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MUNICIPAL GRATUITY FUND 
 

CHAIRPERSON’S REPORT FOR THE PERIOD:  1 JULY 2017 TO 30 JUNE 2018 
 

1. WELCOME 
It is my sincere privilege to welcome all the members of the General Committee present 

here today at this 24th annual meeting. A warm welcome to each of you.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.Kindly switch your 

mobile phones to silent in courtesy of your fellow delegates. 
 

2. ECONOMIC MATTERS AND FINANCIAL MARKETS 
Let me start off the Chairperson’s reportby reflecting on the economic matters and 

financial markets. 
 

2.1 General overview 
Synchronizedglobal growth in the first half of the Fund’s 2017/18 financial year 

underpinned risk assets as earnings growth exceeded trend.  In the second half, 

however, trade war fears(specifically between the US and China) and emerging market 

contagion were the dominant themes across markets, with emerging market equities 

particularly hard hit. The catalyst for the sell-off in emerging markets included a 

tightening in global financial conditions as the US Federal Reserve started raising 

interest rates and withdrawing liquidity by unwinding its quantitative easing programme.  

Despite the increase in risk aversion, risk assets ended the financial year with double 

digit returns, partly aided by rand depreciation.  As a consequence, the Fund’s risk 

profiled portfolios delivered returns in line with their inflation-linked return objectives.  

Global equities were the best performing of the broad asset classes, followed by 

domestic equities and emerging market equities. Domestic resource stocks rallied 

sharply, partly due to rand depreciation and a rebound in commodity prices. Within the 

fixed income space, global property stocks benefited from a flight to safety, whereas 

domestic bonds rallied on subdued inflation and a re-affirmation by Moody’s of the 

country’s investment grade rating.  
 

The start to the first half of the new financial year has however been accompanied by a 

sharp sell-off in global equity markets triggered by concerns of more aggressive US 
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monetary tightening, steady inflation-creep and an increase in geopolitical risks.  While 

equity market valuations and return expectations were favourable at the 3rdquarter-end, 

even after factoring in slower earnings growth in coming years, valuations are now even 

more attractive following the recent market correction. With forward market valuations 

trading well below historical means, a market crash is not expected since the drivers of 

the recent correction seem to be sentiment-driven rather than fundamentals-driven.  With 

capital flight risks from emerging markets still high as the Fed continues to raise interest 

rates, currency market depreciation in excess of 10% coupled with a 20% plus equity 

market sell-off since the start of the year, presents an attractive entry point for investors.     
 

2.2 Looking ahead 
A brief summary of the global and the South African economic outlook follows. 
 

2.2.1 The Global economy 
In its World Economic Outlook report released in October 2018, the International 

Monetary Fund (IMF) projected that global economic growth for 2018 and 2019 would be 

unchanged from its 2017 level, at some 3.7%.  The projected growth represented a 0.2% 

downward revision from its earlier estimate in April2018. The IMF, however, warned that 

the expansion was becoming less balanced and may already have peaked in some 

major economies.  In the US, momentum was still strong as the fiscal stimulus continued 

to support the economy, but growth for 2019 was revised lower due to the imposition of 

tariffs on Chinese imports. The IMF also expected US growth to slow further in 2020 as 

the positive effects from the fiscal stimulus unwound at a time when the monetary 

tightening cycle was expected to be at its peak. Among emerging market and developing 

economies, the growth prospects of many energy exporters had improved due to the 

higher oil price, but growth was, however, revised lower for Argentina, Brazil, Iran, and 

Turkey, among others, reflecting country-specific factors (Iranian sanctions), tighter 

financial conditions, geopolitical tensions, and higher oil import bills. China and a number 

of Asian economies were also projected to experience somewhat weaker growth in 2019 

due to the US-China trade war.    While the US-China trade war is expected to intensify 

in 2019 as the US imposes tariffs of 25% on all of China’s imports, trade tensions 

between the US and the rest of the world appears to have abated.  The finalisation of a 

new trade agreement between the US, Mexico and Canada (USMCA), the replacement 

agreement for NAFTA, and the re-opening of trade talks on goods between the US and 

Japan have helped reduce the risk of an all-out global trade war.  Similarly, the EU’s 

decision to allow greater access to US agricultural products and the US’s decision to 
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exempt EU autos and components from tariffs have also created a more conducive 

environment for further trade talks.   
 

