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MUNICIPAL GRATUITY FUND 
 

CHAIRPERSON’S  REPORT  FOR  THE PERIOD:   1 JULY  2018  TO  30  JUNE  2019 

 
 

1. WELCOME 

Twenty five years. A full quarter of a century. More than half of a full career term. By no 

means a short period of time. It is my sincere privilege to welcome all the members of the 

General Committee present here today at this the 25th annual meeting of our Municipal 

Gratuity 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. Kindly switch 

your mobile phones to silent in courtesy of your fellow delegates. 

 

2. ECONOMIC MATTERS AND FINANCIAL MARKETS 

An appropriate starting point for this report would be a discussion of the choppy waters of the 

investment environment in which the Fund, and for that matter all other retirement funds, had 

to operate the past financial year. Let’s therefore start by reflecting on the economic matters 

and financial markets. 

 

2.1 General overview 

The 2018/19 financial year can be broadly characterized as being a year of two halves.  The 

first half was characterized by monetary and quantitative tightening, as the US Federal 

Reserve raised interest rates a cumulative 50 basis points and unwound its policy of 

quantitative easing, in other words less money being pumped into the system. Indications that 

the European Central Bank (ECB) would follow suite at a time when global growth was 

already showing signs of slowing, further fueled concerns about the emergence of a possible 

economic recession.  A flattening in the US long bond yield curve gave rise to fears of an 

inversion in the yield curve, historically a good predictor of a pending recession. Negative third 

quarter German GDP growth, a contraction in China’s manufacturing purchasing manager 

indices (PMI) and the failure of the British Parliament to support Theresa May’s Brexit deal all 

contributed to the negative market sentiment. Rising populism in Europe, particularly in Italy 

where the European Union (EU) fiscal rules were flouted, electoral uncertainties in a number 

of emerging economies such as Brazil, Turkey, India, Indonesia, South Africa and Argentina 

added to the geopolitical risks. Furthermore, the tightening in global financial conditions also 
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proved to be a particular headwind for emerging market economies given the surge in USD-

denominated debt since the 2008 Global Financial Crisis. But, it was the escalation in the 

trade conflict between the US and China that proved to be the most damaging for markets.  

The US upped the ante by levying a 10% tariff on USD200bn of Chinese imports, the start of 

an increasingly acrimonious and economically damaging trade war.  China’s policy of 

deleveraging the economy gave way to a cumulative 150 basis point cut in the banking 

system’s required reserve ratio and the announcement of a fiscal stimulus package that 

included a reduction in the VAT rate and additional funding for infrastructural projects.  Given 

the above, it is hardly surprising then that defensive asset classes (bonds) outperformed their 

risky counterparts (equity/shares), with developed and emerging market bonds the best 

performing of the broad asset classes.     

 

On the domestic front, a 25 basis point increase in the repo rate and a deterioration in the 

country’s fiscal metrics increased the likelihood that Moody’s would downgrade the country to 

sub-investment grade.  Despite worse than expected fiscal deficits, a rising debt-to-GDP ratio 

and persistent primary budget deficits contained in the Medium Term Budget Policy 

Statement, Moody’s gave the country a reprieve from a downgrade, at least until November 

2019.  Even though South Africa exited a technical recession in Q3 2018, year/year growth 

was still anaemic at 0.5%, with growth expected to remain weak in the first half of 2019, given 

ongoing policy uncertainty and expectations that economic reforms would be put on the back-

burner until after the May elections.   

 

The second half of the financial year, the Fed adopted a more cautious stance on interest 

rates as fears of a global recession mounted.  Given the inversion in the US yield curve, the 

Fed cut interest rates a cumulative 50 basis points. The ECB introduced another round of low-

cost loans to banks and signaled its intention to cut rates and restart quantitative easing, while 

the Chinese central bank cut the required reserve ratio a further 100 basis points.  The Fed’s 

more accommodative stance on interest rates was informed by a slowdown in US growth as 

Trump’s tax cuts began to wane. Risk assets rallied strongly in the second half of the year as 

optimism about the global economic outlook continued to outweigh generally soft economic 

data releases. A loosening of global financial conditions and emerging green-shoots of an 

economic recovery appeared to validate some of this optimism.  Positive US and Chinese PMI 

data releases coupled with a sharp rebound in Chinese aggregate financing, export growth 

and industrial production supported the view that global growth may have troughed in the first 

quarter of 2019. Furthermore, expectations that a no-deal Brexit was becoming increasingly 
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unlikely, also helped to ease geopolitical tensions and the risk of a UK recession. But, the US-

China trade war took a turn for the worse, as tariffs were hiked to some 25% on USD250bn of 

Chinese imports.   

