


Page 2

Page 4

Page 8

Page 10

Page 11

Page 12

Page 13

Page 17

Page 18

Page 20

Page 24

Page 25

Page 28

Page 28

Page 29

CHAIRPERSON'S MESSAGE

INVESTMENT RETURNS

INVESTMENT PORTFOLIOS

NATIONAL RETIREMENT REFORM

COMPULSORY RETIREMENT AGE

RULE AMENDMENTS

SOCCER PULL-OUT

TAX MATTERS & FUND STRUCTURE

FINANCIAL STATEMENTS

LIFE'S A STAGE ... AND THEN YOU RETIRE

NATIONAL BUDGET 2010

WHEN IT COMES DOWN TO LIFE OR DEATH

HOUSING LOANS

ANNUITY RATES

INCOME REPLACEMENT RATION

CONTENTS

Your Wealth CreatorYour Wealth CreatorYour Wealth Creator



2 3

Last year I cautioned about the positive and 
negative cycles of the economy and investment 
markets. The Fund applies a defensive investment 
strategy to soften the blow when experiencing a 
negative cycle. This is evident from the investment 
returns of the  and  which would have been AP MP
much poorer compared to the market indices such 
as the South African All Share Index and the 
International MSCI Index.  More on this later in this 
Journal.

The 15th annual meeting of the General Committee 
was held on 27 November 2009. It was well 
attended by the representatives from the various 
municipalities and fruitful debates were conducted 
about Fund matters.  It was clear that the Fund 
workshops with member representatives as well as 
the workshops presented by the Fund 
Administrator, Coris Capital, is adding value to 
empower the member representatives to serve the 
membership at local level.  The level of awareness 
and understanding of the Fund displayed at the 
annual meeting could be attributed to these 
workshops.  We will continue with the workshops 
again during 2010.  The first part of this year will be 
dedicated to reaching the broad membership at 
local level through member information meetings 
with emphasis on the investment structure of the 
Fund.

The composition of the Management Committee 
(Board of Trustees) changed slightly due to the 
unfortunate passing of Cllr. Younus Lorgat on 10 
November 2009.  Cllr. Kelebogile Mojaki has been 
appointed in the vacancy and Cllr. Lerato Makhale 
was elected to serve on the Executive Committee.  
Kelebogile is well known in local government, being 
a councillor at the West Rand District Municipality. 
Lerato has been serving as a trustee of the Fund 
since 17 November 2006 and her inclusion in the 
Executive Committee is well deserved. Her 
experience of both pension fund matters and 
municipal affairs will strengthen the ranks of the 
Executive Committee.

I am convinced that the governance of the Fund has 
been enhanced by the commitment and dedication 
of these trustees, who always act in the best interest 
of the members of the Fund.  Great synergy in 
decision making is obtained from the diversity of the 
individual trustees bringing their respective 
experience to the decision making process and 
promoting cohesiveness without sacrificing 
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CHAIRPERSON'S MESSAGE

It is a somewhat easier task to write this message 
than it was last year this time.  As mentioned 
previously, it was a daunting task to convey a 
positive message at the beginning of last year due 
to the markets dismal under-performance and the 
then bleak looking future.  Since then the economic 
outlook has changed and the future, although not 
yet without pitfalls, definitely looks more promising 
than a year ago.  As the saying goes, “today is 
yesterday's tomorrow.”

As reflected in this edition of the MGF Journal the 
2008/9 financial year ended on 30 June 2009 with 
the ggressive ortfolio in negative territory atA P  
-4,14%. All the other investment portfolios 
rendered positive returns with the oderate M
Portfolio at 1,48%, the onservative ortfolio at C P
8,13%, the uaranteed ortfolio at 10,68% and the G P
E Pxit ortfolio at 11,2%.  It was clearly not a year for 
investing in shares but rather for cash investments, 
hence the positive performance of the ,  and CP EP
GP. 

Executive Committee

Gerald
Piet

LeratoWelheminah

individual, thought-provoking debate.  These 
trustees have proven their worth by managing the 
business of the Fund with great distinction through 
very difficult market conditions, such as the global 
credit crisis and lately the Greece dilemma. Albeit 
with the advice of duly qualified professionals such 
as the investment consultants, actuaries and 
chartered accountants, the decision making could 
not be delegated and the trustees had to bite the 
bullet and make the difficult decisions.

Apart from the usual reporting, we have included a 
selection of relevant articles from the financial 
media which we consider interesting reading, 
especially the article regarding Life Stages. 

In our support for Bafana Bafana, we have also 
included a Soccer theme for the MGF Journal and 
hope you add your support to this once-in-a-lifetime 
event for our country. 

GERALD FOURIE
CHAIRPERSON

Board of Trustees



about the decline of their fund credits, 
especially those invested in the AP.  Fact is, 
sometimes the higher risk would materialize.  
In fact it does happen on a cyclical basis, as it 
did the past 22 months prior to 30 June 2009.  
However, retirement provision is not a short 
term investment proposition, but a long term 
investment plan. Retirement investing is a 
marathon and not a sprint.  Therefore the 
IPS is designed on an approximate 30 year 
membership term.  Admittedly not every 
member will be in the MGF for that period but 
the financial planning cannot be done on an 
individual basis but must be done for the 
average assumption.  Despite this the MGF 
makes provision for individual circumstances 
but more about this in paragraph 5, further 
on.

were all allocated to the individual members' 
fund credit accounts.  In a DB fund such would 
not have been the case as no returns are 
allocated to individual members' accounts and 
such excess returns would be kept in the 
reserves of the DB fund to stabilize the fund in 
order to meet the defined benefit promise 
during years of poor returns.  For a member to 
carry the investment risk can also be quite 
negative during down turns in the investment 
markets as was experienced the past two 
years. However in the long run the markets 
returns more than it takes.  This again is 
clearly illustrated over even such a short 
period of the past four years.  During the 
2005/6 to 2008/9 period the AP, for instance, 
returned 58,4%. Almost 15% per year,  which 
is well in excess of inflation.

 In view thereof that the member carries the 
investment risk, the Board of Trustees could 
have an easy task just sitting back and letting 
the markets do their thing without having to 
bother about matching assets with liabilities 
as is required in the event of a DB fund.  The 
Board of Trustees of the MGF however did not 
opt for this easy way out.  To the contrary the 
trustees chose to do the prudent thing, by 
creating their own liability.  This goal is to 
create sufficient wealth for a member over a 
membership term of about 35 years to buy a 
pension replacing approximately 75% of his 
last year's salary. This is called the Income 
Replacement Ratio (IRR). To reach this goal, a 
carefully designed Investment Policy 
Statement (IPS) based on sound investment 
market research was accepted during 2004.  
This resulted in the Life Stage Model (LSM).  
The three life stages of the LSM are so 
designed that a member would take on the 
high risk investments (AP) in his/her younger 
years and then migrate to the lower risk 
portfolios (MP and CP) in the years closer to 
retirement.  It is common cause that the 
higher the risk the higher the return.  It is very 
important to emphasize that this investment 
truth needs to be qualified in terms of 
duration.  So often members would challenge 
this proven truth by referring to the short term 
investment returns. When the equity market 
(shares) goes down, members get concerned 

INVESTMENT RETURNS

1. Investment Portfolios

 The Fund offers five investment portfolios of 
which three are structured in the Life Stage 
Model (LSM).

 The three life stage portfolios are the 
Aggressive Portfolio (AP), Moderate Portfolio 
(MP) and Conservative Portfolio (CP).  Then, 
although not part of the LSM, there are also 
the Guaranteed Portfolio (GP) and the Exit 
Portfolio (EP).  These investment portfolios 
are discussed below.

2. Life stage portfolios

 The development of the three life stage 
portfolios is a direct result of the prudent 
approach of the trustees of the Fund to act in 
the best interest of the members.  Member in 
a Defined Benefit (DB) fund usually carries no 
risk for poor investment returns because the 
employer is responsible for any short fall in the 
fund, in the event that it is under funded and 
would not be able to pay the defined benefit.  
However, it is the responsibility of the 
trustees, in consultation with the actuaries,  
to do proper planning to match the liabilities of 
such DB fund with its assets.

 A defined contribution (DC) fund, on the other 
hand, does not promise a defined benefit but 
promise to pay all contributions (less 
administrative costs and risk benefit costs) 
and returns thereon to its members.  In other 
words nothing is kept back if a member would 
pass away soon after retirement, to subsidize 
long living members.  In exchange for this, 
the investment risk is carried by the member 
and not the employer.  This can be very 
positive as illustrated by the returns 
accumulated by the members of the Fund 
during the 2005/6 and 2006/7 periods as 
reflected elsewhere in this Journal.

 For instance 25,6% and 28,5% were earned in 
the AP during these years.  These returns 

 Although a four year return history is a very 
short period it already clearly reflects the two 
investment cycles with satisfying results.  
There were two excellent financial market 
years (2005/6 and 2006/7) followed by two 
bad years (2007/8 and 2008/9) but in total 
over both an up cycle and a very severe down 
cycle the performance was very positive with 
an accumulative 58%, 51% and 49% for the 
AP, MP  and CP respectively.