In order to soften the impact of US tariffs on growth, China has announced a fiscal 

stimulus package by way of tax cuts and increased infrastructure expenditure, the 

benefits of which are only expected to become visible in the first quarter of 2019. The 

provision of additional liquidity to the banking system, by lowering the required reserve 

ratio and increased loans via the Medium Term Lending Facility, are additional measures 

China is taking to prevent a sharp slowdown in the economy.  China’s stimulus is, 

however, unlikely to be of the magnitude seen in 2008 since local governments do not 

have enough infrastructural projects in the pipeline to fund, via the issuing of special 

bonds.  Instead, a large proportion of spending is earmarked for acquiring agricultural 

land or for compensating farmers for preparing future acreage.  The tax breaks on the 

other hand are expected to support consumption expenditure as taxpayers deduct rental 

payments or interest payments on mortgages, spending on education and expenditures 

incurred on supporting dependent parents. The tax threshold was also increased, in a 

further boost to consumption.  
 

A more aggressive tightening in global financial conditions is a material headwind for 

global growth with emerging market economies bearing the brunt of rising US interest 

rates at a time when emerging market USD-denominated debt has surged. Although the 

Fed’s projection remained unchanged following the September meeting with three 

increases of 25 basis points each penciled in for 2019 and a further two increases 

projected for 2020, inflation surprises could see the projection being revised higher.  

Since the market’s expectation of US interest rate hikes is far more modest, with three 

increases expected in 2019 and no further increases expected in 2020 and beyond, the 

risk of a repricing across all asset classes with associated negative wealth effects could 

still drive the global economy into a recession.Outside of the US, a weakening in 

business and consumer sentiment, as well as softer global purchasing manager indices 

(PMIs) suggest global growth may slow quicker than predicted by the IMF. The latest 

survey of US business economists, reveals that two thirds of participants expect a 

recession by the end of 2020, with fewer participants thinking a recession will emerge in 

2019. Although US growth has been particularly strong in the first half of 2018, growth 

may have already peaked given the slight slowdown in business sentiment.  A sharp 

slowdown is however not expected in the near term given still buoyant PMI’s, modest 

wage increases and low unemployment. 
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2.2 The South African Economy 
Following disappointing GDP growth figures in the first halve of  2018 when the economy 

moved into a technical recession, private sector consensus growth estimates for the year 

have been revised lower to around 0.7%, in line with the Reserve Bank’s and Treasury’s 

latest forecasts.  Growth in 2019 is expected to increase to around 1.9%, trending 

slightly higher to around 2% in 2020. The more benign growth environment is also 

evident from weak readings on both the Barclays and Standard Bank PMI’s. Even proxy 

estimates for gross fixed capital formation (commercial vehicle sales) and household 

final consumption expenditure (car sales) suggest third-quarter growth will be weak on a 

year/year basis, but that the country will exit its technical recession. The President’s 

recently announced R50 billion stimulus package, while welcome, failed to change the 

mood of investors either, since the stimulus is to be funded from existing budgetary 

allocations, rather than new sources of funding.   

The recent announcement by the President that his administration had secured 

commitments of new investments totalling some R290bn over the next five to ten years 

is a positive boost for the economy, but it is crucial to remember thatcommitments do not 

necessarily translate into actual investment.  Headwinds to new investment include the 

passage of the Competition Amendment Bill through Parliament which could discourage 

new foreign investment in the economy as the bill allows authorities more powers to veto 

mergers by foreign entities if it has implications for national security.  But the bill does not 

however specify what constitutes a threat to national security and could enhance 

politically motivated interventions in mergers or acquisitions.  The bill also does not 

differentiate between market share and market dominance, something that EU 

competition law does. The bill follows hot on the heels of the Protection of Investment 

Act that prohibits foreign investors from guaranteed recourse to international arbitration 

with only the government having the discretion to grant state-to-state arbitration.  The 

law also subjects foreign investors to the same rules on land expropriation as anyone 

else, a further source of investor uncertainty. 
 