 

On the domestic front, during the second half of the Fund’s financial year, sentiment was 

boosted by the actions of the Fed, although scope for domestic interest rate cuts was limited 

by the deterioration in the country’s fiscal dynamics as reflected in the National Budget.  Risk 

assets (equity) rallied strongly with resource and industrial shares underpinning the domestic 

equity market. The unreliability of electricity supply and the associated risk of load-shedding 

was a constraint on growth, while the Treasury’s failure to adjust tax brackets for fiscal drag, 

and Nersa’s effective 15% electricity tariff hike, were further constraints on consumption 

expenditure.  Growth in the first quarter contracted sharply by some 3.1% (Q/Q), raising fears 

that the economy was once again headed for a technical recession.   

 

2.2 Looking ahead 

Where to from here? Without pretending to have access to a crystal ball looking into the 

future, a brief summary of the global and the South African economic outlook follows. 

 

2.2.1 The Global economy 

Despite expectations of slower economic growth over the coming year, recession fears 

appear to have abated somewhat as monetary accommodation has gained traction and the 

prospects of a trade truce between the US and China has increased. Following the 

resumption of trade talks in October, a “phase one” trade deal was discussed whereby China 

would increase purchases of US agricultural products, the market in financial services would 

be gradually opened and non-tariff barriers would be reduced.  In return, the US agreed to 

hold off from raising tariffs on 15 October.  The status of the proposed 15 December tariff 

hikes (on some USD160 billion imports) is however still unclear at this stage. US and Chinese 

officials are expected to finalise the text of the limited agreement, ahead of a possible summit 

between Trump and Xi Jinping at the Apec leaders’ meeting in Chile in November. On the 

geopolitical front, the passage of the Benn Act helped allay fears of a no-deal Brexit, bringing 

potential closure to a saga that has raged on for three years. The House of Commons 

approved Boris Johnson’s compromise-deal, but an extension of the deadline to 31 January 

2020 has been sought from the EU to allow the British Parliament time to scrutinise the text of 

the agreement.    
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Monetary accommodation received a boost from a cumulative 50 basis-point Fed funds rate 

cut since the start of the 2019/20 financial year and expectations that the Fed would continue 

cutting rates in order to prevent a prolonged inversion in the yield curve. The ECB cut rates 

and expanded its Quantitative Easing (QE) programme, while the Chinese Central Bank 

reduced its required reserve ratio by an additional 50 basis points.  While trade wars have 

been the catalyst for a global manufacturing recession, the ongoing expansion in the services 

sectors (albeit slowing), low unemployment rates and rising real incomes suggest that a full-

blown recession could still be averted.  However, the advent of negative interest rates in 

Europe and Japan have raised a number of concerns.   

 

Critics of negative interest rates argue that they are a risk to insurance companies and defined 

benefit pension funds since liabilities surge on low interest rates (the discount rate), prompting 

insurers/pension funds to abandon liability hedging strategies in favour of more risk-on 

strategies.  With pension funds showing a declining funding ratio (the ratio of assets to the 

present value of liabilities), taxes would need to be raised in the case of public funds or 

corporates would need to top up private funds, negatively impacting corporate profitability.   

Furthermore, bank lending is discouraged, as excess reserves are rather parked at the 

Central Bank on which positive returns are realized.  Behavioural changes by consumers 

could also have unintended consequences, with consumption declining as consumers save 

more to offset the negative effects of low interest rates.  A further concern is that deposits 

could dry up with cash hoarding increasing as the purchasing power of money held at banks 

declines. The net effect of such actions could trigger a liquidity crisis, particularly in the 

overnight lending markets (repo markets).   