 The results of the returns over these four 
years clearly confirm the appropriate design 
of the LSM.  The returns tabulated above 
illustrate that in good markets the more risky 
the investment portfolio is constructed the 
higher the return (because in good markets 
the risk does not materialize) but in negative 
markets the risky portfolios under perform the 
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Portfolio

Aggressive (AP)

Moderate (MP)

Conservative (CP)

Aug 06

3.29%

2.71%

1.66%

Sep 06

2.87%

1.92%

0.72%

Oct 06

3.61%

3.16%

2.92%

Nov 06

2.60%

2.35%

1.90%

Dec 06

3.88%

 2.65%

1.97%

Jan 07

2.32%

2.60%

2.52%

Feb 07

1.56%

1.12%

0.95%

Mar 07

3.78%

2.82%

1.75%

Apr 07

3.70%

3.00%

2.33%

May 07

-0.44%

0.21%

0.83%

Jun 07

-1.33%

-0.17%

0.64%

2006/07

28.45%

24.77%

20.27%

Jul 06

-0.34%

0.05%

0.44%

 The returns of the life stage portfolios the four years since inception during July 2005 were as follows:

Portfolio

Aggressive (AP)

Moderate (MP)

Conservative (CP)

Aug 07

0.49%

0.54%

0.81%

Sep 07

0.99%

1.06%

1.14%

Oct 07

4.57%

3.53%

2.48%

Nov 07

-1.54%

-1.48%

-0.91%

Dec 07

-1.53%

-0.97%

-0.15%

Jan 08

-4.16%

-3.49%

-2.29%

Feb 08

6.70%

3.86%

1.41%

Mar 08

-1.05%

-0.40%

 0.48%

Apr 08

1.26%

0.81%

0.87%

May 08

1.35%

1.33%

1.44%

Jun 08

-4.56%

-2.83%

-1.25%

2007/08

2.43%

1.55%

3.22%

Jul 07

0.46%

-0.14%

-0.75%

Portfolio

Aggressive (AP)

Moderate (MP)

Conservative (CP)

Aug 05

0.50%

0.48%

0.60%

Sep 05

3.83%

2.42%

0.95%

Oct 05

-1.47%

-0.39%

0.38%

Nov 05

2.16%

1.33%

1.21%

Dec 05

6.51%

 4.19%

2.14%

Jan 06

6.18%

4.98%

2.43%

Feb 06

-1.45%

-0.21%

1.00%

Mar 06

4.62%

3.42%

1.92%

Apr 06

2.14%

1.46%

0.62%

May 06

-1.47%

-1.04%

-0.63%

Jun 06

0.75%

0.13%

0.43%

2005/06

25.60%

17.80%

11.00%

Jul 05

1.10%

-0.11%

-0.30%

Portfolio

Aggressive (AP)

Moderate (MP)

Conservative (CP)

58.37%

51.44%

48.96%

2005/09

Jun 09

-1.09%

-0.23%

0.45%

Aug 08

1.90%

1.59%

1.63%

Sep 08

-3.99%

-2.10%

-0.99%

Oct 08

-4.20%

-2.19%

-1.54%

Nov 08

0.77%

0.96%

0.93%

Dec 08

3.08%

 2.43%

1.72%

Jan 09

-1.54%

-0.93%

-0.16%

Feb 09

-7.00%

-4.09%

-0.92%

Mar 09

3.60%

2.26%

2.44%

Apr 09

0.46%

0.53%

1.30%

May 09

5.47%

3.41%

2.11%

Jul 08

-0.99%

0.11%

0.97%

2008/09

-4.14%

1.48%

8.13%

Portfolio

Aggressive (AP)

Moderate (MP)

Conservative (CP)



 The performance of the GP is illustrated 
below:

 The 48,04% is calculated annually 
compounded and relates to a return of about 
12% per annum, which is not bad at all taking 
into account that it is almost risk free.

4. Exit Portfolio (EP)

 The EP was a safe haven during the past 
financial year being a money market 
investment with no exposure to equities.  It 
delivered a 11,2% return for 2008/9.  The EP 
is mainly for members in the process of being 
exited from the Fund.  However, it is being 
offered as an investment choice to members 
who are very risk averse and who missed the 
boat with the once per year closing date of the 
GP.  It gives quite boring but stable returns 
which can work during downward equity 
market conditions but definitely not the place 
to be in the long run. This would lag inflation in 
the long term due to the absence of return 
enhancers which are found in more aggressive 
portfolios with equity exposure.

conservative portfolios (because in negative 
markets the risk does materialize).  So often 
members fall in the trap to think that the 
principle of higher risk, higher returns means 
that the higher risk is just a notion and forget 
that it does materialize from time to time as 
markets move in cycles.

 Members are automatically transferred from 
one life stage to the next as they reach the 
relevant age.  This transfer is however not 
done at once on reaching 50 (MP) or 60 (CP) 
years of age as the investment markets may 
be very low on such a specific day with 
negative results for a member migrating from 
the more aggressive to the more conservative 
next phase portfolio.  To prevent such a single 
day event, members are switched in four 
quarterly batches over a one year period.  
Thus smoothing any extra ordinary market 
events.

3. Guaranteed Portfolio (GP)

 The GP outperformed the other investment 
portfolios during 2008/9 due to its very 
conservative nature eliminating market risk.  
During negative market periods, the GP would 
recover some of the comparative lag to the AP, 
experienced during the rally of the equity 
markets.
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Guaranteed

Portfolio Comparison (R100 invested in July 2005)

2005/9

48,04%

2006/7

12,20%

2007/8

9,03%

2008/9

10,68%

2005/6

9,70%

5. Member Investment Choices

 As mentioned previously, although the IPS is 
developed for the average member, provision 
is also being made for individual 
circumstances.  This is done by allowing for 
member investment choices.

 The Fund Credits of members are 
automatically invested in the relevant life 
stage portfolio according to age, (AP:<50, 
MP:50-60, CP:>60).  However members may, 
subject to certain conditions, exercise a 
written choice if they wish to invest contrary to 
the applicable life stage (AP, MP or CP) or if 
they wish to invest in the GP or EP.  
Investment according to the life stage 
portfolios is an integrated investment model 
in accordance with the IPS (Investment Policy 
Statement).  The probability is good to obtain 
the targeted return over a long term.  
Members should therefore be very cautious to 
chase short term returns by electing contrary 
to the life stage portfolios, with possible 
disastrous results.  Younger members 
should be careful not to be over 
conservative and forfeit returns in the 
long run.  This is called opportunity cost 
and is considered one of the biggest 
investment risks. Likewise, older members 
should be careful investing in the higher risk 
AP with greater exposure to the equity 
market, which during a market collapse may 
cause a capital loss, with not enough time to 
recover.  

 Member Fund Credits may be split between 
the five portfolios (AP, CP, MP, GP and EP) to a 
maximum of two portfolios at a time.  
Members are therefore not allowed to be 
invested in more than two investment 
portfolios at any one stage.  Members who 
exercised a member investment choice will 
remain invested accordingly until written 
notification to the Fund otherwise given.  If a 
member elects to split her/his investment 
between two portfolios, the different returns 
of each investment portfolio will cause a drift 
from the chosen percentages split.  Members' 
Fund Credits will not automatically be 
rebalanced to the original chosen percentage 

split between the two portfolios.  A new 
option form must be submitted when a 
member wants such rebalance.

 Member investment choices may be done at 
any time in respect of the AP, MP, CP and EP.  
Member investment choices in respect 
of the GP (in or out) can only be done 
once a year, usually not later than 31 
May of each year.  The exact date may 
change slightly from year to year.

 One investment choice is allowed free of 
charge every twelve months - but 
subsequent choices, within 12 months, 
require a switching fee.

 A member investment choice is usually 
implemented within five business days 
from receipt, except in the event of the GP 
which can take a bit longer.  The underlying 
investment for the GP is usually purchased 
in the first week of July and implementation 
is effected approximately the second week 
of July.  This may however vary from year 
to year.

 Sometimes a member will indicate that 
they have exercised an investment choice 
but that it has not been implemented.  It is 
then almost impossible to establish 
whether the prescribed form was received 
by the Fund Administrator, Coris Capital, 
but got lost, or whether the fax machine of 
the sender did not deliver successfully to 
Coris Capital.  To avoid this, a new 
procedure has been introduced using sms 
confirmation. It now provides for the Fund 
Administrator to advise the member within 
four days, via sms, that the form has been 
received. If not, the member should 
enquire why the sms has not been received.