While the gazetting of the Mining Charter was seen to be more pro-business than earlier 

versions, the fear is that it may have come too late as SA mining has already fallen off 

investor radars due to years of policy uncertainty. The “once empowered, always 

empowered” principle was endorsed, suggesting miners would not have to top up their 

BEE shareholding if their empowerment partners sold down their stakes.  
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A further headwind for the domestic economy is the possibility of a Moody’s ratings 

downgrade following the tabling of the mini budget (MTBPS) on 24 October 2018. With 

the fiscal deficit budgeted to breach Moody’s line in the sand of 4% of GDP and a 60% 

debt-to-GDP ratio, the risks have increased that South Africa could still be excluded from 

the Citigroup World Government Bond Index.  The increase in the cost of capital would 

be constraint on growth, while debt repayment costs by government would crowd out 

social expenditure.  Despite the risks, bonds are attractively priced offering real yields in 

excess of 4% through-the-cycle.  Similarly, given the material derating in listed property 

relative to bonds, the sector is also attractive from a valuation and expected return 

perspective. 
 

2.3 Summary 

In summary, overweights to global equities have been scaled back due to geopolitical 

uncertainties, increased protectionism and tighter global financial conditions. In contrast, 

underweights to safe-haven assets have been reduced, particularly at the backend of the 

12-month investment horizon. On the domestic front, risk-adjusted returns favour broad-

based diversification across all asset classes, with overweight positions proposed for 

fixed income asset classes. Given the steep sell-off in equities since the beginning of 

October, valuations and return expectations have improved markedly, supporting an on-

weight allocation to domestic equities.   
 

3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 
 
3.1 Ultimate investment goal 
The ultimate investment goal of the Fund is to provide members with adequate provision for 

retirement. The Board of the Fund therefore set an overall target to achieve sufficient returns 

over a 35 year contribution span to provide a member at normal retirement age with enough 

money to buy a pension which will render an income of about 75% of the last year’s salary. 

This is referred to as a 75% net replacement ratio (NRR). The Investment Policy Statement 

(IPS) of the Fund contains a detailed path of how to reach the 75%NRR goal. This is referred 

to as the investment strategy (IS). In summary the IS methodology is to break up the 35 year 

objective in 4 smaller digestible portions, called the life stage investment portfolios. These are, 

as you know, the Aggressive Portfolio (AP), the Moderate Portfolio (MP), the Conservative 

Portfolio (CP) and the Protected Portfolio (PP). As the names of the life stage portfolios 

indicate, it varies in the level of risk taken on and consequently the level of expected return. 

Unless otherwise elected by individual choice, members are invested in these four life 
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stagesaccording to age, starting  at the higher risk end (AP)  and tapering down over time 

through the other lower risk portfolios (MP and CP)  to the low risk PP. Each one of these life 

stage portfolios has a risk related return objective which is to be obtained in the long run to 

deliver the overall objective of 75% NRR.  The annual return of each is therefore closely 

monitored and compared with the objective in order to make adjustments in the investment 

process if need be. The following table contains the return objectives for the four life stage 

portfolios of the Life Stage Model (LSM) which are to be achieved to meetthe overall goal of a 

75%NRR. It also indicates the actual annualised returns over the thirteen years since inception 

of the LSM. 
 

Investment returns for the period July 2005 to 30 June 2018

Portfolio 
Return objective 
(annualised) 

Actual return 
(annualised)

Objective
outperformance

Inflation 
outperformance 

AP  CPI + 5.5%   11.47%  12.20% 0.73% 6.23% 
MP  CPI + 4.5%  10.47%  11.28% 0.81% 5.31% 
CP  CPI + 3% 8.97%  11.18% 1.21% 4.21% 
PP *  Cash  6.37%  7.06% 0.69% 1.09% 
* The PP portfolio was introduced  in September 2011  

 

Despite yet a challenging year, not only for the Fund but for the investment fraternity at large, 

our Fund managed to keep ahead of the long term investment objective. It is notable that all 

four the life stages are ahead of the long term objectives which mean that the LSM remains on 

track to deliver the 75% NRR. 
 