 

But, low interest rates do allow for corporates, households and sovereigns to refinance their 

debt at substantially lower rates, helping to underpin consumption and fixed investment 

expenditure and to reduce the risk of debt defaults. A necessary precondition for consumption 

and fixed investment growth is an improvement in consumer and business sentiment, both of 

which have been under pressure since 2017 due to escalating trade wars and policy 

uncertainty.  

 

The Chinese Central Bank, in turn, cut the banks’ required reserve ratios (RRR) by a further 

50 basis points to 13% (a USD126 billion stimulus) with further rate cuts and additional fiscal 

stimulus expected over the coming months as growth slows.  Support for slower growth is 

reflected in the decline in the Li Keqiang indicator, a measure of bank lending, rail freight 

volumes and electricity consumption. Furthermore, with aggregate financing leveling off, the 
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Chinese Central Bank is expected to begin cutting the 1-year lending rate, which has held 

steady at 4.2% for a number of years.  

 

Despite the near-term upside benefits for bonds from aggressive central bank interventions, 

the asset class is overbought, one of the consequences of Modern Monetary Theory.  As a 

consequence, the MGF will retain an underweight position in global bonds, preferring 

exposure to emerging market debt where absolute yields are higher and the potential for 

capital appreciation from declining yields and emerging market currency appreciation, is 

higher.  However, a weaker US dollar remains an important component of this view since it 

would underpin commodity prices and reduce default risk on emerging market foreign-

currency denominated debt.   

 

2.2.2 The South African Economy 

Headwinds for domestic risk assets include ongoing declines in the Absa purchasing 

managers index, net foreign sales of domestic equities, the adoption of the National Health 

Insurance Bill at a projected cost of R256bn, and sharp declines in business confidence to 

multi-decade lows.  The decline in the South African Business Confidence Index of the Bureau 

of Economic Research (RMB/BER) to a 20-year low and also that of the South African 

Chamber of Commerce and Industry (SACCI) Business Confidence Index to its lowest level 

since April 1985, all highlight the effect of policy uncertainty and lack of economic reform.  The 

timing of the releases could not have come at a better time, following the Treasury’s release in 

late August of its economic transformation document.  One would have hoped that the data 

would have triggered a mind-shift amongst the NEC and alliance partners to create the 

enabling environment needed to encourage new private sector investment and job creation. 

 

While the finance minister broke ranks with his own political party to release the document for 

public comment, the SACP and Cosatu widely rejected the Treasury’s proposals, citing job 

losses as the primary reason. In contrast, President Ramaphosa supported some of the 

recommendations, albeit not the most important ones.  Eskom’s jewels, Medupi and Kusile, 

would not be sold off, despite their build defects.  Given the government’s stance, the Eskom 

White Paper due for release in October may detail a new funding model for the embattled 

power utility, including access to climate change funding.  However, failure to adopt the least-

cost option of the Integrated Resource Plan could exclude SA for accessing climate change 

funding and would cost the South African economy considerably more than the least-cost 

option. Bankrupt SOE’s would also not be privatized, but merely allowed to sell off minority 

equity stakes, something that business would not necessarily find favour with.  
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The President did however make reference to selling a stake in SAA, suggesting there may be 

an interest in the airline from an external investor. Tito Mboweni’s idea of allowing the private 

sector to help run trains and ports was also jettisoned, despite Transnet’s rail network being 

old and slow and the country’s ports inefficient. Proposed reforms to labour laws for the 

benefit of small business by way of exemptions from bargaining council agreements and the 

national minimum wage, were referred to Nedlac, suggesting they too would not see the light 

of day.  The take-away from discussions around the Treasury’s economic transformation 

document is that the NEC’s thinking remains embroiled in a socialist paradigm with a 

reluctance to embrace private sector participation in the economy.  This could be a lost 

opportunity for market-friendly policy reforms, ensuring the economy continues to grow at 

below potential of some 1.0% to 1.5%. The risk then is that more populist policies are 

implemented with political pressure being exerted on the Reserve Bank to lower interest rates 

and to indiscriminately print money, fueling inflation in the process. 