 It is the responsibility of the member to 
verify and ensure that his/her member 
investment choice form reaches the Fund. 
Once proof exists that the duly completed 
form has been received by the Fund, it is 
the Fund's responsibility that the fund 
credit be invested accordingly. Failing 
which, the Fund will be liable for any returns 
forfeited.
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INVESTMENT PORTFOLIOS

Jan-10

-0.68%

Feb-10

 0.69%

Mar-10

3.08%

Apr-10

0.94%

May-09

5.47%

Jun-09

-1.08%

2008/2009

-4.14%

Jul-08
-0.99%

Jul-09
6.38%

Aug-08
1.90%

Aug-09

2.99%

Sep-08
-3.99%

Sep-09

0.11%

Oct-08
-4.20%

Oct-09

3.88%

Nov-08

0.77%

Nov-09

-0.13%

Dec-08

3.08%

Dec-09

2.12%

Financial Year to date

20.91%

LIFE STAGE 1: AGGRESSIVE PORTFOLIO (AP)

Portfolio Profile

Market Value as at 31/12/09 -  R 4 245 130 046

Investment objective: Inflation + 5%

Asset allocation limits:

This Portfolio is for members 50  years and younger.

This is an aggressive investment portfolio. More money is invested in 
equities (shares) and less in fixed income investments and property. A 
greater return can therefore be expected in the long run, but at an equally 
higher risk. A member, however, who is a long way from retirement, can 
tolerate such higher risk, as there is enough time to recover possible losses 
and create wealth.

SA Cash
SA Equity
SA Bonds
Foreign

  3% - 15%
45% - 70%
10% - 30%
  0% - 20%

Aggressive Portfolio: Asset Allocation as at 31/12/09

ASSET MANAGERS USED

SA Cash

SA Equity

SA Bonds

Foreign

Cadiz and OMIGSA

Afena, AllanGray, Argon, Investec, OMIGSA and RMB

Investec and Sanlam (SIM)

AllanGray Orbis, Coronation, Edge, Franklin,
Investec and Mondrian

 

Foreign

 
SA Equity

 SA Bonds

 SA Cash

 

  

14%

14% 16%

56%

Jan-09

-1.54%

Feb-09

-7.00%

Mar-09

3.60%

Apr-09

0.46%

Jan-10

-0.19%

Feb-10

1.16%

Mar-10

2.70%

Apr-10

0.87%

May-09

3.41%

Jun-09

-0.23%

2008/2009

1.48%

Jul-08
0.11%

Jul-09
4.74%

Aug-08

1.59%

Aug-09

2.11%

Sep-08

-2.10%

Sep-09

0.63%

Oct-08

-2.19%

Oct-09

3.07%

Nov-08

0.96%

Nov-09

0.02%

Dec-08

2.43%

Dec-09

1.41%

Financial Year to date

17.68%

LIFE STAGE 2: MODERATE PORTFOLIO (MP)

Portfolio Profile

Market Value as at 31/12/09 R 2 715 905 370

Investment objective: Cash + 2%

Asset allocation limits:

This Portfolio is for members 50 to 60 years of age.

A more moderate investment approach is followed. Less money is invested 
in equities (shares) and more in fixed income investments and property. The 
return may be less but the risk is also lower. It is suitable for older members 
closer to retirement who should not be exposed to the higher risk of the 
Aggressive Portfolio.

SA Cash
SA Equity
SA Bonds
SA Property
Foreign
Hedge Funds
Absolute Return Funds

  3% - 20%
10% - 30%
  5% - 25%
  0% - 8%
  0% - 15%
  5% - 15%
25% - 45%

Moderate Portfolio: Asset Allocation as at 31/12/09

ASSET MANAGERS USED

SA Cash

SA Equity

SA Bonds

Foreign

Hedge Funds

Absolute Return Funds

Cadiz and OMIGSA

Afena, AllanGray, Argon, Investec, OMIGSA 
and RMB

Investec and Sanlam (SIM)

AllanGray Orbis, Coronation, Cadiz, Edge,
Franklin, Investec and Mondrian

Brait and Edge

Coronation and Sanlam

 

 

    

Foreign

 SA Equity

 SA Bonds

 SA Cash

 
SA Property

 
Hedge Funds

 
Absolute Return

 

11%

26%

9%

6%2%

9%

37%

Jan-09

-0.93%

Feb-09

-4.09%

Mar-09

2.26%

Apr-09

0.53%
THE EXIT PORTFOLIO (EP)

An exit Portfolio is available for members in a transition phase and in the process of leaving the Fund. Their Fund credit is 
transferred into a cash portfolio to protect it from market  movements.

THE GUARANTEED PORTFOLIO (GP)

Portfolio Profile

Market Value as at 31/12/09 R1 162 687 125

This Portfolio is maintained separately from the life stage portfolios. This 
portfolio is open to all members but they have to notify the Fund by 
submitting the applicable option form during May (usually not later than 31 
May of every financial year) indicating that they want to transfer. Once 
members are transferred to the GP they remain in the GP until they notify 
the Fund in writing during May of the changes they want. Changes can be 
made, only once per annum during the said option period, by completing a 
new option form.

Guaranteed Portfolio: Asset Allocation as at 31/12/09

ASSET MANAGERS USED

Structured Products

SA Cash

ABSA and Cadiz

Cadiz and OMIGSA

 

  

Structured Products

SA Cash

 

2005 / 6
9.70%

2008 / 9
10.68%

2006 / 7

12.20%

Portfolio Returns per annum

2007 / 8
9.03%

93%

7%

Financial Year to date
Jul 2009 - Apr 2010

5.71%

Jan-10

-0.03%

Feb-10

 1.45%

Mar-10

2.43%

Apr-10

0.85%

May-09

2.11%

Jun-09

0.45%

2008/2009

8.13%

Jul-08
0.97%

Jul-09
3.58%

Aug-08

1.63%

Aug-09

1.37%

Sep-08

-0.99%

Sep-09

0.74%

Oct-08

-1.54%

Oct-09

2.03%

Nov-08

0.93%

Nov-09

0.49%

Dec-08

1.72%

Dec-09

1.42%

LIFE STAGE 3: CONSERVATIVE PORTFOLIO (CP)

Portfolio Profile

Market Value as at 31/12/09 R 792 338 751

Investment objective: Cash + 1%

Asset allocation limits:

Conservative Portfolio: Asset Allocation as at 31/12/09

ASSET MANAGERS USED

SA Cash

Hedge Funds

Absolute Return Funds

Cadiz and OMIGSA

Brait and Edge

Coronation and Sanlam

This portfolio is for members between 60 and 65 years of age.

These members cannot be exposed to any risk and therefore their money 
is invested in fixed income investments, cash, structured products, hedge 
funds and absolute return products with no direct exposure to equities 
(shares) in order to protect the capital. It should be noted that structured 
products, hedge funds and absolute return products do have exposure to 
equities albeit hedged to a certain extent.

SA Cash
Hedge Funds
Absolute Return Funds

15% - 45%
10% - 20%
40% - 70%

 

 

 

SA Cash

Hedge Funds

Absolute Return

28%

63% 9%

Jan-09

-0.16%

Feb-09

-0.92%

Mar-09

2.44%

Apr-09

1.30%

Financial Year to date

15.23%

results above. However, the dark clouds looming over Europe due to the Greece debt crisis may have a negative effect 
on returns going forward. 

The investment returns since the start of the 2009/10 financial year on 1 June 2009 until 30 April 2010, when this 
Journal was finalized reflect an excellent recovery over this period.  These returns are included in the AP, MP & CP 
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OMIGSA

Investec

Allan Gray

Sanlam

Cadiz

Coronation

ABSA

RMB

Edge

Brait

Mondarian

Franklin

Afena

Argon

Property

16.6%

16.2%

14.4%

12.9%

10.4%

8.5%

5.9%

5.3%

2.4%

1.8%

1.7%

1.7%

0.9%

0.9%

0.6%

Market Value % per Investment  Manager as at 31/12/09 
for all the Investment Portfolios in Aggregate The Fund Administrator of the Municipal Employees 

Pension Fund (MEPF) circulated a letter dated 
1 February 2010, to municipal managers advising 
that the “Municipal Employees Pension Fund has 
amended section 1 of the Rules of the Fund that 
deals with retirement age, to be in line with 
amended Section 10 of the Social Assistance Act 13 
of 2004” and further that “members who have 
attained 60 years of age from the 1st January 2010 
will have to retire from their municipality and the 
Fund be properly advised as such, ……”

This circular created confusion amongst some 
members of the MGF as well as some human 
resources practitioners of municipalities.  They 
understood it to mean that the Social Assistance Act 
requires such amendment of the rules of a pension 
fund and that it is also applicable to the MGF.  This is 
however not the case.  The Social Assistance Act 
has no relevance to pension fund matters.  The act 
applicable to pension funds is the Pension Funds 
Act, 1956.  The Social Assistance Act deals with 
social grants and has been amended to do away 
with the gender discrimination where females 
qualify for the social grant at age 60 but males only 
at age 65.  Hence, the male qualifying age was 
decreased as follows:

 1 April 2008 : 63
 1 April 2009 : 61
 1 April 2010 : 60

This has noting to do with pensions and in fact 
Government refrains from calling it a pension and 
insists to call it  or social assistance social grant 
because if it is referred to as pension it may create 
expectations that it is an obligation to be paid for 
ever.