3.2 Life stage portfolios: AP, MP, CP and PP 
For the sake of progress with the days business on the agenda I do not dwell on the structure 

and characteristics of the four life stages of the LSM, which I assume most of you are quite 

familiar with, having reference to previous annual chairperson’s  reports. Detailed information 

in this regard is available on request. 
 

The returns of the life stage portfolios for 2017/18 wereas follows: 
 

 Jul-17 Aug-17 Sep-17 Oct-17 Nov-17 Dec-17 Jan-18 Feb-18 Mar-18 Apr-18 May-18 Jun-18 Year 
Total 

AP 3.94% 0.85% 1.30% 4.24% -0.09% -2.14% 0.02% -0.80% -2.23% 3.79% -1.66% 3.01% 10.38% 

MP 2.68% 1.00% 1.40% 3.20% -0.45% -1.03% -0.46% -0.67% -0.98% 3.18% -1.19% 2.09% 8.96% 

CP 1.51% 1.48% 0.57% 1.96% 0.22% 0.65% -0.14% 0.13% -0.02% 1.73% -0.79% 0.72% 8.29% 
PP 0.77% 0.70% 0.60% 0.63% 0.62% 0.69% 0.70% 0.62% 0.70% 0.64% 0.64% 0.63% 8.22% 

 

It is clear from this table that we againexperienced a very bumpy ride but in the end the returns 

were not too shabby having regard to the market conditions and also in comparison with our 

peers. 
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3.3 Member Investment Choices 
The LSM is designed for a member with about 35 years of contributing. However provision was 

also made for individual circumstances by allowing for member investment choices. Although 

the fund credits of members are automatically invested in the relevant life stage portfolio 

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

wish to invest contrary to the applicable life stage. 
 

Members have an unrestricted member investment choice to split the fund credit between all 

four investment portfolios in any proportion they wish. These include the choice that the 

contributions be invested in a portfolio other than the fund credit if the member would wish to 

do so. The contributions shall follow the investment choice in respect of the fund credit unless 

a specific choice is exercised that the contributions be invested in a specific investment 

portfolio in which event 100% of the monthly contribution shall be invested in that specific 

chosen investment portfolio, in other words a contribution member investment choice may not 

be split over various investment portfolios. Once a member investment choice is exercised, be 

it in respect of the fund credit or the contributions or both, it shall at all times be maintained and 

shall not automatically revert to the default position when reaching the next default age bracket 

or for any other reason whatsoever and the only manner to get back to the default arrangement 

is to make a written selection accordingly on the prescribed form. 
 

Member investment choices 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.  
 

3.4 Returns going forward 
The returns of the first trimester of the 2018/19 financial year are as follows: 

 

Portfolio Jul 18 Aug 18 Sept 18 Oct 18 TOTAL

Aggressive -0.32% 4.60% -2.87% -2.70% -1.47%

Moderate -0.46% 3.99% -2.02% -1.98% -0.50%

Conservative 0.01% 1.63% -0.79% -1.06% -0.22%
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Protected 0.69% 0.67% 0.66% 0.75% 2.80%

 
 

 

As is evident from the table all the LSM portfolios were in good stead by the end of August 

2018. Just for the next two months to wipe out the stellar performance and force us back after 

four months behind the starting line, except for the Protected Portfolio. Those of you, who 

follow the All Share Index (ALSI) of the Johannesburg Stock Exchange (JSE), will be aware of 

the high volatility of the stocks during this period. Fluctuations of about 2%a day were 

observed, swinging between positive and negative and vice versa. This is only one example of 

the noise that was in the market during these two months. The third quarter of this year (2018) 

was particularly cruel for emerging markets, mainly due to the barrage of negative news flow 

from Turkey and Argentina. This was in addition to existing headwinds like the escalating risk 

of more international trade restrictions between the United States and key trading partners, 

which may have potentially dire consequences for emerging markets if they come to fruition. 