 

Despite the lost opportunity to effect policy reforms as highlighted by the National Treasury’s 

economic transformation document, domestic equity market valuations are attractive, with the 

All Share Index trading on a rolling forward price-to-earnings ratio of some 10.1 times.  If a 

reconstituted index is used, excluding market-cap heavyweight counters such as Naspers, 

Richemont, British American Tobacco and Glencore, the forward multiple is even lower at 

around 9.2 times earnings.  Even though return expectations are around the mid-teens in the 

year ahead, there is still a disconnect between bottom-up earnings estimates and top-down 

economic indicators.  As a consequence, the Fund will retain a neutral weighting in domestic 

equities over the near term, up weighting the asset class to overweight over the medium term. 

Notwithstanding South Africa’s fiscal uncertainties, the Fund will also retain an overweight 

position in nominal bonds given that they currently yield around 5% in real terms.  

Furthermore, if our base case view on the global economy proves to be correct, the global 

search for yield will continue to underpin emerging market bonds, including South Africa.  

 

2.3 Summary 

In assessing the outlook for risk assets over the coming year, the Fund’s base case view is 

that the US will continue to cut interest rates, paving the way for other central bankers to 

follow suite.  The more accommodative monetary environment, coupled with fiscal expansion 

in Germany and China, is expected to help avert a recession.  On the back of relative growth 

expectations, commodity prices are expected to advance, underpinning emerging market 

equities and bonds, as investors continue to search for yield. Bottom-up consensus earnings 
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estimates also support this view, with earnings expected to advance from their depressed 

trailing levels seen over the past year.  Over the near term (3 to 6 months), however, 

developed equity markets are expected to outperform, whereas over the medium term (6 to 12 

months), emerging market equities are expected to outperform. US dollar weakness and more 

attractive normalised earnings growth over the coming years are expected to support 

emerging market equities, with valuations also generally more favourable than their developed 

market counterparts.   

 

3. INVESTMENT STRATEGY AND PORTFOLIO RETURNS 

 

3.1 Long term investment goal 

In order to meet the long term investment goal to provide for a 75% net replacement ratio 

(NRR) at retirement, that is having sufficient savings to purchase a guaranteed life annuity 

rendering a monthly income of about 75% of the salary at retirement (t’s & c’s apply), it is 

important that the short term goals be attained. After all, the long term outcome is but an 

aggregate of all the short term results.  It is for this reason that the returns are continuously 

closely monitored to verify whether the Fund is still on track to the long term investment goal. 

The four different investment portfolios of the Life Stage Model (LSM), that is the Aggressive 

Portfolio (AP), the Moderate Portfolio (MP), the Conservative Portfolio (CP) and the Protected 

Portfolio (PP), each has its own return objective as indicated in the following table. It will be 

noticed from this table that every investment portfolio is still on track, measured from inception 

of the LSM during July 2005, outperforming the return objectives, ranging from 0.73% to 1.21% 

per annum. It is important to note that this is an annualised outperformance. The inflation 

outperformance, also annualised, indicated in the table, is significant. 

 

Annualized investment objectives and returns for the period July 2005 to 30 June 2019 

Portfolio Return objective  Actual return  
Objective 
outperformance 

Inflation 
outperformance 

AP CPI + 5%  10.86% 11.63% 0.77% 5.77% 

MP CPI + 4% 9.86% 10.79% 0.93% 4.93% 

CP CPI + 3% 8.86% 9.88% 1.02% 4.02% 

PP * Cash 6.49% 7.19% 0.70% 1.33% 

* The PP portfolio was introduced  in September 2011  
 

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

the Fund managed to keep ahead of the annualised long term investment objective. Since all 

four the life stages are ahead of the long term objectives the LSM remains on track to deliver 

the 75% NRR. Members are reminded that a retirement fund is a long term institution and the 
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real fruits are borne once the compound growth phenomenon takes effect from about 30 years 

onwards.  

 

3.2 Life Stage Model investment portfolios: AP, MP, CP and PP 

Most delegates are familiar with the structure and characteristics of the LSM and the four life 

stage portfolios of the LSM and therefore a discussion thereof is not included here. The Fund’s 

brochure and also the 2018 MGF Annual Report available here today, include detailed 

information in this regard.  

