developments regarding the PravinGordhan saga and the State of Capture-

report the rating agencies will have mercy upon us during December.If not and our bonds get 

downgraded to non-investable grade, we can expect another backlash on the markets, let 

alone the impact of the Donald Trump regime. 
 

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

was done the year before last year. The Fund engaged the actuary to also do full valuations for 

each of the two interim years. The valuation report for the year ended 30 June 2016 is included 

in the annual financial statements on page 49. The actuary made an unqualified finding that the 

Fund was financially sound as at 30 June 2016. More about this will be included in the actuarial 

presentation followingthis report.  
 
5. FINANCIAL STATEMENTS 
The financial statements for the year ending 30 June 2016are 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 2015/16 financial year. The Fund again 

received a clean unqualified independent audit report. 
 
As reflected in the income statement on page 29 of the financial statements R1.64 billion 

accrued in contributions and another R1.36 billion in investment returns.The total asset valueas 

at 30 June 2016 exceedsR20 billion.   
 

Delegates who attended the annual meeting last year, may recall that I made reference to the 

saving of about 13.5% on the trustee expenses compared to the 2013/14 expense as was 

evident in note 12.1 to the 2014/15 financial statements. I then mentioned that it would not be 

the same scenario this year because the Executive Committee would do a due diligence visit to 

the offshore asset managers in London during July 2016 at an estimated cost of R300 000 for 

a 5-person delegation. The actual cost was R332 000 and therefore the total trustee expenses 

for 2014/15 is inter alia increased by this amount. It will however return to the usual level next 

year since the offshore manager visits are only done at 5 to 6 year intervals. 

 
 
 
6. RULE AMENDMENTS 
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A number of rule amendments were done during this year. A summary thereofis included on 

pages 16 and 17of the financial statements.Due to time constraints, I will not deal with it here 

again. The amendments mainly deals with administrative requirements and to align it with 

directives issued by the Registrar of Pension Funds. 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 sometimes receives 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 
The market for the family funeral plan is tested on a regular basis to make sure the Fund get the 

best deal available. During the re-broke done earlier this year there was fierce market 

competition to obtain the Fund’s account. The best price tendered for the same product, being 

that of Sanlam Life, was accepted at a 10.5% saving. The transition from Old Mutual to 

Sanlam took effect on 1 August and appeared to be seamless. 

 

9.  ADMINISTRATION 
There were no significant changes to the three areas of administration namely member 

administration, investment administration and core administration during this year. 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.  
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It is reassuring to have a balance sheet the size of Sanlam behind the administrator of our 

Fund in the event of operational risk. To date Sanlam came to the party without exception. 
 

10. RETIREMENT FUND RATIONALISATION 
The retirement reform topicreserved its space in the chairperson’s reports for the past ten 

years. However, the emphasis has shifted this year from retirement reform to retirement 

fundrationalisation. Insofar as retirement reform by the national government under the 

auspices of National Treasury is concerned, we are currently in calm waters with nothing new 

to report since the implementation of the compulsory two-third annuitisation of savings was 

postponed to 2018. 

 

The new (or not so new) topic on the horizon is that of retirement fund rationalisation. The 

discussions about rationalisation of municipal pension funds dates back to 2002 which 

eventually on the ill advice of a certain individual driving his own profit agenda culminated in 

the purported establishment of the Local Government Pension Fund by SALGA during 2006. 

This misplaced and unlawful exercise was nullified during 2007 by the Financial Services 

Appeal Board on application by a number of municipal pension funds and organized labour,   

led by the Fund.Full particulars of these historic events are to be found in previous 

chairperson’s reports, moreover those of 2006 and 2007. 

 

Since then this matter was shifted to the back burner although not abandoned. It was again 

raised inpar 9.5 of the SALGBC 2012/15 multi-year salary and wage agreement when the 

parties to the Bargaining Council undertook “to conclude a collective agreement on the 

rationalisation of pension funds no later than 31 December 2012.” 

 

Nothing happened in pursuance of this agreement and again in the September 2015 multi- 

year agreement the parties undertook   “ to expedite the process on the rationalisation of the 

pension funds regime in Local Government currently underway in the SALBC and to conclude 

a collective agreement by no later than 30 June 2016.” 

 

To date no real progress has been made in this regard but the establishment of a Bargaining 

Council task team to prepare a document for distribution to the pension funds. Presumably 

thevarious local governmentfunds will be granted an opportunity to comment on the 

document. Without pre-empting the contents of the document, it is expected that it will spell 

out the accreditation criteria and process to follow. It is not envisaged that the rationalisation 

will have a negative impact on the Fund and its members. The process is aimed at bringing 
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down the number of municipal pension funds from 43 funds registered with the Financial 

Services Board to a more manageable number. The big established well managed funds 

should not be affected and concern about the future existence of the Fund is not seen as a 

real risk. Nevertheless, like in the past, the Fund will make sure it is at the coalface and keep 

the members informed on anything which may impact on their retirement savings.  
 

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

as the Board of Trustees, currentlyconsisting of 12 trustee positions of which two are vacant. 

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

Mr John Hall earlier this year. This vacancy is scheduled to be filled later today under item12 of 

the agenda. The other vacancy is that of Ms Welheminah Molubi, an employer trustee which 

position became vacant when she was not re-elected at the August 2016 municipal 

elections.Both John and Welheminah served their terms well and I wish to thank them for it. 

Welheminah was the vice-chairperson of the Fund and since her departure Joe Modiga was 

elected by the Management Committee to this position.  She was also serving on the Executive 

Committee and her position was filled by the election of Jannie Venter to the ranks of the 

Executive Committee. In addition to the two vacancies there are also another three member 

trustee positions coming up for election later today because the terms of office of Joe Modiga, 

Roja Ramare and meare expiring today.All three are eligible for re-election. 
 

The Management Committee meets eight times per annum and the trustees maintained a 94% 

attendance for the year under review. The average service years per trustee is 10 years of 

which three trustees reached the 20 year mark. The Fund is fortunate to have this level of 

experience. Similarly the loyalty and commitment of the trustees to the business of the Fund 

and its members are beyond reproach. 
 

The composition of the Management Committee is currently as follows:  
 

Mr. P.J. Venter Chairperson Member 
Mr. L.J. Modiga Vice-chairperson Member 
Mr. J.D.G. Venter Exco member Independent 
Mr. G.A. van Zyl Excomember Independent 
Mr. E.C. Alberts  Independent  
Mr. J.H. Grobbelaar Member 
Mr. R. Ramare Member 
Mr. M.D. Mogakabe Member 
Cllr. M.L. Mothata Employer 
Mr A. vd Berg     Member 
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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 distributed  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 investment 

matters, 

• to Deloitte &Touchefor 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, withspecific reference to 

Gerda Grobler and Melanie Swart who never leave a stone unturned until 100% satisfied 

and to Bevan Pearson who presented the actuarial slides today, 

• to the 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 2017with renewed 

energy.Please be careful on the roads and mayyou 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 
25 NOVEMBER 2016 


