IN THE HIGH COURT OF SOUTH AFRICA

(GAUTENG DIVISION, PRETORIA)

CASE NO: 7543/2017

In the ex par# application of:

EXECUTIVE OFFICER OF THE FINANCIAL
SECTOR CONDUCT AUTHORITY
(formerly known as Financial Setvices Board) Applicant

Int re the appointment of a curator in terms of section 5(1)
of the Fimancial Institutions (Protection of Funds) A,
2001 for the whole of the business of the Municipal Councillors

Pension Fund

THE JOINT CURATORS’ FIFTH REPORT TO COURT

14



Page 2
CONTENTS

INTERPRETATION .....cccnmimimmsemsmemiiiismsssmssasssnessassssssssssos 6
INTRODUCTION ...conissrsmmismsmenmmmmsisssisnsssismsissie mosssssssstsasssssssssssases 8
DESCRIPTION OF THE MCPE ......ummnmsmnssanmmimssserse 10
Benefits: Retirement, resignation and death benefits.........coconnenncimniniennnne. 10
Retitement Benefits.....oomenmmmmmmsnmisininnsismensme: 10
Resignation Benefits ... 12
Death Benefits ........coovrcnninerscsennns Arenererestnais e RS seRsRe bR O s SRR AR 13
Attear CONEBULONS 1ovviisiusemnmiirensiimsmisssisisssssss s s mas 16
Unclaimed benefits. . .cumniwmmmmmmmmmasimeiims s, 16
Beneficiary benefits.....cmmnims o 17
Contributions by membets ....umimmsisssssssses 18
Conttibutions by municipalities: .......ceiuimeinsimmmmmmsmms e s 21
Pensionable temMUNeration ... s 23
Rule Amendments.......ccounmenmnmnesiessrseras Erros! Bookmark not defined.
REPORTS LODGED WITH THE REGISTRAR AND THE FSCA......... 25

THE TAKING CONTROL OF, MANAGING AND

INVESTIGATING THE OPERATIONS AND BUSINESS OF
THE MCPE......cicrrsisisissnissasssassesmssassiio st s sisssss s sesssssasssssans 26
TSt UPAALE oovernnsies s s 32
Propetty-OWNINg COMPANYT .cwvumimimmsiirsmitssisnsssassimsssisspsmss s assrsssans 33
INVEBHBATONS .vuvvvvnsecissiimmsisnssmss e srsess s essssisssteesasarssssess 36
INVESITIENTS ....vuvvreeceessmsemsemstesesstssss s sssasssssssstbsssos s on s s smasn st sssasnesassssassssssssnsane 38
(GOVELIIATICE . vuevueerermressmmnmasisstsssssstsmsasassisssssssssessessansssnssssssasse st sansseassssasasesasssnenrass 38



COMPIUNTS uussecsitisisssisisisssmss s s s sosa e sansion 40
Legal Proceedifgs. ... s ssmsmssmissssssais s 41
Death benefit Claims ......ccmacerrimmsiisisimmsmsmissi . 42
Data Verification .....c.commuimnsenss Leisereessarsase et A e bh b s bR s 43
FURTHER ACTION TAKEN BY THE CURATORS SINCE OUR
APPOINTMENT ..o emsremserecssemsremsisseseemmisssasssssassssasmsastonsisssssn srsssssstisntsssssssssssass 43
Regulation 28 of the Pension Fund Regulations ... 44
Roadshows and intetactions with SALGA.......ccimnmmmmmmnsmismsies 45
LIHEAtION ceuvemesimsssinsmmisiseninsisasii i sasisississesisssstoieosst st issesssasestssssssssosseasasnss 45
MSMM coviismiasmmmsmsesssssssestismsisesisensiss s sesssmss st sssatssessssssssss s s ssaass 46
AR .o verissicssionsrsssrsssisnssinsisesersmessnisassassssisssessesssastsssresse st s ssssasssnsssssssasaon 46
Actions to be instituted for atrear tentalS.......vvmvivvissermmrmemminnieinenessassens 46
Application by councillors of Nyandeni Local Municipality ........ccoeovmeernanes 47
Action to be taken to finalise the turnaround of claims and
compliance with the Pension Funds Adjudicator......cwimssrsssmmsmrsnssnensesnes 48
Self-admINISHIAtON. . .iviinerssessonssssisssisensensmrnese s esssessesisisatnssensssnssansibsssesrarsssss 48
THE OVERALL FINANCIAL POSITION OF THE MCPF AND
ITS FINANCIAL SOUNDNESS.......coumvrmaeisesmiisenmussiaiosissessesseaarssssesssass 49
Fund accounts established in terms of the Rules of the Fund .........cccovennee. 52
Shate ACCOUNL ..o s s s s s srsn st ens 53
Contingency tE8ELVE ACCOUNL....cemmmuissrtsassssessssiesssessmnsssssssrssssissrsssssssesserssssssssss 55
Data £eSerVe ACCOUNL.. it rss s st srasass vt n s sms et s e 55
EXPENSe ACCOUNL..mimmmmnemmemrsimrmmsssesssssssosssssssssssenssssssssssssssssssttsstssressssnsass 56
FUnd eXPENSES ...t e sessssssmssssssssssssssiosssss s 58
INVESTMENTS ..ottt issmsssanssiienisesisssinssssssssssassenssssssnss asis 66
Socially tesponsible INVESHMENTS .........ccermriresmessnssssrssemsissssessss e ensassensins 68