 

The returns of the life stage portfolios for 2018/19 were as follows: 

 

 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19 Apr-19 May-19 Jun-19 
Year 
Total 

AP -0.32% 4.60% -2.87% -2.70% -3.11% 1.27% 0.67% 3.85% 1.77% 2.43% -2.49% 1.64% 4.43% 

MP -0.46% 3.99% -2.02% -1.98% -2.08% 0.87% 0.79% 2.74% 1.65% 1.95% -1.67% 1.31% 4.97% 

CP 0.01% 1.63% -0.79% -1.06% -0.42% 0.86% 1.11% 1.14% 1.32% 1.74% -0.97% 1.38% 6.07% 

PP 0.69% 0.67% 0.66% 0.75% 0.63% 0.71% 0.70% 0.62% 0.66% 0.74% 0.74% 0.66% 8.55% 

 

Not a pretty picture of the higher risk portfolios, compared to last year. The returns of the AP, 

MP and CP were disappointing. These are typical of the subdued equity market conditions. 

The markets were very volatile and the higher risk of equity investments did materialise. One 

often tends to forget that although equity has a higher return profile than bonds and money 

market investments, the returns come with a higher risk factor and that such risk factors do 

manifest from time to time. When it does, it is painful but through the years equity investments 

have been proven to render superior comparative returns over the long term. Despite the 

under-performance of the bench marks for the AP, MP and CP for the year, the long term 

annualized returns are still ahead of the benchmark as indicated in the table above in 

paragraph 3.1. Typically of the volatile market conditions, the PP did well in the past year 

outperforming the other portfolios because of the low risk attached to money market 

investment instruments. The MP, CP and PP outperformed the 4.5% inflation the past year, 

while the AP missed it marginally.  

 

3.3 Member Investment Choices 

Although members’ fund credits are invested in accordance with the LSM in the four age 

related life stage investment portfolios, it does not mean that members are locked into the four 

portfolios according to age. The LSM also provide for individual circumstances by allowing for 

member investment choices. In other words although the fund credits of members are 

automatically invested in the relevant life stage portfolio according to age, members may, 
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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 calendar 

year cycle but subsequent switches in that year 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. 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 2019/20 financial year are as follows: 
 

Portfolio Jul 19 Aug 19 Sept 19 Oct 19 TOTAL

Aggressive -0.66% 0.91% 0.28% 2.10% 2.63% 

Moderate -0.16% 0.83% 0.59% 1.40% 2.67% 

Conservative 0.12% -0.08% 0.90% 0.91% 1.87% 

Protected 0.74% 0.61% 0.63% 0.67% 2.67% 

 

 

Compared to the first four months of the financial year of last year, the returns are promising 

when the AP, MP and CP were all negative, respectively at -1.47%, -0.50% and -0.22% at the 

end of October 2018.  The positive returns of 2.63% (AP), 2.67% (MP) and 1.87% (CP) are a 

great relieve. Let’s hope it carries on like this for the rest of the year. These three portfolios are 

exposed to the equity market in varying degrees and therefore would usually show some 
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correlation to the JSE All Share Index (ALSI). These returns are amazing, having regard to the 

ALSI return of minus 6% for this period. Even with inclusion of dividends it was negative at -

1.57. The main reason for the outperformance of the ALSI is the exposure to international 

investments which also benefitted from the weakening of the rand. Another reason is the 

diversification of the Fund’s investments between the various sectors of the ALSI which, during 

this period rendered diversified returns. This underlines the importance of diversification as a 

risk mitigator when it comes to investments.  The Protected Portfolio rendered a steady 

average of about 0.67% per month, typical of the money market in which it is invested. Some 

members suggested that the Fund should have sold all equity investments and invested the 

proceeds in the money market. Apart from the volumes involved which make it virtually 

impossible to do, this is not feasible because it would be an attempt to do market timing which 

the best of the best investment managers can’t get right. To get out of the market is one thing 

but to get back into the market at the right time is quite another thing. Shares, in general, are 

currently cheap and to be out of the equity market may be disastrous once prices are picking 

up. This can happen rapidly and one may miss the big run and loose out big time. As the 

saying in the investment market goes; it is not about market timing but time in the market. 