As market sentiment turned sour, foreign investors predictably responded by becoming large-

scale sellers of emerging market bonds and currencies.The best to do in such circumstances is 

to sit tight and weather the storm until it works itself out.  To make adjustments to the Fund’s 

investment strategy in such circumstancesto cater for short term noise, deviating from the long 

term objective could turn out to be disastrous in the long run.  November started off with a bang 

but soon lost steam again.  The selling off of the markets during September and October made 

stocks cheap with the result that there is room for better returns in the local stock market. 
 

4. ACTUARIAL VALUATION 
The last compulsory 3-year statutory actuarial valuation of the Fund was done last year for the 

period 1 July 2014 to 30 June 2017. The result of that valuation was reported at last year’s 

annual meeting. In order to give members comfort about their pension interest in the Fund, the 

Board appointed the independent actuary to alsoperform the same rigid actuarial valuation as 

is required by the pension Funds Act to be done every 3 years, for the two interim years as 

well. Such interim valuation was done for the period under observation today, namely 1 July 

2017 to 30 June 2018. The actuary made an unqualified finding that the Fund was financially 

sound as at 30 June 2018.More about this is included in today’s presentation by the actuary. 
 

5. FINANCIAL STATEMENTS 
The financial statements for the financial year ending 30 June 2018are 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 2017/18 financial year. The 
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Fund again received a clean unqualified independent audit report.As reflected in the balance 

sheet on page 27 of the financial statements, the total asset valueas at 30 June 2018was 

almost R24 billion.  According to the income statement on page 28,thecontributions accrued 

were R1.9 billion and almost R2 billionaccrued in investment returns.The challenges 

experienced with some municipalities to pay contributions timeously were extensively 

discussed at the annual meeting last year. It is evident from the municipalities listed on page 9 

of the financial statements that the position deteriorated. The Board gave serious consideration 

to this unacceptable state of affairs and decided that it be included for discussion here today in 

an effort to find a workable solution to the problem. Guidance in this regard is sought from 

delegates when the floor will soon be opened for discussion of this report.  
 

The balance in the Risk Account (RA) at R325 million is slightly less than the R340 millionof 

lastyear’s closing balance which may again warrant a surplus distribution to members. The 

actuary will investigate the safety margin required in the RA and determine whether funds 

could be released for distribution. This will be considered at the first 2019 Management 

Committee meeting.  As explained in previous chairperson’s reports, the reason for the 

accumulation of the surplus in the RA is because the 4.4% of salary contribution allocated to 

the RA exceeds the annual expenses from the RA. The purpose of the RA is to fund the risk 

benefits, that is the funeral plan and the death anddisability benefits.  Following discussions 

with the actuary early this year, it was resolved to decrease the contribution to 3.65% from 1 

July 2018. This means that the difference of0.75% of salaryis now allocated to the members’ 

individual fund credits. Hence the total 5% of salary contribution has been changed to 4.25% 

since 1 July with 3.65% going towards risk benefits and 0.6% towards administrative costs. 

This is very competitive in the industry, especially if the liberal death benefit of 4x salary is 

considered. With this additional 0.75% of salary going to the fund credit accounts of the 

individual members the surplus built-up in the RA should be considerable less than in the past 

which will mean initially smaller and eventually no surplus distributions from the 2018/19 

financial year onwards.There should still be a significant distribution in respect of the past 

2017/18 year since the reduced levy of 4.25% only started in the 2018/19 financial year. A 

possible surplus distribution will be discussed with the actuary at the first 2019 meeting of the 

Management Committee.  
 

6. RULE AMENDMENTS 
There was only one rule amendmentapproved during this financial year. A summary thereofis 

included on page 17 of the financial statements. The amendment is to provide for the 4x salary 
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death benefit to be invested timeously in the Exit Portfolio to earn returns while the distribution 

process in terms of section 37C is underway. 
 

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

running fairly smoothly the past year. The National Credit Regulator is becoming increasingly 

strict on the requirement 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. 
 