RESEIVE ACCOUNLS ..uvvscrisnsiarinrsissirnsssisesssmssissassssssesssessssssssasssssssss s essssmss s isanas 70
Active POLtfOlO...ciirntssmsriscncrmminrsnsinsssarss s e 71
SEEUCTULE.. o1t cvuseescrensisrismses st sares ssa s ams e stss st b e s 71
Return ObJECHVE. .....cvmmmcrnirrc s ssssssss e sisssssssasas s s e 72
Risk ODJECHVE ..cvuvnrrrearirasirssimsnsissnsssesssnsssissesassssssssstsssenssssss s ssssssssssssees 72
Beneficiary benefits portfolio ... 72
SHIUCKULC ..o rutossssassonsssessssssonssersmsssssasesssessssmss s sms s sm st s bbb bR 14 72
RETUIN ODJECHVE. coiviiicisiasisminnimssssnssesmen s s 73
RiSK OBJECHVE .vserrisrsssesscensessmmimsisassssssmsisssssisssssisasssassissssiamasassessrseasssssessses 73
Money market pOrtfolio ... s 73
SHUCULC. . .evus s renemse st e ssssmses st e asss s e st sn s 73
Retutn ODJECHVE. uriarrvirinrsecstiiriinsamssressmmsasss s asssessssss 74
Risk ODJECHVE vvverresircrismsemsirsisim st sssssises s ssnonssesssssreses 74
South African equily ..o, 74
South Affican government and cofporate bonds and money market
INSHIUMENLS ovurvrssirsresseserssesesiesiisissesiesiasermssrinsensetsasssns sessmessassssbisssas st veseansssasess 74
Equity structured products ... 74
Guatanteed products.........enismnssisai s ————————————— 75
Alternative INVESIMENTS. ... ciianimiimiss oo 75
Foreigh INVESIMENTS ....ocveivimsesnmesismmssismissmnsimssissassmssssssmisssanss s ssssssssansins 76
Listed and unlisted PLOPEILY .........ccoversiccrncsresemsmearsssssismssssonismessssmnsssssssnassains 76
DELIVALVES ...vovrserininarsiesimrsenisssinsimsscssissssesssississ i ssarasssensirse vessssssass 77
ACTIONS GOING FORWARD.....coiusmmmmssmmmmssrssssms s mssssssassessssasssss 81
Number of contributing Members.....civernrnsrenmmmm s 81
Conttibution SAEMENLS ... rwesermsrssrmsmrsiessssresssisissstsssess s ssssastssssstsenes 82



2021 AFS.coiireverscrs st ssssssesssssa s s sess s et s s s a8
Regulation 28 of the Pension Fund Regulations ...
MCPE’S WEDBILE ...covinniviirenissssisscsmsecsmsssmsnsssnssarssssssnsssesenssasmssnsssnssessssrossessrnn
Monthly management MEEHNGS .....comvuemmermsimsersensnssserssmssssisssssssssmsssssrasss
Investment POLCY e sssssessssesiessans
PAvACY POLCY vt sssssssssessasssssssanseses

Personal liability of the erstwhile principal officer and erstwhile
trustees Of the MCPE........ccivemiimeniminsmmnmnsssissmerssessesosssmsssesoes

Continuous improvement of systems to detect and prevent
mismanagement Of funds ......uimsieiieeeaos g

Investigation by the Asset Fotfeiture Unit (“AFU”) and the Hawks...........
CONCLUSION ...tvviiienmmmsmmmsissssssmissssssnamsisssissssisissssmammssssssssmsssens



Page 6

INTERPRETATION

1. “AFS” means the annual financial statements;

2, “Akani litigation” means atbitration proceedings in r¢ Akani
overcharging of administrative fees;

3. “Akani” means Akani Retitement Fund Administrators (Pty) Litd;

4. “business” means the business of MCPE;

5. “curators” means Juanito Martin Damons (“Mt Damons™) and Sophie
Thabang Kekana (“Ms Kekana™);

6. “FSCA” means the Financial Sector Conduct Authority which is the

Financial Setvices Board’s successot in title;

7. “ISAGO” means ISAGO@MI12 Development (Pty) Ltd with

registration number 2006/029695/07;
8. “MSMM” means Maluleke Seriti Makume Matlala Inc;

9. “the curators’ first report” means the curators’ teport dated

22 February 2018;
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11.

12.

13

14,

15.

16.

17.

18.
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“the curators’ second teport” means the curators’ report dated

31 October 2018;

“the final order” means the order handed down by the Honourable

Justice Ranchod on 19 Match 2018;
“the MCPF” means the Municipal Councillots Pension Fund;
“the PFA” means the Pension Funds Act, 24 of 1956;

“the Property Company” means the MCPF Property Company (Pty)

Ltd;

“the provisionsl order” means the order handed down by the

Honourable Acting Justice Mokose on 19 December 2017 under case

number 75343 /2017;
“the Registrat” means the Registrar of Pension Funds;
“the tetutn day” means 19 March 2018;

“the rules” means the revised rules registered on 28 December 2011,

which includes any registered tule amendments thereafter;

Jﬁ .*J —Ilr;l‘ \ =
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19.  “the section 26 trustees” means the trustees appointed by the Registrar
in terms of section 26(2) of the PFA;

20.  “this Court” means the Gauteng Division of the High Court of
South Africa;

21.  “Willows Office Patk” means the office patk situated at 276 George
Road, Erand Gardens, Midrand.

INTRODUCTION

22.  Itis common cause that MCPF has been placed under curatotship by
this Honourable Court because it was administered contrary to the
provisions of the PFA. The application to place the MCPF undet
curatotship discloses those bteaches.

23.  We do not intend regurgitating those breaches. We do however point
out that, the administration of the MCPF has improved since it has
been placed in curatorship.

24,  We had previously reported that the MCPF, like many other entities,

has been affected by the lockdown imposed by the Honourable

President Cyril Ramaphosa because of the Covid-19 pandemic.
\

7
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26,
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The lockdown and the phased tecovery of economic activity, has not

had a negative impact on the MCPF’s business and cashflow. The

municipalities have continued contributing to the MCPF, and after an

initial downward trend, the MCPF’s funds have stabilised, We deal with

this aspect in more detail later hereunder,

In this report, we deal with, fnter aka, the following topics:

26.1

26.2

26.3

26.4

26.5

26.6

the description of the MCPF;

bi-monthly reports to the Registrat;

actions taken by the curators since the delivery of the foutth

tepott to court;

the overall financial position of the MCPF and its financial
soundness, including the soundness, integsity and viability of

the assets;

compliance and enforcement of section 13A of the PFA;

whether the irregularities committed by either the MCPPF, its

board of management, officers or setvice providers in the

conduct of business have been remedied; and \ \
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26.7 matters raised in the fourth report to court which needed

further reporting.
THE ADMINISTRATION OF THE MCPF

27 For the purposes of this repott and given the natute of the issues we
are requited to report on, we deem it prudent to discuss how the
administration of the MCPF wotks. The relevance hereof will become
apparent hereunder. The MCPF is a defined contribution fund in terms

of Section 1 of the Income Tax Act of 1962,
Benefits: Retirement, resighation and death benefits

28.  In terms of the Rules of the MCPF the objective of the MCPF is to
ptovide retitement and other benefits for councillors of the

patticipating employers and benefits for their dependants in the event

of theit death.
Retirement Benefits
29, A member who ceases to be a coundillot:

291  must retire if at that time he or she is 55 (fty-five) yeats or

older but less than age 60 (sixty), unless such member elects in
A ll!l L‘ |
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31,
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writing to the MCPF not to retire within such petiod as the
Board determines or is precluded from not retiting in terms of
any provision of the Income Tax Act, 1962 (including any
subordinate legislation thereto) or any directive of the
Commissioner. Such a member who does not in this
citcumstance retite has his/het membet share in MCPF entitled

to his/her member’s shate on that date, payable in terms of

paragraph 30 below.

A member may at the time of his/her retirement elect to commute up
to one third of his/her member’s share to a2 lump sum. The balance of
the membet’s share shall then be appropriated by the member for a
pension by purchasing a pension from an insuter in the member's
name. Such member’s membership of the MCPPF shall cease as soon as
the puschase of the pension is concluded. Once the pension is
purchased, the MCPF will have no further liability in respect of such

member,

A defetred pensioner may elect to retire at the age of 55 (fifty-five) yeats
or older by notice in writing to the MCPF, and must retire by no later
than age 70 (seventy) years, The provisions in patagraph 30 above apply

in the same way to a deferted pensioner on retirement.

I\
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Resignation Bepes

32.

33.

34,

If a member, who is not qualificd to retite in terms of tetirement
benefits, ceases to be a councillor and is not entitled to benefits in terms
of any othet rule of the MCPF, he/she shall be entitled to a benefit
equal to his/her member share, payable in part or wholly 25 a gratuity

according to the decision of that member.

If the member does not 5o decide within the time petiod stipulated by
the Board, he is deemed to have elected to take the full benefit as a
gratuity. The payment of a gratuity is subject to the deduction of such

lax thereon as may be required in terms of the Income Tax Act, 1962,

A member may elect that any part, ot the whole, of the benefit in

peragraph 33 supra be dealt with as follows:

341 transferred to an approved retitement annuity fund chosen by

him/her; and/or

342 transferred to a preservation fund chosen by him /het; and /ot

343 transferred to an approved fund chosen by him/het; and/or
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35.

34.4
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retained as a deferred benefit in the MCPF, in which event
he/she becomes 2 deferred pensioner. The decision to become
a deferred pensioner is only effective if notified in wtiting to
the MCPF within such Petiod after ceasing to be 2 councillor
as the Board stipulates from time to time. A defetred pensioner
Mmay at any time, but subject to retirement benefits and the
provisions of the Income Tax Act, 1962 and any directive of
the commissioner, withdraw from the MCPF in which event

the provisions of this benefit apply in the same way.

The benefit payable on the death of a:

35.1

35.2

deferred pensioner, is the amount equal to the credit of his/her

member share al the date of death;

member who is a councillot, is entitled to:

35.2.1 his/her member share at the date of death,
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37.
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3522 an amount equal to 3 (three) times his/her annugl
pensionable temuneration, which is an insureq benefit,

subject to the following provisions:

352.21 this insured benefit is only payable by the
MCPF on the death of 4 member if the
insurer from whom the MCPF has purchased
this insured benefit actually pays that benefit
to the MCPF:

35.22.2 it is recorded that the Board in consultation
with  the valuator determines  what
Proportion of the contributions is to be
allocated to the ¢Xpense account for payment
of the premium in respect of the insyred

benefit. as well ag the €xpenses of the MCPF.

Payment of the benefit in the event of death must be made in terms of

Section 37C of the PFA.
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39.

Page 15

decide. Notwithstanding the beneficiaty’s election of the manner of

Payment the Board may override the beneficiary’s decision, and make

Section 37C.

The proceeds in fespect of an insured benefit must be credited, when

S



41.

Page 16

A beneficiary 2y commute for cash the whole of patt of the annuity
he/she is entitled to in terms of paragraph 37 pra subject to any
taxation thereon and subject to the requirements of the Income Tax

Act, 1962, and the commissionert,

\creat Coptebus

42,

43,

All benefits are Payable subject to any atrear contributions allocated to

4 member’s share are up to date,

amounts on a basis as determined by the Board upon advice from the

valuatot,

Usclaimed benefits

If an amount due to of in tespect of a former member is not claimed
within three years after he/she left the setvice of 4 municipality, the

beneficiary shall nevertheless at any time thereafter be entitled to claim

|

12

%’
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the said amount from the MCPF. The MCPF shall pay investment

return on the said amount,

Thete is another Category within the MCPF, namely, deferred

pensionets, These gre former councillors who wete previously

preserve their benefits and remgin in the MCPF.

Their member share will grow with net fund returns untj they decide

to withdraw from the MCPF or retire,

47.

48.

The benefits of beneficiaries of decegsed members consist of thejr
proportion of the deceased membet’s member ghare Plus death benefit.
Beneficiaries who were Spouses ot childten of the decegsed member

ate entitled to funera] covet.

Previously the benefits were administered within the MCPF but since
July 2011 Fairheads Benefit Services (Pty) Ltd has been appointed in
terms of Section 37C(3) of the PFA 1o administer the benefits of all

minor beneficiaries,

I
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Contdbusions by ey

49.

50.