The compulsory retirement age for MGF members 
is, and remains, 65.  The trustees of the MGF will 
never be so irresponsible as to change the age 
unilaterally to 60 or any age less than the existing 
65.  A decrease in compulsory retirement age has a 
severely damaging effect on the member's financial 
position.  It means less years of employment with 
less income generating years which means fewer 
years to save for retirement and more years 
dependent on the retirement savings.  In any event 
the compulsory retirement age should not 

COMPULSORY RETIREMENT REMAINS 65 YEARS OF AGE

unilaterally be amended by a retirement fund 
operating in local government.  The compulsory 
retirement age in the rules of the retirement fund is 
also the retirement age of the employees of the 
municipalities.  To change this in the rules of a 
municipal related retirement fund the co-operation 
of the municipalities and the employees must be 
obtained, most probably through SALGA and the 
relevant trade unions in the South African Local 
Government Bargaining Council.  It is unthinkable 
that an external body such as a pension fund should 
be able to unilaterally decide that the employment 
term of a municipal employee be cut short by five 
years. Very importantly, the shorter the period 
of employment the smaller the retirement pay 
out.

Please note that the normal (compulsory) 
retirement age of the MGF is 65 but that 
members may go on early retirement from 50 
years of age onwards.

In  prev ious  MGF Journa ls  i t  was  
comprehensively reported about the proposed 
National Retirement Reform and the 
establishment of a National Savings Fund 
(NSF) which later was referred to as the 
National Social Security System (NSSS).  

It was then also pointed out that it would take 
years to implement.  In the interim not much 
has happened on this front.  The latest being a 
presentation made by Ms. Brenda Khunaone, 
Chief Director: Social Insurance of the 
Department of Social Development on 13 April 
2010.  She is also the co-ordinator of the Inter-
departmental Task Team (IDTT) responsible for 
the social security reform, as it is now called.  
The IDTT consists of all relevant government 
departments such as Social Development, 
National Treasury and also Co-operative 
Governance (local government).

The IDTT has finalized a follow-up policy 
document which is expected to be circulated 
soon.  In fact, the publication of this Journal was 
delayed to include more about this document 
because it was expected already.  When this 
policy document becomes available, and if it 
contains any urgent matters affecting MGF  
members, it will be communicated via a news  
flash.

It is however not expected to contain detail at this  
stage but would rather be a high level policy 
document.  In any event, it is re-iterated that 
Government gave the undertaking that vested 
rights will be honoured as per the joint press 
release by Government, Cosatu, Fedusa and 
Nactu on 27 June 2008 which is available on 
www.treasury.gov.za.  At this stage there is no 
reason for members to panic and if the position 
should change, members will be alerted 
accordingly.

NATIONAL RETIREMENT REFORM
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MGF02

MGF03

MGF04

1(1)

5(6)(a)

12(1)(a)

19(2)

21(2)

24(7)

30(1)(a)(iv)

42(3)

42(4)

12(4)

1(1)

9(1)(d)

Definition of CALCULATION DATE: To substitute the reference to exit portfolio 
with EXIT PORTFOLIO, as it is a defined term.

Definition of DEPENDENT: To align this definition with the defined term in the 
Pension Fund Act.

Definition of LOCAL AUTHORITY, MUNPEN FUND and SERVICE, and section 
24(4): To provide for membership of employees of the Fund that were 
members of Munpen.

Paragraph (b) of the definition of SERVICE: To substitute the reference to 
section 42(2)(b) with section 42(3)(b).

Definition of PRINCIPAL OFFICER: To substitute the incorrect reference to the 
PENSION FUND with the FUND.

Definition of TRANSFER VALUE: To provide for transfer values from an 
Approved Pension or Provident Funds.

To delete the reference to DISESTABLISHED local authority as it is obsolete.

To reduce the minimum number of meetings of the Committee (Board of 
Trustees)  from ten to six per annum.

To substitute the reference to section 8(12) with section 8(14).

To align the provision regarding the preparation of financial statements with 
section 15 of the Pension Funds Act.

To clearly provide for the benefits payable after termination of service.

To exclude a Member's Transfer Value contemplated in section 42 from the 
portion of his retrenchment benefit.

To provide for transfers from Approved Pension and Provident Funds; to 
delete the requirement for evidence of health to be provided and to delete the 
proviso to paragraph (c).

To delete this section, as this is obsolete following the amendment to section 
42(3) about transfers.

To define the term “DISINVEST” and align all other provisions in the Rules 
dealing with disinvestment.

Amend the definition of 'EMPLOYEE' to exclude part-time and temporary 
employees.

To extend the term of office of one employee representative trustee from 
2011 to 2012 to synchronise with the terms of other trustees.

Number Section       Description

 
 More details about any of these rule 

amendments are available from the offices of 
the Fund.

6. RULE AMENDMENTS

 The following is a summary of rule 
amendments approved and registered by the 
Registrar of Pension Funds during the 2008/9 
financial year:
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As previously reported, the tax on retirement 
benefits has recently been simplified.  This was 
widely supported by the retirement industry.  When 
the new amendments were programmed by the 
South African Revenue Services (SARS) it was also 
discovered that the application of Formula C (tax 
protection of pension benefits pre 1998) was 
erroneously applied by SARS in the event of 
members who did not take their full lump sum 
payment upon retirement but who opted to 
transfer a portion to an annuity fund.  Since 
then the matter has been rectified by SARS with the 
result that it became a tax disadvantage for 
members to transfer funds to an annuity fund.  This 
situation could however be reversed by amending 
the Rules of the Fund.  The Rules provided that the 
retirement benefit accrued as a lump sum but a 
member could elect to have it paid as an annuity.  
This meant that the full lump sum had to be taxed 
even if a portion was transferred to an annuity fund.  
After discussing this matter at the annual meeting 
of the General Committee on 27 November 2009 it 
was resolved that the best solution would be to 
change the Rules of the Fund.  The Rules were 
consequently amended to provide the opposite. 
Namely that the retirement benefit accrues as an 
annuity but a member may elect to take all or a 

portion of it as a lump sum payment.  Hence only 
the portion taken as a lump sum will now be taxed 
and the portion transferred to an annuity fund will 
be tax free.  Such amendment does not affect 
those members who take a lump sum payment as 
the tax dispensation would be the same but it 
would save tax for those members wishing to 
transfer a portion of the retirement benefit to an 
annuity fund.

This amendment does not change the status 
of the Fund from a “one lump sum” fund to 
an “annuity” or “pension” fund.  It is a 
technical amendment to avail members of 
the best tax dispensation.  This is, in any 
event, only impacting on retirement, 
including disability retirement and not on 
resignation as the tax dispensation remains 
the same in the event of resignation.

The prescribed form for notice of termination of 
membership was adjusted to make the default 
choice of payment the one lump sum payment 
and if a member would wish to transfer to an 
annuity fund, such member will have to exercise 
such option clearly and explicitly on the form.

TAX MATTERS AND THE FUND STRUCTURE

Income Tax on Retirement and Resignation Benefits

•  Apply tax scales to :     taxable amount (A as above)

1. Deduct the first  from the taxable amount in the event of  R300,000 retirement
 or  in the event of ;R22,500 resignation
2. Calculate 18% of the next R300,000;
3. Calculate 27% of the next R300,000 to R600,000; and then
4. Calculate 36% of the remaining amount above R600,000.

•  Apply formula C:      = B/C x DA

A = Taxable Amount 
B = Completed years of membership since 1 March 1998
C = Total years of membership 
D = Fund credit

Soccer City
Location: Soweto
Capacity: 88 460

Mbombela 
Location: Nelspruit
Capacity: 43 589

Ellis Park
Location: Johannesburg
Capacity: 61 639

Free State 
Location: Bloemfontein
Capacity: 45 058

Peter Mokaba 
Location: Polokwane
Capacity: 45 263

Loftus Versfeld
Location: Pretoria
Capacity: 49 363

Greenpoint 
Location: Cape Town
Capacity: 66 000

Nelson Mandela Bay
Location: Port Elizabeth
Capacity: 46 082

Royal Bafokeng
Location: Rustenburg
Capacity: 46 082

Moses Mabhida 
Location: Durban
Capacity: 69 957

 Argentina

 Year

 1998

 1990

 1994

 2002

 2006

 1986

 Germany

 Brazil

 France

 Brazil

 Italy

  Diego Maradona

  Lothar Matthäus

  Dunga

  Didier Deschamps

  Cafu

 Fabio Cannavaro

 Winning Team Team Captain



STATEMENT OF NET ASSETS AND FUNDS 

ASSETS

Non-current assets

Property, plant and equipment

Investments (including investment property)