 

4. ACTUARIAL VALUATION 

The last compulsory 3-year statutory actuarial valuation of the Fund was done two years ago 

for the period 1 July 2014 to 30 June 2017. The result of that valuation was reported at the 

2017 annual meeting. In order to give members comfort about their pension interest in the 

Fund, the Board appointed the independent actuary to also perform the same rigid actuarial 

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

interim years as well. Such interim valuation was done for the 2017/18 financial year which was 

included in the annual financial statements considered last year at the 2018 annual meeting. 

Similarly for the period under observation today, namely 1 July 2018 to 30 June 2019, the 

actuary did a comprehensive interim actuarial valuation. As indicated on page 51 of the annual 

financial statements, the actuary made an unqualified finding that the Fund was financially 

sound as at 30 June 2019.  More about this is included in today’s presentation by the actuary. 

The next 3-year statutory valuation will be made next year. 

 

5. FINANCIAL STATEMENTS 

The financial statements for the financial year ending 30 June 2019 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 
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represent the result of the financial activities of the Fund for the 2018/19 financial year. The 

Fund again received an unqualified (clean) independent audit report. As reflected in the 

balance sheet on page 29 of the financial statements, the total asset value as at 30 June 2019 

exceeded R25 billion.  According to the income statement on page 29, the contributions 

passed the R2 billion mark and investment returns were R1.2 billion. The administrative 

expenses, including external fees such as the levies payable to the Financial Services Conduct 

Authority and the National Credit Regulator as well as actuarial services and external audit 

services, was R39 million which is funded from the 0.58% of salary employer contribution. As a 

percentage of total asset value of the Fund it translates to 0.15%, which is very reasonable in 

the industry.   

 

The balance in the Risk Account (RA) at R302 million shows little movement from the previous 

year’s balance despite the R100 million excess distributed to members as well as the decrease 

in the percentage allocation to the RA from employers’ contributions to 3.42% of salary. The 

purpose of the RA is to fund the risk benefits, that is the funeral plan and the death and 

disability benefits.  The reason for the accumulation of the surplus in the RA is because the 

portion of the contribution allocated to the RA (currently calculated at 3.42% of salary) exceeds 

the annual expenses from the RA. Following discussions with the actuary early 2018, it was 

resolved to decrease the contribution to 3.42% from 1 July 2019. The allocation to fund 

administrative expenses is 0.58% of salary which means that the total allocation to the 

administrative and risk expenses is 4% compared to the 5% it used to be. Yet, despite this 

difference of 1% of salary (which is a reduction of 25% of risk and admin costs) the RA remains 

at the level of about R300 million. The actuary, being conservative true to the nature of the 

profession, is reluctant to allow a further decrease in the allocation to the RA because it may 

compromise the safety margin in the event of unforeseen death claims. This means further 

distributions of excess reserves in the RA to members. This is not the preferred route to do 

distributions in retrospect instead of decreasing the rate at which contributions are allocated to 

the RA. Nevertheless it is appreciated that the actuary has a responsibility to guard over the 

soundness of the reserves in order to also provide for unexpected circumstances and to be 

safe rather than sorry. The actuary will investigate the safety margin required in the RA and 

determine whether funds could be released for distribution again. This will be considered at the 

first 2020 Board meeting.    
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6. RULE AMENDMENTS 

A number of rule amendments were approved during this financial year which are summarised 

on page 18 of the financial statements. These are mostly technical amendments to provide for 

new legislation regarding the so called “Default Regulations” as well as to align terminology 

used in the Fund Rules with the latest amendments to the Pension Funds Act.  For instance, 

reference to “Management Committee” is changed to “Board”. This means that the 

Management Committee has been replaced by the Board, same animal, just a new name to 

tally with that which is used in the Pension Funds Act. Similarly, the Registrar of Pension 

Funds is no more. The amendments to the Pension Funds Act changed that to the “Authority”, 

still the same animal. Then also the FSB (Financial Services Board) is now the FSCA 

(Financial Services Conduct Authority). The Fund Rules were amended to be aligned with 

these changes. In the event of any detail required about the rule amendments, the office of the 

Fund is available to assist.  