51,

52,

Subject to the Pprovisions in Paragtaphs 51 to 54 iuf, every member
shall every month contribute to the MCPF at the rate of 13.75% or
7.5% of his monthly pensionable remuneration in respect of future
service as he/she shall have notified the MCPF in wiiting, The member
must give notice of the rate gt which he/she wishes to contribute on
joining the MCPF and may thercafter, by notice in wiiting to the
MCPF, elect to switch the zate at which he/she is to contribute with

effect from the beginning of any financia] year,

In addition to his/her contributions in terms of Paragraph 49 suprs 4
member shall contribute to the MCPF an additiona! amount to provide
for additional past service (2 member or municipality can, subject to the
Provisions of the Rules of the MCPF, elect to increase his /her service),

if applicable.

Any petson who becomes g membet, shall contribute to the MCPF
from the firgt day of the month in whick his/her membership

commences.

If a member:

18
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52.2
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ceases to be a councillor of a municipality or dies, conttibutions
shall be paid to the MCPF in full for the month in which he/she

ceased to be a councillor or died, as the case may be;

for any other reason ceases to be a coundillor of 2 municipality:

52.2.1 before or on the fifteenth day of any month, he/she
shall not contribute to the MCPF in respect of that

month; or

5222 after the fifteenth day of any month, shall contribute in

full to the MCPF in tespect of that month,

subject to the provisions of the Public Office Beaters Act,

53.  If a member received less than his/her full pensionable remuneration

in respect of any calendar month, subject to patagraphs 52.1 swpra:

53.1

he/she shall conttibute to the MCPF in tespect of that calendar
month on the basis of his/her full pengionable remunetation if
he/she has received pensionable remuneration for fifreen or

mote days in respect of that calendar month;

1
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55.

56.
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53.2  he/she shall not conttibute to the Fund in respect of that
calendar month if he/she has received his/her pensionable
temuneration for less than fifteen days in respect of that

calendar month,

If a member contributed in full in respect of a month in terms of
paragraphs 51, 52.1, 52.2.2, 53.1 supra, that month, in full shall be

deemed to be part of his pensionable service.

If 2 councillor who becomes a member and is in terms of paragraph 49
supra, obliged to make conttibutions, fails to do so, such councillor
shall, on the date of it coming to the notice of the Board, pay the atrear
contributions in one sum or by instalments, as the Board may decide,
together with investment retuen, calculated from the date on which the
said person should have commenced making contributions, up to the

date of payment.

If a municipality fails to make contributions, such municipality shall pay
the arrear contributions in one sum, together with interest, calculated
from the date on which that councillor should have commenced

making contributions, up to the date of payment.
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Contributions by municipalities:

37.

58.

A municipality shall, in respect of its councillors who are membets, on.

or before the seventh day of each month:

57.1  deduct the contributions payable by each member from the
membet’s pensionable temuneration and pay such amount to

the MCPF’s bank account; and

572 pay to the MCPF’s bank account an amount equal to such
percentage of each such membet’s monthly pensionable
remuneration as determined in tetms of the Public Office

Beaters Act, payable by the municipality.

The employer conttibutions payable to the MCPF are:

581 15% in respect of 2 member’s monthly pensionable
remuneration, payable by the municipality, in respect of a
member who shall have elected to contribute to the MCPF at
the rate of 13.75% (member conttibution) of monthly

pensionable temuneration; ot
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60.

61,
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582 7.5% in respect of a member’s monthly pensionable
temuneration, payable by the municipality; in respect of a
member who shall have elected to contribute to the MCPF at
the rate of 7.5% (member contribution) of monthly

pensionable remuneration,

Each municipality must deliver to the MCPF on or before the fifteenth
day of each month a conttibution statement in such format as the
Board may determine, containing such information as the PFA

presctibes and the Board may determine.

If payment of all ot patt of the contributions due in tetms of paragtaph
49 supra is seceived by the MCPF after the seventh day of any month,
the investment return, as presctibed by the PFA, on the amount
outstanding by the municipality concetned shall be payable to the
MCPPF, ‘calculated from the first day of the month in which such
contributions became due, up to the date on which the outstanding

payment is received.

‘The Board in consultation with the valuator shall from time to Hme

determine what portion on the contrdbutions payable in terms of

22

paragraph 49 supra is to be allocated to the expense account fuln

}
X
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payment of the premium in respect of the insured death benefit as well

as the expenses of the MCPF,

The cutrent recommended and approved rate for tisk benefits and
administration costs is 6%. The employer contributions are allocated as

follows:

62.1 s portion paid towards risk benefits telating to death;

62.2  aportion to go towards administrative costs of the MCPF ; and

62.3  the remainder into the member share account.

Any failure to pay contributions within seven days after the end of any
month is a criminal offence punishable with a fine in terms of section

13A read with section 37 of the PFA,

Pensionh] .

“Pensionable temuneration” in respect of any member shall mean the
amount which his/her municipality shall have informed the MCPF in
writing is his/her basic salary in terms of the Public Office Bearers Act;

provided that:



64.1

64.2

64.3

Having dealt with the administration of the MCPF, we now turn to deal’
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whete the municipality shall not have so informed the MCPF,
it shall be such amount as the MCPF calculates, based on the
actual contribution received by the MCPF, according to the tate
of contribution and the maximum rate of contribution which
may be made by a municipal council to the pension fund of
which a councillor is 2 membert in tetms of a Govemnment
Notice pursuant to Section 8(5) of the Public Office Beaters

Act;

if the MCPF does not receive the contributions in respect of a
member who dies for the month immediately preceding the
date of the member’s death, then that member’s pensionable
remuneration is equal to the average of last three- month period
when contributions wete teceived by the MCPF for that

member;

the MCPF is under no obligation to vetify whether a member’s
pensionable remuneration is in accordance with the provisions
of the Public Office Beatets Act ot any other legislation or any

employment contract relating to that member.

with the remaining topics.
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REPORTS LODGED WITH THE REGISTRAR AND THE FSCA

66.

67

68.

Since our final appointment, we have now submitted twenty-four (24)
reports to the Registrar and subsequently the FSCA. The last eighteen
reports have been dealt with in the previous reports to coutt.
Accordingly, it is our intention to only deal with the nineteenth (19%)
to twenty-fourth (24™) reports to the Registrar in this repost. We attach
copies of the nineteenth to twenty-fourth reports as annexures “FCR1”

to “RCR6”,

The teports are self-explanatory and we respectfully request the
Honourable Court to incotporate the contents theteof herein,
However, we have summarised and incorporated those aspects
teported on in the reports to the Registrar which will enable this

Honoutable Coutt to establish the progress made by us.