Housing loan facilities

Current assets

Transfers receivable

Accounts receivable

Contributions receivable

Cash at bank

TOTAL ASSETS

FUNDS AND LIABILITIES

Members' funds

Members' individual accounts

Amounts to be allocated

Reserves

Reserve accounts

Total funds and reserves

Non-current liabilities

Unclaimed benefits

Current liabilities

Transfers payable

Benefits payable

Accounts payable

TOTAL FUNDS AND LIABILITIES

30 June 2009
R

30 June 2008
R

8,298,736,100

236,149

7,848,383,329

450,116,622

142,886,860

-  

-   

14,787,612

128,099,248

8,441,622,960

8,062,906,741

(74,590,294)

7,988,316,447

119,754,755

8,108,071,202

    

18,772,842

314,778,916

740,648

307,237,570

6,800,698

8,441,622,960

8,429,356,887

169,196

8,079,227,058

349,960,633

82,243,068

2,607,813

7,220  

13,697,340

65,930,695

8,511,599,955

8,097,181,734

(23,133,290)

8,074,048,444

174,719,085

8,248,767,529

    

19,261,793

243,570,633

244,061

234,803,734

8,522,836

8,511,599,955

STATEMENT OF CHANGES IN NET ASSETS AND FUNDS

Contributions received and accrued

Net investment income

Other income

Less:

Re-insurance premiums

Administration expenses

Retirement fund taxation

Net income before transfers 

  and benefits

Transfers and benefits

Transfer from other funds

Transfer to other funds

Benefits

Net income after transfers 

  and benefits

Funds and reserves

Balance at beginning of period

Transfer between reserve accounts

Investment income allocated

  Current members

Balance at end of period

Total
at at

30/6/08
R

735,767,744

290,085,651

-  

(23,781,207)

(7,218,648)

(16,562,559)

-

1,002,072,188

(891,099,745)

67,684,114

(7,844,155)

(950,939,704)

110,972,443

7,997,098,759

-

-

-

8,108,071,20

Total 
as at

30/6/09
R

857,398,233

62,871,060

(39,507)

(18,701,717)

(7,513,575)

(18,293,896)

7,105,754

901,528,069

(760,831,742)

50,331,387

273,922

(811,437,051)

140,696,327

8,108,071,202

-

-

-

8,248,767,52

Reserve
Accounts

R

142,070,258

62,871,050

(39,507)

(18,701,717)

(7,513,575)

(18,293,896)

7,105,754

186,200,094

(214,880,500)

-

-

(214,880,500)

28,680,406

119,754,755

104,413,063

(20,768,327)

(20,768,327)

174,719,085

Members' individual
accounts & amounts

to be allocated
R

715,327,975

       -

       -

       -

       -

       -

       -

715,327,975

(545,951,242)

50,331,387

273,922

(596,556,551)

169,376,733

7,988,316,447

(104,413,063)

20,768,327

20,768,327

8,074,048,44

FINANCIAL STATEMENT FOR THE PERIOD ENDING 30 JUNE 2009

A B A+B

18 19

The financial statements for the year ending 30 June 
2009 are reflected below. The independent external 
auditors, Deloitte and Touche are satisfied that the 
financial statements, in all material respects, fairly 

represent the result of the Fund's financial activities 
for the 2008/9 year.  They also confirmed in writing 
that the existence of the Fund's assets has been 
verified as part of the auditing process.



Life's a stage
...and then you retire

A popular approach to saving for retirement is 
to divide you working life into stages

and adjust the risk profile of your investments accordingly.
But this strategy is under question in some quarters

as being too risk-averse in the final stage.
Bruce Cameron takes a closer look at

life staging and its alternatives.

         HE CLOSER YOU GET TO RETIREMENT,  T H E  
 more meaningful is the effect of compound 
interest (or market returns). In the five years before 
retirement your contributions will be a mere fraction of 
your investment returns.  In some cases, your 
investment returns particularly in times of buoyant 
markets, could even outstrip your annual income.
 But the potential volatility of investment markets 
as you reach retirement scares many people into 
moving into lower-risk, mainly cash investment.  this 
approach falls under the fairly broad church of 
retirement planning called life staging, in which your 
investment risk profile is determined by how close you 
are to retirement.
 The argument is that equity markets are high 
risk and could crash shortly before you retire, leaving 
you seriously out of pocket.  A prime example is when 
the FTSE/JSE All Share Index crashed from a dizzy 
height of 33,000 in May 2008 to a low of 17,814 in 
November 2008.  That represented a 46 percent fall in 
listed equity values.
 Imagine if you retired on that awful November 
day.  But equally, your retirement day could have been 
on the sunny autumn day in May.
 Earlier, in the newspaper version of PERSONAL 
FINANCE, which is published in all the Saturday 
newspapers in the Independent News & Media 
Group, Richard Carter of Allan Gray said that to blindly 
move your entire portfolio out of equities into cash in 
the years before retirement is madness.
 Carter says: "It is the last few years before 
retirement that will provide you with the benefits of 
compound interest."
 He pointed out that the mean after-inflation 
returns for South African asset classes from 1905 to 
2005 were: equities 7.3 percent a year, on average, and 

T bonds 1.8 percent a year.  this sort of return disparity is 
going to have an impact on your end result.
 Carter assumed that on an initial salary of R100 000 
a year, growing at a real (after-inflation) one percent a 
year, and with real (after-inflation) investment growth of 
five percent a year, at retirement 40 years later you would 
have R13,125,265.  But if, five years before retirement, you 
switched to a cash portfolio that provided a zero after-
inflation return, you would end up with R10,988,003.  
That is a difference of more than R2 million, or almost 20 
percent.
 At the point five years before retirement, the 
amount saved was R7,369,860, which shows the power of 
compound interest.  Most of the growth came from 
investment performance, not retirement fund 
contributions.
 But a 20 percent difference in retirement capital 
means that if you purchase a guaranteed annuity 
(pension), the pension will also be about 20 percent less, 
and that is for the rest of your life.
 This is a significant impact.
 The problem is that very few people can determine 
whether their retirement date will be on a glorious day in 
May 2008 or on a jump-out-the-window day in November 
2008.
 Most occupational retirement funds have pre-set 
retirement dates.  Many will allow you to retire early but 
the pre-determined final date is fixed.

No single solution
IN SIMPLE TERMS, IF MARKETS CRASH SHORTLY 
before your official retirement date you could be in serious 
trouble, if your retirement savings are in equities to the 
maximum permissible.  But if you had transferred to a 
cash portfolio five to 10 years before retirement, you 
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would have also done yourself a serious disservice if 
markets did not crash.
 However, the argument of how you manage your 
retirement savings shortly before retirement cannot be 
based on the returns of different asset classes alone.  
Serious product providers and advisers are aware of the 
problem, but there is quite significant disagreement 
about how to address it.
 On three things all agree:
 • All the asset classes - equities, bonds, property 
and cash - must be used to get the best (targeted) returns 
for the most acceptable level of risk.
 (Note: Regulation 28 of the Pension Funds Act 
requires that retirement savings be invested in an 
investment portfolio diversified by asset type.  For 
example, the portfolio in which your retirement savings 
are invested may not hold more than 75% in equities. But 
the risk profile - in terms of volatility or the propensity of 
the investment to swing widely in value - of the portfolio 
can still be dramatically altered by reducing the equity 
proportion to, say, 40 percent and increasing the interest-
earning investment by the equivalent amount.  The lower 
the percentage of equities in the portfolio, the greater the 
risk that you may not receive inflation-beating returns, at 
least not at the level required to give you a financially 
secure retirement. The reason is that, historically, listed 
equities have out-performed other asset classes over the 
longer term.)
 • A single, balanced portfolio, with the same 
underlying percentage in the four asset classes, from the 
first day of work through to the day of retirement, may not 
be the answer.
 •  You cannot take the simplistic approach of "the 
more money I have on the day I retire the better my 
retirement years will be."
 Independent actuary Rob Rusconi, who blew the 
whistle on the high cost of life assurance retirement 
savings products, says one of the problems in dealing 
with this issue is the way risk is considered.  Risk, he 
says, is not merely the propensity for an asset to swing in 
value.  There are other risks, such as not having saved 
enough money for retirement.
 Actuary Karen de Kock, the head of annuities at 
Sanlam, says that far too much attention is given to the 
build-up of savings relative to what happens at and in 
retirement.
 Yet another actuary, Rowan Burger, an asset 
manager at Stanlib, underscores this by pointing out that 
depending on various assumptions, only 32 cents of every 
R1 of your pension will come from what you (and your 
employer) contributed to your retirement savings; 38 
cents will come from investment returns before 
retirement; and the balance of  30 cents will come from 
investment returns after retirement.
 The reason for this is that at retirement your wealth 
is at its maximum and, under normal circumstances, your 
retirement savings will be receiving maximum returns.  If 
you buy an annuity, the assurance company earns the 
interest and passes this on in pension payments.