 

7. HOUSING LOANS 

Concerns were raised by some members about applications in respect of the pension backed 

lending (PBL) scheme rendered by Standard Bank and FNB, being declined. It was mentioned 

in my report last year that The National Credit Regulator was 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 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. Members at a specific municipality also indicated that their PBL applications were 

declined because of unaffordability, yet they were approved for standard mortgage home 

loans. This discrepancy is currently being investigated to get clarity on the reasons why. In the 

event that any delegates are aware of similar cases, please submit the documentary paper trail 

to the Fund to follow it up with the banks.  

  

Increased urgency is experienced from the regulator (FSCA), by pension funds to ensure that 

home loans are not abused for other purposes. This will evidently lead to inspections to be 

done before loans are approved. This in turn will require an inspection fee to be levied by the 

banks. Discussions in this regard will ensue next year. 
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8. RATIONALIZATION OF MUNICIPAL FUNDS 

Due to the importance of the matter and in order to recap on past developments regarding the 

rationalization of municipal pension funds initiatives by IMATU, SAMWU and SALGA in the 

South African Local Government Bargaining Council delegates are referred to what was 

included in last year’s Chairpersons’ report in this regard. For ease of reference the following 

extract from last year’s Chairpersons’ report is included. 

  

 “Last year the steps taken by the South African Local Government Bargaining Council 

towards the rationalization 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 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 
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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 rationalization of 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 

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 
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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 rationalization 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.” 

 

Since then nothing expired on this front except that reminders were sent by the Fund to the 

Bargaining Council requesting a response to the submissions made to the Bargaining Council. 

Members are again urged to exercise pressure on their trade unions, SAMWU and IMATU, to 

inform them about developments. 

  

9. RETIREMENT REFORM 

There were no new developments regarding the retirement reform initiatives by Government 

since what was reported in my report of last year. As mentioned last year the ⅔ compulsory 

annuitisation requirement was postponed to 1 March 2021.  

 

It was last year also pointed out that the Default Regulations provides that members must be 

given access to retirement benefits counseling not less than three months before their normal 

retirement age. It was then also mentioned that the Fund Administrator, that is Sanlam 

Employee Benefits (SEB) would render such counselling in terms of the project called 

Individual Member Solutions (IMS). The IMS project is up and running from March this year 

and delegates are requested to propagate IMS amongst members nearing retirement. 
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Last year it was mentioned that the Board, in line with the spirit of the Default Regulations, 

would investigate the possibility to expand the annuity strategy to provide a default annuity for 

members wishing to make use of such. Proposals were invited from the big insurers which 

was subsequently analyzed by the Fund’s actuary and in consultation with the latter a default 

annuity option underwritten by Sanlam was adopted. The annuity option is a guaranteed level 

life annuity with the option to add a 5% escalation, a certain term up to ten years and a 

spouse pension of 50% or 75%. The retirement benefit (lump sum) can be split in any 

proportion of a cash payout and the balance to be invested in the life annuity. It is a very 

flexible annuity with all these choices but members must take note that once invested in an 

annuity, the Income Tax Act, 1962, does not allow for a reversal. Very importantly, this is an 

“opt in” annuity strategy which means that members are not automatically transferred to it 

upon retirement but only in the event that a member would choose (opt) to be transferred to it. 

Thus it is business as usual for those members who wish to take their full benefit in one lump 

sum. More particulars about this annuity strategy are available from the Fund’s office. 

 

PAYMENT OF CONTRIBUTIONS 

The heading should rather be “non-payment of contributions” but that sounds too negative and 

after all, although it is a serious problem it is not an endemic one since there are currently  

only four habitual criminals, that is Mamusa (1), Naledi (2), Tswaing (39) and Kgetlengrivier 

(132) with a total of 174 members affected. It may sound harsh to refer to criminals but these 

municipalities are nothing less, since they deduct contributions from their employees’ salaries 

and then apply it for their own use which is tantamount to theft and fraud. The Fund 

considered laying criminal charges but the SAPS insist that the member must lay the charge. 