The reports largely show that progtess has been made in stabilising the
MCPF and that the curators, although independent, ate collaborating
with the Registrat to ensure that the MCPF complies with all its

statutoty and legal obligations.
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THE TAKING CONTROL OF, MANAGING AND
INVESTIGATING THE OPERATIONS AND BUSINESS OF THE
MCPF

69.  Previously, we exercised our responsibilities and oversight by engaging
management in communication about governance matters which
included monthly meetings with the MCPF’s senior managers to
establish goals for performance. The meetings have continued albeit

virtually because of the Covid-19 lockdown tegulations.

70.  Like many other entities, the MCPF has been forced to operate
temotely due to the Covid-19 pandemic. However, we continue to
manage the return of staff members to the wotkplace via a phased

approach.

71, Due to the regulations imposed by the Honourable Ptesident on 27
December 2020, it was prudent that employees continued wotking
from their places of residence in order to reduce the spread of the

Covid-19 vitus,

72.  Moreover, the MCPF had repotts of a number of positive cases

amongst its employees and, therefore, allowing the employees to



73.

74.

75.

1 Twentieth Repott to the Registrar.
2 Tweaty-Second Report to the Regintrar
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operate remotely was deemed to be a reasonable measure to limit the

spread of the vitus.!

During the period between March and May 2021, we focussed on

consulting with members in anticipation of the 2021 bulk exit,

As discussed above, municipal elections have been called by the
Honourable President. This will mean that citizens will be electing
councillors of their choice. Those councillors will become eligible to
become members of the MCPF. In respect of those membets who are
not re-elected as councillors, theit membership will automatically cease
with the MCPF. The end result is that those councillors whose
membership has ceased, are entitled to their benefit as contemplated by

the Rules and the PFA. The MCPF is in a position to pay those benefits.

A copy of the dates with engagement with municipalities and
stakeholdets in preparation of the bulk exit is attached heteto as
Annexure “FCR7”. The MCPF has also addressed members on the
state of the readiness for the MCPF to exit and pay members at the

SALGA National Conference held on 14 May 2021.2 A copy of the
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bulk exit plan is attached hereto as Annexure “FCR 8”, [Drafting

note: bulk exit plan to be obtained from Mukovhe].

Duting July 2021, Justice Moseneke’s repost relating to the local
govemment elections was published. The report recommended that the
elections be postponed to Febtuary 2022. On 18 September 2021, the
Constitutional Court handed down its judgment and it was ordered that
the local government elections would take place on 1 November 2021,
We will, accordingly, update our records once the results of these

elections have been published,

We had previously reported that we had identified non-contributing
municipalities and individual councilloss as a major issue. Letters were
addressed to both municipalities and individual councillors informing
them of the consequences of non-payment of contributions.
Municipalities were particularly informed that their failure to contribute

would attract liability in terms of section 13A of the Act,

With the assistance of the MCPF’s attorneys, lettets of demand wete
issued against the defaulting municipalities and a number of responses
have been received wherein some of the municipalities have proposed

to enter into a repayment artangement, We are cutrently considering

the respective proposals and thete have been a number of ettlemen)K
n
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agteements which are being negotiated between the different
municipalities and the MCPF’s attomeys. In particular, the MCPF met
with four municipalities and SALGA to discuss the resolution of the

section 13A issues.

We continue to advise all the affected membets of the consequences of
their continued non-payment of their contributions and hope that these

matters will be resolved expeditiously.

In relation to the MCPF’s membetship, we set out two tables hereunder
which juxtapose the total active members at September 2020 with the
total active members at July 2021, We draw the above Honourable
Coutt’s attention to the fact that there has been a decrease in active
membets in the MCPF, We intend to petsistently engage with the
vatious municipalities and councillors in order to entice membership to

the MCPF.

Membership as at September 2020

| Description _ gl S;pt 2&0
|T:ta1 a_cu've_ rr-lerﬁbers a:tart_of pe;od B 5472
'Etal a::tive?ewznembers j;ed f; the_period_ |_ _7
Toulexnfortiepedod | 5

"
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Total active members at end of the period 5473
Membership as at July 2021
—_— S
Description - July 2021
I Total active members at the end of period 5384 :
Total active new members joined for the petiod 9
“Total exits for the period 14
5379

‘Total active members

R = I

A breakdown of the contributions received from municipalities is set
out in the tables hereunder. We highlight that the number of
municipalities that have been arrears for more than three months has
decreased. The engagement with the municipalities appeats to be
effective in decreasing the number of non-contributing municipalities.
We will therefore continue to work closely with the remaining non-

contributing municipalities in order to further address this issue.

Contribution breakdown September 2020

| Description No of Municipalities |

! Sep 2020
| Conttibuting and updated Municipalities 182 |
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| Municipalities in atreats (not contributed | 15

for 3 months or less)
| ToTeoRles®
|Municipalities in atrears more than 3| 26

months (Municipalities which decided to
| stop conttibuting) |
| Total municipalities | 223
Contribution breakdown July 2021
| Description | No of Municipalities |
July 2021

Msicpaybachaveconsboed | 12
Municipalities in arrears (not contributed | 0

for 3 months or less)
. e — |
Municipalities in arrears more than 3 27

months (Municipalities which decided to I
| stop contributing)

Total Municipalities 219

We had previously reported that there were municipalities which had
paid over a lump sum of members’ contbutions but had failed to
provide the MCPF with a list of membets for the putposes of
allocation. We have followed up with the municipalities and have
received some lists which have enabled us to allocate some of the

contributions propetly, We will continue to resolve this issue,
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Trust update

83.

84,

85.

86.