Defined contribution funds
UNTIL THE MAJOR ADVENT OF DEFINED 
contribution funds in the late 1980's and 90's, the 
matching of retirement savings to pensions did not 
really matter because, in most cases, you moved 
seamlessly from being a contributing member to being 
a pensioner, all as a member of the same fund.
 Defined contribution funds changed all this.  You 
became responsible for choosing your own pension, 
with a wide range of choices on offer (See "Annuities 
available to you on retirement", overleaf). 
 It soon became evident, however, that it was not 
simply a case of reaching retirement, taking your 
money and buying a pension.
 The financial services industry has been playing 
catch-up over the past few years, trying to solve this 
perplexing problem by finding the most efficient and 
cost-effective way to manage the transition from 
saving for retirement to being in retirement.
 In recent years, what is called life staging has 
become a popular choice.  But life staging can mean 
many things.  In its most simplistic form it deals 
primarily with volatility risk, switching you from 
volatile assets (equities) to mainly cash in the years 
shortly before retirement.  This causes the problem 
detailed by Carter.
 It is worth considering that most retirement fund 
investment strategies, in which members are not given 
any choice about underlying investments, aim to 
provide a percentage of final income, known as the 
income replacement ratio (IRR), of between 70 and 80 
percent after 35 to 40 years of membership.
 In the case of a defined benefit fund, the IRR is 
guaranteed.  With a defined contribution fund it is 
simply a target, not a guarantee.
 In defined benefit funds, such as the giant 
Government Employees Pension Fund, the target is 
easier to achieve because the move from being a 
contributing member to a pensioner is seamless and 
any downturn in the market on retirement day is 
unnoticeable for the retiree.
 On the defined contribution side, where you have 
to take the money and buy a pension, the length of the 
investment period, combined with the required 
diversity of asset classes, should even out some of the 
market volatility.  In other words, the average 20-
percent-a-year increase in equity values leading to 
May 2008 (and other above-average periods) will, on 
average, more than cancel out the bad years.
 Burger says: "We need to move away from 
defining investment risk as being market volatility.  
Your main risk is the risk of not being able to meet your 
liabilities, namely your required pension."
 In other words, the issue is not about measuring 
investment returns but matching your liabilities to your 
assets at retirement.  Your liabilities are what you need 
as a pension and these need to be matched to your 
retirement savings at retirement.
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 "But annuity prices also vary with bond yields.  
When interest rates are high, the income provided by a 
guaranteed annuity is high and the cost of a certain 
income stream is low.  And the reverse applies when 
rates are low."
 "So, if before retirement you are invested in bonds 
and if yields fall, the value of your portfolio rises.  This is 
almost precisely offset, however, by the worsening terms 
available on guaranteed annuities (caused by the fall in 
bond yields) and you are in the same position as you 
would have been had yields not fallen."
 "If, on the other hand, yields rise, the value of your 
portfolio falls.  That's not a disaster, though, because the 
portfolio is used to purchase nominal annuities, which 
now offer better value thanks to the yield increase.  You 
are in the same position as you would have been had 
yields not fallen," Rusconi says.
 But if you want a guaranteed annuity that will 

with inflation-beating returns you have to be invested in 
asset classes other than cash.  So if you move into cash 
before retirement you would run another risk when you 
switch back into those investments.
 So cash is good for cash, and similar arguments are 
true for any other pension structure you may use at 
retirement.
 For example, in a traditional life assurance 
guaranteed annuity, in which your pension is guaranteed 
at least until your death, the switch before retirement 
should be into bonds, since the asset class used by the 
insurers to back your pension (annuity) is bonds.
 "The best way to protect against movements in 
bond market rates is to invest in bonds ahead of the time.  
Your bond portfolio does not provide capital protection, of 
course, because its value rises if interest rates 
(technically, bond yields) fall, but falls if interest rate 
(yields again) rise." 

Making the switch
RUSCONI ARGUES THAT IT IS THE TYPE OF ANNUITY 
you purchase that is the most important consideration 
in what your investments should look like at retirement, 
not an expectation of whether markets will crash or not.
 He says the best way to protect the capital value 
of your retirement savings is to switch to cash.
 "Obviously, the switching process itself is not 
risk-free, so this needs to be done with care, usually 
over a period of time, but this is a separate issue.  If you 
are in cash, your capital is guaranteed not to fall and 
will rise a little as well.
 "But this is a good strategy only if you plan to 
spend the money at retirement.  For any other purpose 
that involves investment, cash is not good," Rusconi 
says.
 The reason is that for your money to provide you 

increase in line with inflation, then the best match is 
inflation-linked bonds.
 If you want a pension that is based on ongoing 
value of your assets, such as an investment-linked 
living annuity (illa) or a with-profit annuity, then you 
should aim at having the same assets before and at 
retirement.
 In simple terms, you need to match your assets 
(your retirement savings) with your liabilities (the 
reasonable penson you require).
 This clearly can be a moving target.  Most people 
aim at an IRR at retirement, but different people have 
different income requirements in retirement.  For 
example, one pensioner may want to travel abroad 
every year to visit children and grandchildren while 
another is content with tending a garden in a small 
Karoo town.

guaranteed period, any residue capital reverts to the 
life assurance company.
 • Capital-back guaranteed annuities.  These 
annuities have two parts. They are:
 * An annuity, which is the amount you will 
receive as a pension; and
 * A life assurance policy.  Part of the total 
amount paid as income is deducted to pay the 
premium of a life assurance policy.  The proceeds of 
the life policy are paid to your nominated 
beneficiaries at death.  With these annuities, watch 
out for double commission that is sometimes paid to 
financial advisers: one for the annuity and another for 
the life policy.  You should pay only a single 
commission.

With-profit annuities
WITH-PROFIT ANNUITIES CAN BE CONSIDERED AS A 
hybrid of illas and guaranteed annuities in that you 
take some investment risk because the pension 
increases that you receive are based on investment 
market returns.  The better the returns, the better your 
pension increases.  However, a with-profit annuity is 
unlike a living annuity in that:
 • You do not decide on the underlying 
investment.  The asset managers employed by a life 
assurance company do this.
 • Depending on the guarantees you have 
chosen, a with-profit annuity dies with you or your 
surviving spouse.  There is no residual payment to your 
heirs.
 • Your initial pension is guaranteed and every 
increase, once granted, is again guaranteed fo the 
rest of your life.

between 1.5 percent and two percent of the annual value 
of your capital, plus the costs of the underlying 
investments.
 • Death.  The residual capital of an illa can be left to 
your heirs or beneficiaries as a lump sum, as an ongoing 
annuity or a combination of both.  If you name a 
beneficiary, the proceeds will not be included in your 
estate and will not be subject to executor's fees of 3.99 
percent (including VAT).
 • Choice.  An illa can be transferred from one 
product provider to another or can be used to purchase a 
guaranteed annuity.

Guaranteed annuities
THERE ARE NUMEROUS PENSION CHOICES YOU CAN MAKE 
with a traditional annuity guaranteed by a life assurance 
company.  Any guaranteed annuity is based on an 
assurance company providing you with a monthly income 
for life, determined by the lump sum you invest, your age, 
your gender and prevailing interest rates.  There are various 
choices which will affect the size of  the annuity you will be 
paid.  These include:
 • Level annuities.  You receive the same amount 
every month for the period of the annuity.  Your biggest 
threat is inflation, which will reduce the buying power of 
your money every year.  In simple terms, if the average 
annual rate of inflation is five percent, you can expect the 
buying power of your rand to halve every 14 years.  When 
you first start receiving your pension, it will be comparably 
higher than what you would draw from another type of 
annuity.  However, within a few years, as a result of inflation, 
it will be significantly less than what you  would receive if 
you had chosen another annuity.
 • Escalating annuities.  Your pension increases at a 

predetermined, fixed amount each year.  The annuity may 
track, lead or lag inflation.  With these annuities, you 
receive less initially compared with a level annuity, but you 
are more likely to maintain your standard of living.
 • Inflation-linked annuities.  These annuities are 
linked directly to the inflation rate, increasing annually in 
line with the rate of inflation.  It takes about nine years for 
annuity linked to an inflation rate of 10 percent to catch up 
with a level annuity.  So you should take the pain upfront 
and not later on, when you may need the additional 
money.
 • Enhanced annuities.  These annuities are offered 
by a few life assurance companies to people who, 
strangely enough, can prove they are in poor health.  In 
other words, if you are likely to die soon or have bad habits, 
such as smoking heavily, the life assurance company will 
pay you a higher annuity.
 Guaranteed annuities can then have bells and 
whistles attached.  The options include:
 • Joint and survivorship annuities.  With a joint and 
survivorship annuity, the pension is paid until the last person 
in the relationship dies.  You may also select the level of 
income the surviving spouse will receive.  This percentage 
will determine the level of pension you will be paid while 
you are both alive.
 • Guaranteed and then for life annuities.  The 
annuity is guaranteed for a predetermined number of 
years, whether you live for the guaranteed period or not.  If 
you die before the guaranteed period (normally, 10 years, 
but can be up to 25 years) expires, the annuity continues to 
be paid to the person (or people) you nominate as a 
beneficiary (or beneficiaries) for the remainder of the 
period.  If you outlive the guaranteed period, the annuity 
continues to be paid.  However, if you die after the 

Annuities available 
to you on retirement
THERE ARE TWO MAIN TYPES OF ANNUITIES: LIFE 
assurance guaranteed annuities and investment-
linked living annuities (ILLA's), with a type of hybrid 
called a with-profit annuity.