8. RATIONALISATION of MUNICIPAL FUNDS 
Last year the steps taken by the South African Local Government Bargaining Council towards 

the rationalisation of municipal pension funds were reported. A comprehensive news flash 

dated 22 June 2018 was also distributed by the Fund to members. Since then the Bargaining 

Council distributed a “Draft Retirement Fund Collective Agreement” on 28 August 2018 and 

invited municipal retirement funds to comment on it. The Fund submitted extensive comments. 

In essence the agreement provides for an accreditation process.  From what is on the table, it 

seems that the Fund will not have any difficulties to qualify for accreditation. However there is 

a real concern that the agreement is too open ended in the sense that it can be amended 

without the pension funds having any say in it. The agreement is between the parties in the 

Bargaining Council, which are SALGA on the employer side and IMATU and SAMWU on the 

employee side. The pension funds are not parties to the agreement and therefore have no 

input if the parties would decide to amend it in future. The agreement requires that a pension 

fund, in order to qualify for accreditation, must change its rules amongst others, to allow a 

municipality to withdraw from a fund and also to restrict membership to employees of a 

particular municipality or region. This will pave the way for any municipality to follow the failed 

efforts of the City of Johannesburg during 2002 to withdraw unilaterally from all funds then 

active in the City in order to establish its own monopolistic pension fund, the e-Joburg Fund in 

this case. This effort of the City failed in 2002 because our Fund Rules requires a 90% “yes” 

vote by members for a complete dissolution of the Fund and for partial dissolution, approval 

by the Management Committee of the Fund is required.If the Fund Rules are amended as 
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required for accreditation, this protection will be lost forever. Another concern is the guarantee 

of the employer contribution rate, or rather the lack thereof. The agreement stipulates a 18% 

employer contribution rate and also that any current higher rate will be continued, unless 
otherwise agreed by collective agreement. Since the agreement may be amended by the 

parties thereto with the exclusion of the pension funds, there is no guarantee that the 

contribution rate of the employer will remain in future with such escape clause. However it 

must be said that through all the years up to now, no decrease in employer contribution rates 

has been introduced for existing members. Hence if members are comfortable that they will 

not be forsaken by their trade unions in this regard, this aspect is not problematic.Talking of 

which, the Fund was approached by members being mutual members of the Fund and of 

IMATU, about “mandate” meetings arranged by IMATU. Members were expected to vote for a 

mandate to proceed with the rationalisationof municipal pension funds along the lines of the 

“revised” Facilitator’s Agreement. These meetings were arranged on short notice without an 

explanation of the implications of the process. In an effort to allow members to be in a position 

to take an informed decision, the Chief Executive Officer, when hearing about such meeting to 

be held at Boksburg on 18 June 2018, attended the meeting and requested the IMATU 

Boksburg branch chairperson for an opportunity to address the MGF members to explain the 

intricacies from a pension fund’s point of view. He was denied such opportunity. In 

Johannesburg, after a brief discussion, the IMATU representatives eventually conceded only 

to take cognisance of the proposed document after the Chairperson pointed out the serious 

shortfalls in the document.It is a concern that members are required to vote on such a serious 

matter without being empowered to take an informed decision. It appears that even the 

IMATU branch management may not understand the potential implications. 
 

Following the submission of the Fund’s comments to the Bargaining Council draft collective 

agreement the Chief Executive Officer and I met with a delegation of the Bargaining Council 

pensions subcommittee on 26 September 2018.There was little interaction and it was merely 

a session allowing the Fund to present its comments already submitted in writing on 17 

September 2018. An undertaking was given that a written response would follow. To date 

nothing has been received despite a reminder sent. Until that meeting, the approach of the 

Fund was that depending on the direction given by our members there might be two directions 

to go. The one is to apply for accreditation and amend the Fund Rules as required and to trust 

that the trade unions will act in the best interest of the members to oppose any shifting of 

important goal posts. The other is not to participate in the accreditation. The last alternative 

would mean that the municipalities would not allow new appointees to join the Fund but in 
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terms of the Fund Rules will have to maintain contributions in respect of the existing members. 