We have previously reported to the FSCA that we have sourced and
acquited a tracing system from Dracore Tracing Systems called

“My Ttace” which had been able to assist in tracing beneficiaries,

We had further appointed two tracing agents being Dzoka and Fics
tracing agents who had made substantial progress shortly after their
appointment. However, the tracing agents have been negatively
impacted by the Covid-19 lockdown regulations.® The tracing agents
have used the desktop tracing to try and locate some of the potential

beneficiaries 4

At March 2021, the tracing agents have only been able to successfully
trace 43% of all beneficiaries. In the meantime, we are reviewing our
mandate to the panel to determine if there are any other means available

to successfully trace the remaining beneficiaties

We ate still engaging the services of the two tracing agencies which will

continue to provide us information on the remaining trust beneficiaries,

Nineteeath Repott to the Registrar
Tweatieth Report to the Registear

Torenty-First Report to the Registrar
Twenty-Third Report to the Registrar
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Property-owning company

87.

88.

89.

90.

In anticipation of the bulk exit project, we have embarked on a process
to tty and dispose of the immovable propetties. We have engaged the
services of auctioneers who have advertised the sale of the properties
online. We have also received an informal offer for the purchase of the

remaining stand in Matelosana,

However, we ate still negotiating in the hopes of receiving an improved
offer. This must be seen in context and in light of the economic
downtum that the MCPF has teceived such low offers, We, thetefore,
see the need to negotiate with prospective buyers in otder to improve

the offer.

The sale of the properties is crucial since there may be a need to
liquidate the assets of the MCPF to ensute that there is sufficient liquid

cash to pay out the exiting members,

We have previously teported that we had succeeded in tecoveting the
capital amount of R120 000 000.00 (one hundted and twenty million
tands) excluding VAT from ISAGO. We are currently engaging with

experts in respect of determining a value of the retum on the

(!
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investment whereafter we would be able to advise members of how the

amount would be distributed,

M C Attorneys continue collecting the atrear rental from defaulting

tenants on behalf of the MCPF.

Currently, there ate three tenants in the commetcial propetty who ate
in arreats and have not paid for rentals. We have, therefore, instructed
our attotneys to proceed with the necessaty eviction processes to evict
the thtee tenants. At present, the draft application for the eviction
proceedings against the three tenants has been finalised by counsel and

will be served by the MCPF’s attorneys in due course.

All arrear tental claims are in the process of litigation. Judgment has
been obtained against Matlama Consultants. A watrant has now been
issued and we are in the process of pursuing the defendant as we had
received a return of non-service from the Sheriff in tespect of the

wattant,

A notice of bar was setved on Cebekhulu Construction through their
attorneys since no plea was received. They have requested a copy of the

summons, which has been transmitted to their attomneys’ offices.
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We have had to trace Tiisang Risk since we received a retum of non-
service of the summons. It has now been traced and the summons has

been amended accordingly and will be setved by the Sheriff shortly.

In tespect of Wirells Connection, we have received a quety for the
application for default judgment. The quety requires us to update the
application for default judgment to the new form as per the new
Practice Directive. We are in the process of amending the application

accordingly.

In respect of PM Pelican, there is the same quety on the application for
default judgment as mentioned supra and we are also in the process of
amending the default judgment application accordingly. In addition,

the eviction application is also ready to be launched.

Anothet query has been raised on the application for default judgment
for Meditwe Investments, which quesy is the same query mentioned
supra. We ate again in the process of amending the default judgment

application accordingly.

In tespect of Empire Consortium, a default judgment application has

been lodged with the Registrar of the court and we are awaiting the

outcome of the application,
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Lastly, the matter against Talcrete Construction has become opposed.
However, the opponent has requested a statement for the settlement
of all its outstanding rental. Tt has been agreed that a settlement
proposal will be delivered by it on ot before 19 October 2021, failing

which we will file an application for summary judgment.

We have since received a settlement proposal in which Talcrete
Construction has offered to pay an amount of R2500.00 (two thousand
five hundred rand) per month. We ate of the view that this amount is
too low and are in the process of negotiating a higher amount. In the

event that settlement negotiations fail, we will ptoceed with summaty

judgement.

Investigations

102,

We have previously reported that the former section 26 trustees
teferred the matter relating to MSMM in respect of the over-charging
of fees to the Law Society of the Northern Provinces (which now falls
under the auspices of the Legal Practice Council). The former section
26 trustees also refetred the matter to the Hawks who are still

investigating.

3o
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We had also previously reposted that the Legal Practice Council has
now moved the matter to the Mpumalanga Provincial Office, The
matter was set down to be heard on 20 June 2020 but due to the

lockdown regulations the matter was unable to proceed.

We ate informed that the ctiminal investigation by the Hawks is still
underway. We wete further advised that thete have been a number of
interviews conducted with some of the implicated individuals as
identified by the investigating officer. We wete further advised that, at
the conclusion of the interview, the docket would be handed over to
the National Prosecuting Authority for 2 decision on whether they

would proceed with ptosecution of the implicated individuals.

Thete wete also investigations being conducted by the Legal Practice
Council. We were informed that thete were challenges faced by the
Legel Practice Council in establishing the Fee Assessment Committee.
But, more importantly, the Legal Practice Council required the MCPF
to pay security for costs before it could consider the complaint against
the law firm relating to the overcharging of fees. We are still deciding
whethet to pay the security for costs in light of the fact that the securdty

for costs amounts to R1 million,

31



Page 38 33

Investments

106,

It must be pointed out at this juncture that the investments have
continued to be negatively impacted by the COVID 19 pandemic,
However, we have been continuously engaging our investment advisots
in order to ascertain the best way to mitigate the impact. In the intetim,
we have diligently monitored and the activity of the investments and
the growth potential and are optimistic that the investment tetusns may
improve despite the threat of the resutgence of the Covid-19

pandemic,’

Governance

107.

108,

7

We ate pleased to report that we have continued to implement the
monthly management meetings with senior managets for putposes of

keeping abreast with cuttent and outstanding issues.?

The operational meetings continue on a monthly basis wherein we
exercise oversight responsibility over the seniot managers and Fund
employees. This has yielded positive results as the employees and

management have to repost on the progress of each project that has

Nineteenth Report to the Registrar
Nineteenth Report to the Registrar /
i
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been undettaken by the MCPF. Employees are also held accountable
whete there is a lack of progress. This is confitmed by the positive
feedback we continue to receive from the MCPF’s members. Members
ate also encouraged to communicate with us where they encounter

challenges in dealing with the MCPF’s administration.’