Investment-linked living annuities
IN TERMS OF THE INCOME TAX ACT, AN ILLA MUST 
provide you with an income for life. But you take the 
risk that your savings will provide a sustainable 
pension for life. The main features of an ILLA are:
 • Underlying investment choices.  Illas allow 
you to choose from a wide range of underlying 
investment vehicles, including collective investment 
schemes and direct share investment.  If you make 
the wrong investment choices, your capital - and 
consequently your pension - could be undermined.
 • Drawdown rate.  The Income Tax Act limits 
the annual-pension to a minimum of 2.5 percent 
and a maximum of 17.5 percent of the annual 
residual value of your retirement savings.  You have 
to select your drawdown rate every year, but only on 
the anniversary date of your retirement.
 • Advice.  If you cannot make the investment 
decisions, you need to ensure you are receiving 
sound advice.  The best advice is likely to come from 
a Certified Financial Planner accredited by the 
Financial Planning Institute.
 • Costs.  The costs of illas are generally 

PERSONAL FINANCE / 4TH QUARTER 2009

22 23



Spending

·    R12.2bn for social grants;
·   R2.7bn on literacy and numeracy;
·   R15.1bn on occupation specific dispensations 

(education, military, prisons);
·   R2.2bn on revising SANDF salaries;
·   R8.4bn on expanding antiretroviral therapy;
·   R2.5bn on increasing labour intensity in public 

works;
·   R1.8bn on clothing/textile incentives;
·   R1.8bn on automot ive  product ion  

development;
·   R1bn on the criminal justice sector;
·   R2.8bn on public transport (as well as road 

and rail infrastructure);
·   R6.7bn on covering the increased cost of 

providing free basic electricity;
·   R2.5bn on municipal infrastructure;
·   R1.5bn on the Land Bank to help rural 

development;
·   Old age pension increased by R70/month to 

R1 080;
·   Child support increased by R10/month.

Tax proposals 

·    Personal tax relief of R6.5bn;
·   No more SITE (Standard Tax on Employees);
·   Fuel tax increases to total 25.5c/litre;
·   Cigarettes will cost R1.24 more per packet;
·   Liquor up by between 6.5c (for a bottle of 

beer) to R2.22 (for a bottle of spirits). 

NATIONAL BUDGET 2010

Finance Minister, Pravin Gordhan described his first 
budget as providing a "message of hope and 
optimism". He stressed it was a time for action in the 
economy. "We need all of South Africa to engage on 
the economic issues of the country - business, 
labour and civil society." Here are the highlights of 
Finance Minister Pravin Gordhan's first budget 
speech: 

The Economy
 
· Economic growth of 2.3% forecast for 2010, 

increasing to 3.6% by 2012;
·  Unemployment up to 24.3% in 2009; 
· The 2010 Fifa World Cup could contribute 

0.5% of GDP growth in 2010. To date 
government  has  spent  R33bn on 
preparations;

·   Inflation should average 6% during 2010/11;
·  A budget deficit of 7.3% projected for 

2009/10 and 6.2% for 2010/11;
· The deficit should reach 4.1% by 2011/12;
· Government's net loan debt projected to rise 

to R1.3trn in 2012/13;
· Wage subsidy for young people proposed;
· Infrastructure investment of R845bn over the 

next three years;
· Government will spend R52bn on public works 

programmes in the next three years. 

Income Tax: Individuals and Trusts

Trusts other than special trusts
Rate of Tax 40%

Tax Rebates
Primary R 10 260
Additional (Persons 65 and older) R 5 675

Age Tax Thresholds
Below age 65     - R57 000
Age 65 and over   - R88 520

INCOME TAX:  Indviduals
Tax rates (year of assessment ending 28 February 2011)
Individuals and special trusts
Taxable Income (R) Rates of Tax (R)
          0 - 140 000                   18% of each R1
140 001 - 221 000    25 200 + 25% of the amount above 140 000
221 001 - 305 000    45 460 + 30% of the amount above 221 000
305 001 - 431 000    70 650 + 35% of the amount above 305 000
431 001 - 552 000  114 750 + 38% of the amount above 431 000
552 001 and above  160 730 + 40% of the amount above 552 000
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When it comes down
to life

or death
Making a living will is one of the kindest things you

could do for both yourself and your loved ones,
save them from unnecessary stress and expense, and

can save you from prolonged pain and suffering,
writes Laura du Preez.

         s we age and the inevitable approaches, we 
tend to  confide in our children or those 
close to us, important last-minute details, 
such as where to find the keys to the safe.

 But informing family members of your wishes 
when it comes to life-and-death issues could prove 
equally or even more valuable.  Issues such as what 
you would want them to do if you survived a severe 
stroke or accident, or contracted a terminal illness 
that left you clinging to a life-support machine.
 In the final stretch of an illness from which you 
have no hope of recovery and which is causing you 
a great deal of pain, would you want your family to 
take every measure they could to try to keep you 
alive for a few more days, or another week or 
month?
 Your family may find it useful to know the 
answers to these questions, not only for family 
members who are ageing, but also for younger 
family members, because life can take unexpected 
turns.
 There is an increasing need to know how family 
members want to be treated in these 'death-in-life" 
situations because modern medicine and 
techniques have advanced enormously, enabling 
medical practitioners to sustain life that would 
otherwise not continue. But because it may be 

A
subjects over Sunday lunch, it may be easier to 
encourage those closest to you to make a living will.
 A living will enables you to state in advance what 
treatment you would or would not consent to, and it 
will also speak for you if you are seriously ill and 
incapable, physically or mentally, of giving or 
denying consent.
 You don't need to list each and every procedure or 
medication to which you agree or don't agree.  You 
simply need to state that, in a situation in which your 
doctor knows you are dying and in which life-
supporting machinery or procedures won't help you 
recover, you don't want to be kept alive artificially.
 Making such a will doesn't mean you don't want 
to prolong meaningful life for as long as modern 
medicine enables you to.
 It does not mean you are instructing doctors not 
to treat you in cases in which you could recover from 
an illness and live on.
 It also doesn't mean that you are instructing 
doctors and nurses to abandon you when you are 
dying.
 If you are able to deny consent for further 
treatment or if you have a living will that contains 
such wishes, your doctor is still obliged to do all that 
he or she can to keep you comfortable and free of 
pain.



 In a living will, you can even ask a doctor to 
prioritise your comfort in your final hours by 
administering pain-relieving medication even if this 
hastens the moment of your death.
 If you make a living will, your family and friends 
could be saved from difficult decisions about what to 
do at a time when they are already stressed and 
emotional as a result of your condition.  They will 
have clarity that a certain course was what you would 
have wanted.
 You can write your own living will, but if you need 
some guidance, the Living Will Society, a non-profit 
organisation formed in KwaZulu-Natal in 1974, can 
assist you to sign and lodge these documents to protect 
you against a prolonged death.
 More than 50,000 people throughout South Africa 
have enrolled as members of the society and have 
signed living wills.
 The director of the society, Brigid Raw, says the 
society believes that death should be as dignified and 
as humane as possible.
 When a family member is suffering from a terminal 
illness or when there is no imminent or reasonable 
chance of recovery.  It is pointless to sustain a person's 
life.  Doing so serves only to prolong unnecessary 
distress to all concerned, the society says.
 Raw says a living will could potentially save more 
than just the agony of relatives having to make a life-
and-death decision on your behalf.
 It could also save your family money because often 
people who are dying are taken to a hospital instead of 
a hospice.
 In a hospital setting, medical practitioners will be 
expected to do something for you - you could be sent 
for expensive diagnostic tests or put on expensive 
treatments when possibly you are 93 years old and 
your prognosis is hopeless.
 These tests and treatment may only cause you and 
your family more distress.
 You can avoid such a situation by making a living 
will, Raw says, it could also prevent family members 
making emotional decisions about treatment.
 Raw says the society has seen cases where children 
fly in from different parts of the world because an 
elderly parent is dying.  Out of feelings of guilt for not 
spending more time with their parents, they ask 
doctors to do everything possible to save the parent's 

life.  There may even be family disputes about what 
should or should not be done for the dying person.
 The acronym for the Living Will Society under 
its old name was Saves.  Each letter of Saves stands 
for something the society believes a living will can 
save you or your family:
 • Suffering and pain;
 • Anxiety for loved ones;
 • Valueless prolongation of terminal illness;
 • Existence without quality of life; and
 • Spending life savings unnecessarily.