This would mean that the Fund’s membership will decrease by about 2 000 members per 

annum because of normal exits but no inflows. In the event of such alternative, the existing 

members will be protected against any unilateral potentially detrimental decisions by the 

Bargaining Council insofar as employer contribution rates are concerned. However at the 

meeting with the Bargaining Council delegates the Fund was informed that a request was 

submitted to government to amend the law that a pension fund will have to allow withdrawal 

by an employer, irrespective of what the rules of a pension fund stipulate. This may be 

indicative of the spirit in which the rationalisation process is driven by the parties in the 

Bargaining Council. More enquiries are made in this regard to ascertain the status of this 

request. If such would become law, it will change the scenario for the Fund to only one option 

and that is to apply for accreditation and hope that the trade unions, being party to the 

Bargaining Council, will not let down its members. The only other option, if members do not 

wish the Fund to participate in accreditation, lies beyond the jurisdiction of the Fund and that 

is for the members to tell their trade unions in no uncertain terms that they do not have a 

mandate to proceed with the process. This is however for the members in their capacity as 

union members to decide. A discussion by members present here today to assist the 

Management Committee when a decision is to be taken later in this regard, would be 

appreciated. Developments are closely followed by the Fund and members will be kept 

informed accordingly. In the interim, members are cautioned not to act to their own detriment 

by resigning or taking early retirement to safe guard their savings. There is no real risk of 

losing any of your savings, not at this stage anyway. There is no need for panic and hasty 

decisions. 
 

9. RETIREMENT REFORM 
Regarding the retirement reform initiatives by Government, it was mentioned last year that the 

⅔ compulsory annuitisation requirement was postponed to 1 March 2019. It was postponed 

due to pressure from labour which required a holistic approach with reference to the National 

Social Security Fund (NSSF) initiatives by the Department of Social Development. To date 

nothing materialisedin this regard and the 2018 Taxation Laws Amendment Bill, providing for 

a postponement to 1 March 2021 has been submitted to Parliament for approval next month.  
 

The other aspect of the retirement reform by Government which was discussed at last year's 

annual meeting, is the so called Default Regulations which take effect on 1 March 2019.It was 

explained last year that it entails three components namely that of default investment 

portfolios, default preservation and portability and an annuity strategy. The fund complies with 



- 13 - 

these regulations except for minor amendmentsto the Fund Rules which will be done in due 

course to be in line with the regulations.  

Firstly it requires a fund to have one or more default investment portfolios. The Fund already 

provides four default investment portfolios. Secondly it requires a facility that members may 

preserve their fund credit in a fund in event of resignation if they so wish and also to enhance 

portability of their fund credit to and from other funds. The Fund already complies in this 

regard. The third requirement is that a fund must have an annuity strategy in the event of a 

retiring member who would choose an annuity. The Fund Rules already provide for an annuity 

strategy which is to assist a member to buy an annuity from any external source if the member 

would so wish. The Fund is currently in the process to expand this annuity strategy by 

obtaining quotations from the four big live insurers to provide living and live annuities at 

discounted rates to members. The Fund could also provide living annuities within the Fund as 

one other municipal fund is currently doing. The problem with providing it in-house is that the 

Default Regulations require the Fund to ensure that the living annuity will last for life. The only 

way to comply with this requirement is to prescribe withdrawal rates. Hence the model of the 

other municipal fund prescribes withdrawal rates linked to age and fund value.  For instance if 

the fund value is below R5 million and the member is younger than 70 the withdrawal rate is 

limited to 6% per annum. It is increased in 5-year age intervals up to 17.5% when reaching 85. 

However, in the event of external living annuities, withdrawal rates may annually be set by the 

member at anything between 2.5% and 17.5% as provided for in the Income Tax Act. This 

leaves much more freedom for a member to manage his living annuity in terms of his needs 

as it may change over time. The Management Committee therefore decided to rather go the 

outsourcing route and to negotiate a discounted cost structure for members as close as 

possible to the cost of an in-house option but with greater freedom in respect of withdrawal 

rates. Once negotiations with the external insurers have been concluded, members will be 

informed of the outcome. Just keep in mind this is an annuity strategy which means once 

invested in it the member forfeit the freedom to withdraw the total lump sum importantly the 

purchase of an annuity is not compulsory at this stage but voluntarily.  
 