109.  We have also drafted and implemented a number of internal policies,
including 2 ptivacy policy, ensuring the regulation of the governance
and compliance of the MCPF and its staff, ‘This has led to increased
accountability and sustainability by the MCPF towatds its members. A
ptoduct of this can be detetmined in its interactions with its
stakeholders which were previously concentrated on mismanagement
and distrust, to positive feedback and dialogue with respect to the

MCPF operations and its benefit to its members.

110. The MCPF’s structures and processes are designed to ensure
accountability, transparency, responsiveness and stability. The
establishment of these structures has yielded positive results for the
MCPF. We also ensure that the MCPF is compliant with the relative

legislation and submits all statutoty returns timeously,

% Twenty-First Repott to the Registrar ' _A
W Tweaty-Second Report to the Registrar }/ ™
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The complaints register has been attached in each repott submitted to

the FSCA. We do not intend to traverse this section in detail We

highlight that there is only one matter in progtess in the MCPF and

nine matters in which we await the outcome from the Pension Fund

Adjudicator. As at July 2021, we did not receive any further complaints

for the petiod under teview.! We believe that this is indicative of the

members satisfaction with the MCPF and the overall progress the

Fund,

Complaints as at September 2020

Description | Noof
| complaints
Total new complaints recewed ‘ 0
Complaints in progress by the 1
Fund .
| Awaiting PFA decision/ ‘ ’ 9 ‘
determination
14 Twenty-Third Report to the Registrar.

40
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Legal Proceedings

112

113,

114,

We had previously reported that we had been setved with an
application by twenty-eight (28) councillors from the Nyyandeni Local
Municipality. The matter has not yet been finalised. We discuss this later

in this report,

In respect of the legal proceedings with Akani, the MCPF has decided
to proceed with arbitration in this matter, We have received an opinion
from our attorneys in this matter relating to prospects of success.
However, the attorneys have tequested further documents and
information which we have provided to them, We await the

comprehensive opinion from the attorneys,

We have since received the opinion from our attotneys who have
advised that the MCPF has only a fifty percent chance of succeeding in
the matter, Due to the costly financial implications associated with
litigation, it is our view that it would not be financially viable to proceed

with the matter against Akani.

1l
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The only pending matter against the MCPF is the proceedings relating

to Nyandeni Local Municipality, 2

Death benefit claims

116.

117.

118,

119.

We ate continuing to investigate and finalise the pending death benefit
claims. We have further established a committee to deal with this on a
monthly basis. The MCPF will continue to make payments of the

resolved matters,

It should be noted that the administration of the Distribution of Death
Benefit Claims committee has increased in its efficiency which has

significantly bettered the claims tutnaround times.

In the last year, the administration team, under the guidance of the sub-

committee, were able to clear the previous backlog of death claims.

The majotity of the claims are being finalized within the legislated
petiod of 12 months and there ate fewer matters being referred to the
PFA for adjudication. This has been one of the significant ‘““‘wins”

operationally.

12 Tweaty-First Report to Court 1
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Data Verification

120. We had previously repotted that during 2017, we identified an issue
relating to the data captured on our Compen system. We had since
undertaken a project to reconstruct the files and membets’ records and
review the data on the system. The purpose would be to ensure that all
active membets are loaded onto the system and to capture all claims

that have been paid fot to avoid uncertainty.

121, The data verification process is still ongoing but it is at its finalisation
stages and should be concluded in the near futute.® We are now

working with our actuares to finalise the verification process.™

FURTHER ACTION TAKEN BY THE CURATORS SINCE OUR

APPOINTMENT
122, Under this section, we will deal with the following:
1221 compliance with Regulation 28 of the PFA;

122.2 investment teturns;

3 Nineteenth Repost to the Registrar _
% Twenty-Third Repost to the Registrar y \‘_ 14
\
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122.5

122.6

122.7
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toadshows and interactions with the South African Local

Government Association (“SALGA™);

the 2019 annual financial statements;

cost savings;

litigation;

actions taken to minimise the tumaround time in processing
claims and complaints lodged with the Pension Funds

Adjudicatot; and

self-administration.

Regulation 28 of the Pension Fund Regulations

123.

124.

We are pleased to report that at 30 June 2021, the MCPF was compliant

with regulation 28. The asset value of the MCPF as at 30 June 2021 is

R2 153 633 464.00.

We ate also pleased to report that the asset value has substantially

increased from previous yeats. We will continue to administer the funds

H

12
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diligently and report theteon in due course. The regulation 28 report is

attached hereto as annexure “FCR9”,
Roadshows and interactions with SALGA

125.  The MCPF adopted a bulk exit plan which details the actions and
engagement that the MCPF will have with membets and stakeholders.
The engagement with the Municipality and SALGA has alteady been

attached as Annexure “FCR7”.

Litigation

126.  Under this heading we will deal with the following:
126,1 MSMM;
126.2 Akani,

126.3 collection of arrear trentals for the Willow Office Park property;

and

1264  application by councillors of Nyandeni Local Municipality.
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MSMM

127.  In the first report to coutt, we had indicated that the section 26
trustees had referred the issue of fees charged by MSMM to the Law
Society of the Notthetn Provinces, The mattet is now with the Legal

Practice Council (“LPC”) for investigation. The investigation is still

ongoing.

128.  As stated carlier in this report, we have decided not to proceed with
atbitration in this matter. We ate represented by Moeti Kanyane
Attorneys. As stated earlier, we have decided not to proceed with the
litigation in this matter due to our low prospects of success and the high

costs associated with litigation.
Actions to be instituted for atrear rentals

129.  We have alteady stated that we have appointed Moumakoe Clay Inc
attorneys, to collect the arrear rental for the Willow Park Office
property and bave issued legal proceedings agpinst those tenants who
have abandoned their offices and those that still unlawfully occupy their

S’&( "\ﬁ'i}l |

offices,
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Application by councillors of Nyandeni Local Municipality

130.