PERSONAL FINANCE / 4TH QUARTER 2009

JOIN THE SOCIETY
YOU CAN JOIN THE LIVING WILL SOCIETY FOR A 
one-off fee of R60 (or R110 for married 
couples or R20 for pensioners who receive a 
state grant).
 If you enrol as a member, you will be sent 
three copies of a living will, instructions on how 
to sign and lodge the documents, a card to 
keep in your wallet that informs anyone who 
reads it that you have a living will and where 
that will can be found, as well as some 
medical file stickers.
 Members are asked to support the society 
by paying an annual subscription of R30, 
unless you are receiving a state grant, in which 
case you pay R10 a year.
 Members of the Living Will Society who 
wish to wear a Medical Alert disc engraved 
with the words "Living Will" (in addition to 
carrying a Living Will wallet card) may also join 
Medic Alert ( ).www.medicalalert.org
 The Living Will Society's contact details are:
 Website: www.livingwill.co.za
 Email: livingwill@3i.co.za
 Tel:  031 268 8511
 Fax: 031 267 2218
 Post: PO Box 1460
  Wandsbeck, 3631   
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and testament, or your personal medical practitioner.
 One original signed and witnessed copy of your 
living will should be kept at home for easy access by 
someone other than yourself, so that if you are 
unconscious, that document can be handed to those 
who are treating you. 
 A second original living will must be kept for use 
should you be admitted at any hospital, nursing home 
or hospice, where it can be kept on your patient file.
 A third original document should be handed to your 
personal doctor.
 If you are a resident of a retirement complex or old-
age home, make a fourth copy of your living will and 
give it to either the management or the clinic sister, the 
Living Will Society suggests.
 Members of the Living Will Society are provided 
with medical file stickers that can be used to alert 
doctors and others at such facilities that your file 
contains a living will.
Share the decision to make a living will with anyone 
who may have to implement your wishes, such as your 
family and friends, and tell them where to find it.
 Don't include the wording of your living will in 
your last will and testament, or attach it to that 
document, the society says.
 "Your last will and testament can only be acted on 
after your death, and you could be kept alive against 
your specific directives for months or even years, 
perhaps at great loss to your estate, before anyone is 
any the wiser," the society says.

Informed consent
WHEN YOU MAKE A LIVING WILL, YOU CAN-
not ask a medical practitioner to perform a mercy 
killing.  Active euthanasia, which can also be called 
mercy killing or physician-assisted suicide, is illegal 
in South Africa, as is the case in many other countries.
 The Living Will Society does not support active 
euthanasia, Raw says.
 A living will endorses what is known as passive 
euthanasia - the withholding or withdrawal of 
unnecessary artificial life-support machinery, without 
which you would die naturally, she says.
 The document is based on the premise that before 
anyone can treat you medically, he or she needs your 
informed consent.   

What do you say in a living will?
TO MAKE A VALID LIVING WILL, THE 
following conditions apply:
 •   You must be at least 18 years old;
 • You must be mentally able and not in any 
mental distress;
 • You must be fully informed of the 
consequences of making such a will;
 • You must understand that the will applies to 
all future situations and circumstances; and
 • You must not be influenced or put under 
pressure to sign the will.
 According to the Living Will Society, your living 
will should be addressed to your family, your doctor 
and any health authority.  The society suggest it 
should be worded as follows:
 "If the time comes when I can no longer take part 
in decisions for my own future, let this declaration 
stand as my directive."
 "If there is no reasonable prospect of my 
recovery, from physical illness or impairment 
expected to cause me severe distress or to render me 
incapable of rational existence, I do not give my 
consent to be kept alive by artificial means, 
including any pacemaker, nor do I give my consent 
to any form of tube-feeding when I am dying; and I 
request that I receive whatever quantity of drugs and 
intravenous fluids as may be required to keep me 
free from pain or distress, even if the moment of 
death is hastened."
 "Do not resuscitate: I do not give my consent to 
any person's attempt at resuscitation, should my 
heart and breathing stop and my prognosis is 
hopeless."
 It is advisable to agree to be given fluids 
intravenously in these circumstances, Raw says, 
because dehydration can cause discomfort.
 Raw says living wills can be very detailed - 
Canada, for example, has one that is 32 pages long - 
but the society has decided to keep its will brief and 
general.
 The Living Will Society suggests you make three 
(or more if you need to) original wills and sign each 
one in the presence of two witnesses.
 Witnesses should be over 16 and they should not 
be family members or beneficiaries of your last will 



The MGF does not accept liability for any loss, damage or expenses that 
may be incurred as a result or consequence of reliance on the information 
in this document.  If there is any conflict between the information in this 
document and the Rules of the Fund the Rules of the Fund will prevail.

Statement of Indemnity
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INCOME REPLACEMENT RATIO (IRR)Members with existing housing loans granted 
directly from their fund credits in terms of the 
previous dispensation may maintain such 
direct loans or transfer them to Standard 
Bank.  However, members taking up new 
loans are obliged to transfer the existing 
loan(s) from the Fund to Standard Bank.

The Fund used to grant home loans from the 
member's fund credit.  This direct home loan 
scheme has been replaced 1 June 2007 by a 
pension-backed home loan scheme.  Standard 
Bank has been appointed as service provider in 
this regard.  A member may apply for a home 
loan with Standard Bank up to a maximum of 
50% of the member's fund credit.  Standard Bank 
grants such loans against the security of the 
member's fund credit.  Members must comply 
with all the requirements of the National Credit 
Act to qualify for such loan.  Loan applications 
must be lodged with  through Standard Bank
their call centre number 0861 009 429.

The table highlight the consequences of how much you save and the number of years you 
save.  If, for example, you contribute 10% of your income to a retirement fund for 35 years but 
retire at the age of 65, you will receive an income  equal to about of your final salary (IRR) 59% 
at retirement.  However, if you save for 35 years, at a 18% contribution rate, you will receive a 
pension equal to about  of your income, etc.100%

RETIREMENT AGE: 65
Contribution rate

SOURCE: ALEXANDER FORBES

HOUSING LOANS

ANNUITY RATES
About the Tables
These tables show the top level monthly pensions guaranteed 
for 10 years and then life you would receive if, at the ages 
listed, you bought a R100 000 annuity. The rates are net of 
costs. If you bought an escalating annuity, which increase by a 
predetermined amount to keep up with inflation, you would 
receive a lower annuity in the initial years of the pension. Joint 
life annuities are based on a pension being paid to the 
surviving spouse after the death of a partner.

What is an Annuity?
An annuity, in dictionary terms, is any payment you receive on 
an annual basis. The life assurance industry has adapted the 
word to mean any amount you receive on a regular basis 
(normally monthly) from an investment, usually in the form of a 
pension when you retire.  

Traditional Annuities
You can invest in a traditional annuity for either a fixed period or 
until the end of your life. With a traditional annuity for life, your 
investment normally dies with you. You can, however, buy what 
is called a "guaranteed for X years and then for life" annuity, 
which means your nominated heir will receive the annuity if 
you die before the X years are up. After X years, tha annuity 
dies with you. Traditional annuities come in many different 
forms and can even be bought jointly by spouses, with the 
pension being paid to the surviving spouse.

Living (life) Annuities
With a living annuity, you must decide each year how much of 
the annual value of your investment you want to draw down as 
a pension, with a minimum of 2.5% and a maximum of 
17.5%. When you die, what is left of your investment is passed 
on to your heirs.
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Voluntary Joint Life and Survivorship Annuites

 COMPANY                      MONTHLY ANNUITY RATE

 MALE & FEMALE

 Liberty

 Metropolitan

 Momentum

 Old Mutual

 Sanlam

R499.57

R495.09

R486.91

R485.42

R489.23

Age 70

R430.11

R422.14

R419.22

R419.81

R417.18

Age 65

R377.79

R366.06

R365.25

R368.80

R363.97

Age 60

R337.77

R322.94

R321.93

R330.17

R324.31

Age 55

Voluntary Annuites

  COMPANY                    MONTHLY ANNUITY RATE

 MALE

 Liberty

 Metropolitan

 Momentum

 Old Mutual

 Sanlam

FEMALE

Liberty

Metropolitan

Momentum

Old Mutual

Sanlam

R639.95

R637.91

R607.32

R628.23

R631.53

R557.47

R554.75

R563.55

R546.76

R536.26

Age 70

R559.57

R553.68

R531.95

R549.71

R541.05

R481.22

R474.32

R486.54

R476.27

R460.13

Age 65

R492.13

R480.18

R466.32

R481.29

R469.60

R421.22

R410.07

R422.24

R418.80

R403.03

Age 60

R435,94

R418.18

R410.68

R428.72

R416.88

R374.48

R359.71

R370.39

R373.03

R360.98

Age 55

Age 70Age 65Age 60Age 55

Rates as at April 9, 2010. Information supplied by the relevant 
life assurance companies.
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