The argument is that only the victim can lay a charge, which is off cause silly because then we 

will have no murder cases because the murdered victim can’t lay a charge. In view of this 

persistence by the SAPS and the fact that members are not willing to come forward to lay 

criminal charges, being afraid of being singled out and be victimised by the employer, the 

Fund gave up  pursuing  this avenue. Where all employees are not acting together, the few 

who would lay charges are exposed to sanctions by the employer. There is one instance 

though where all the employees stood together with great success. Legal action is taken to 

collect the arrears but this is a long process and when the municipality has paid in terms of the 

court order it is often already again in arrears for a few months and a fresh application for the 

new arrears has to be submitted to the court. It becomes a never ending story with only the 

lawyers winning. 
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In the interim, affected members forfeit their risk benefits because such are funded from the 

contributions, apart from the first three months of default when it is funded from the member’s 

Fund Credit. At the 2019 annual meeting it was suggested that the possibility be investigated 

to allow members to extend the three month period, funding the relevant portion of 

contributions from such member’s fund credit. The Board subsequently resolved as follows in 

this regard: 

 

That in terms of the discretion of the Board contemplated by the proviso to rule 
27(2)(b), permission be granted to members on application,  that the period for 
which the portion of contributions referred to in Rule 30(3)(a)(i) may be funded 
from such member’s Fund Credit, be extended subject to the following 
conditions: 
 

1. The member must apply for such extension on the prescribed form. 
 

2. The member must indicate a specific fixed period in months for which application 
is made, not exceeding twelve months. 
 

3. The extension and funding from the member’s Fund Credit will automatically 
cease without notice by the Fund to the member, in the event that the Fund 
Credit becomes less than the total value of any valid claims against the member 
or becomes depleted. 
 

4. The onus is on the member to apply and to re-apply and it is not the responsibility 
to advise members of such option to apply or re-apply for extension. 
 

5. Application must be submitted before the risk benefits have been forfeited in 
terms of rule 27(2)(b). 
 

6. The Fund may in the sole discretion of the Board of the Fund amend or add to 
these conditions as it may regard appropriate from time to time. 

 
 

11. BOARD OF THE FUND 

The Board of the Fund (Board of Trustees) consists of 12 trustee positions of which 10 are 

currently filled as follows: 

Mr. Piet Venter Chairperson Employee 
Mr. Joe Modiga Vice-chairperson Employee 
Mr. Jannie Venter Exco member Independent 
Mr. Johan Grobbelaar                Exco member Independent    
Mr. Eddie Alberts  Independent  
Mr. Roja Ramare Employee 
Mr. Dan Mogakabe Employee 
Mr. Neville Rudman Employee 
Cllr Aaron Ngubeni Employer 
Cllr. Nkhensani Ndaba Employer 
 

 

Two vacancies occurred amongst the employee (member) trustee component due to the 

retirement of Mr Dries van den Berg and Ms Jenny Spyder on 30 September 2019. Both Dries 
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and Jenny were valued attributes to the Board, always championing for the interest of the 

members and they will surely be missed. Elections will be held today to fill these two employee 

trustee vacancies. 

 

 

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 

 to Ronel van Graan and Schalk Lubbe with their audit team of Deloitte & Touche for 

rendering a thorough independent auditing function, 

 to Gerda Grobler the independent  actuary and 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 with a special word of appreciation to the Chief Executive Officer who will retire 

during 2020. Dewald Jacobsohn has become synonym with the Fund serving for the past 

twenty years. His thorough retirement industry knowledge, fine-tuned sense of humour, 

comfortable way in dealing with matters relating to the Fund and most importantly, his high 

degree of ethics and integrity with which he deals with all matters relating to the Fund will 

be remembered. Nevertheless, a strategy to recruit a qualified replacement is already in 

place, including a transfer period when Dewald will work alongside with the new 

appointment to ensure a seamless transition with the least disruption for the Fund and its 

members, 

 to every 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, 
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 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.  

 

May you all have a wonderful festive season with lots of joy and a peaceful time with your 

families. Best wishes for the year ahead and may you face the challenges of 2020 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 
22 NOVEMBER 2019 
 
 
 
 