The Default Regulations also provides that “members are given access to retirement benefits 

counseling not less than three months before their normal retirement age as determined in the 

rules of the fund and as may be prescribed”. The Management Committee considered 

presentations by various service providers and decided to accept the offer of Sanlam to 

provide this service in the interim. The reasons why Sanlam was appointed, is because 

Sanlam- 
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 is a well-known and established brand in the pension industry, 

 is known to the members as the Fund Administrator and will provide a one stop 

service, 

 is familiar with the structure of the Fund, 

 already has access to the member data, 

 has a solid infrastructure and investment consultancy support base and 

 is the cheapest with no charge for existing clients such as the Fund. 
 

The project called IMS for Individual Member Solutions, is currently being developed and will 

be available early next year but no later than 1 March 2019. It will consist of a dedicated self-

help web service as well as a dial in service which will be available to all members and not 

only to members close to retirement as required by the Default Regulations. Sanlam will in 

due course publish a brochure on how to access this service. Members will also have access 

to free, no obligation financial planning and investment quotations. 
 

11. MANAGEMENT COMMITTEE 
The Management Committee (Board of Trustees) consists of 12 trustee positions of which all 

arecurrently filled as follows: 

Mr.Piet Venter Chairperson Employee 
Mr.Joe Modiga Vice-chairperson Employee 
Mr.Jannie Venter Exco member Independent 
Mr.Grobbie GrobbelaarExcomember Employee   
Mr.Eddie Alberts  Independent  
Mr.RojaRamare Employee 
Mr.Dan Mogakabe Employee 
Mr Dries vd Berg     Employee 
Mr. Neville Rudman      Employee 
Ms Jenny Spyder              Employee 
Cllr Aaron Ngubeni              Employer 
Cllr. Nkhensani Ndaba Employer 

 

You may recall that at the General Committee meeting held last year on 24 November 2017, 

Cllr Lisbeth Mothata was re-elected as employer trustee and Mr Neville Rudman and Jenny 

Spyder were re-elected as employee trustees. Cllr Mothata resigned on 28February 2018 due 

to additional responsibilities at work and her private life including furthering her studies towards 

a master’s degree. Cllr Nkhensani Ndabawas subsequently appointed on 18 April 2018 as 

employer representative in the vacancy left by Cllr Mothata. Three trustee positions are to be 
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filled today because of the expiry of the terms of office of Cllr Aaron Ngubeni as well as that of 

Mr Dries van den Berg and Mr Dan Mogakabe.  
 

 

 
 
12. CONCLUSION 
 

In conclusion, sincere appreciation is expressed to the following persons 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 and exceptional retirement fund knowledge, with special mention of Christine 

Seierlein and Dola Nortje, who became synonymous with the Fund and also to SEB 

management for the gift vouchers handed out here today, 

 to David Galloway, the Fund’s investment advisor for giving sound advice and applying his 

strategic asset allocation skills during difficult market conditions the past year in order to 

maintain the long term return objectives of the IPS as well as a special thank you to Corita 

van Wyk for her strong administrative support with the investment reporting matters 

 toRonel van Graan and Alice Mnisi with their audit team of Deloitte &Touche for rendering 

a thorough independent auditing function, 

 toGerda Grobler the independent  actuaryand her very able assistant the meticulous 

Melanie Swart for the valuable advice on actuarial matters and a comprehensive statutory 

actuarial valuation done, 

 to the six staff members of the Fund for their dedicated commitment to the Fund and its 

members,   

 toevery member of the Management Committee, your valuable inputs, debate and 

differences of opinion, but at the end loyal support to the Fund  during yet another 

challenging year is sincerely appreciated, 

 and then to all the delegates attending this meeting today, thank you for your presence and 

meaningful participation. Without you there would have been no meeting today. You are 

the purpose of the meeting. 
 

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 2019 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. 
 



- 16 - 

 
 
P. J. VENTER 
CHAIRPERSON 
30 NOVEMBER 2018 