131.

132.

We have already stated that twenty-eight councillors have instituted
proceedings against the MCPF. They seek to have their benefits paid

out to them in each of their respective personal bank accounts.

Our attoteys of record, Moumakoe Clay Inc Attorneys, have now
served the counter-application. In the counter application, we contend
that the councillors and the municipality have a duty to contribute
toward the MCPF in terms of the PFA and the rules of the MCPF. We
intend to claim the arrear conttibutions due and payable by the
councillors and the municipality as well as future conttibutions that may

become payable to the MCPF.,

We have since received correspondence from the opposing
attorneys who have requested that we consider settling the matter, We
are in the process of consideting our options and the tetms of

settlement, if any.

¢
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Action to be taken to finalise the turnaround of claims and compliance

with the Pension Funds Adjudicator

133.  As is evident from the repotts submitted to the FSCA, we are pleased

to report that no complaints have been received by the MCPF.

134, We will continue to efficiently and effectively deal with all future
complaints teceived by membets of the MCPF. This will be reported

on in due coutse.

Self-administration

135, Good governance is increasingly recognised as an important aspect of
an efficient private pension system, enhancing investment petformance

and benefit secutity.

136.  'We have considered options in respect of the governance of the MCPF
and have previously reported to the authotities and the members that
we intend having the administration of the MCPF placed on an open
tender process and invite section 13B administrators to make proposals

on how best they intend to administer the MCPF

ug
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With the challenges occasioned by the Covid-19 pandemic, we had
attempted to commence with the procurement of a Section 13B
administrator. However, we wete faced with challenges as a potential
bidder could not be called in for a briefing and/or inspections owing
to the pandemic. Motreovet, we tried to make use of the MCPF’s IT

systems to see if the process could be dealt with online.

Consequently, we took a decision that the MCPF would appoint
external procurement experts to assist with the appointment of a
Section 13B Administrator, Unfortunately, this process cannot be

attended to at present as the MCPF is fully focussed on the bulk exit,

THE OVERALL FINANCIAL POSITION OF THE MCPF AND ITS

FINANCIAL SOUNDNESS

139,

140.

In compliance with the coutt order, we set out the overall financial
position of the MCPF heteundet. The financial statement is attached
hereto as annexure “FCR10”. The financial statement summatises the

transactions and net assets of the MCPF.

At the outset, the auditors state that they are not aware of instances of

non-compliance with the laws and regulations, including the provisions

of laws and regulations that determine the reported amounts and ,\ |
!: 5 - __-.‘I
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disclosures in the annual financial statements,” In addition, the board
of the Fund agrees that the annual financial statements are confitmed
to be complete and correct and faitly represent the net assets of the
Fund at 30 June 2020, as well as the results of its activities for the year

then ended.™

The Principal Officer of the MCPF also confitmed that, for the year
undet review, the MCPF had timeously submitted all regulatory and
othet retutns, statements, documents and any other information that
was tequited in terms of the Pension Funds Act and all applicable

legislation.”

In connection with the audit of the financial statements, the auditors’
responsibility is to read “otber information” and, in doing so, consider
whether that information is materially inconsistent with the financial
statements or their knowledge obtained in the audit, or otherwise
appeats to be materdally misstated. In this regard, the auditors

concluded that there was no matetial misstatement to repott on in this

regard.

15

17

Page 5 of the Anmal Financial Statements

Schedule B: Statement of Responsibility by the Board of the Fuad — p 6 of the Annual Financial
Statements .]
Schedule C: Statement of Responsibility by the Principal Officer—p 7 of the Annusl Financial Smeme:?/ i |
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Further, the Statement of Responsibility by the Board of the MCPF
;:lescﬁbes instances of non-compliance with laws and regulations,
including those that determine the reported amounts and disclosutes in
the financial statements that have come to the attention of the Board
and the corrective action taken thereafter. The auditors have found no
additional instances of non-compliance with laws and regulations

duting the course of their audit of the financial statements.!®

In relation to Regulation 28, the auditors found that the investment in
SAMPADA Private Equity is shown at cost price instead of the fair
value as requited by accounting policy and the trustees have signed a

tesolution to confirm this.”

In respect of the Isago development, we had previously reported that
we had successfully recovered R120 million, excluding VAT, in telation
to an amount that was paid for vacant land. This amount tepresents
the full purchase ptice which the MCPF paid to Isago@N12
Development for the land. The property was initially valued at

approximately R70 million at the time of the sale. The auditors have

% Independent Auditor's Report dated 2 March 2021

Vo
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undertaken to allocate the funds to the membets of the MCPF once an

in-depth analysis has been done.®

146.  The auditors have also taken into account the effect that Covid-19 has
had on the MCPF. They wete of the view that the lockdown and the
phased recovery of economic activity has not had a negative impact on
the MCPF’s business and cash flow. The municipalities have continued
conttibuting to the Fund and, after initial downwatd trends, the Fund’s

investments have stabilised.?

Fund accounts established in tetms of the Rules of the MCPF

147.  The assets of the MCPF, in terms of the Rules, must be held in the

following accounts:

147.1 the share account;

147.2 data reserve account;

147.3  expense account; and

% Schedule E: Report of the Board of the Fund - p 20 of the Anmal Financis] Statements |

21 Schedule E: Report of the Boand of the Fund — p 20 of the Annual Financial Statements ' ;
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147.4 process etror resetve account.

148.  The composition of the accounts are set out below.

Share account

149.  The shate account shall comptise the member’s share. It shall be
maintained for each member. The following transactions shall be

recorded in this account;

Credits

149.1 an opening balance comprising the value of a membet’s
investment return in the MCPF on the date of transfer to the

gratuity section, as calculated by the valuatot;

149.2 the member’s contributions;

149.3 the municipality’s contributions in respect of the membert, less
that portion of such contributions, detetmined by the Board in
consultation with the valuator to be used to meet the MCPF

expenses, towatds the provision of retitement benefits;
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149.4 investment return transferred from the ptocess etror reserve

account;

149.5 a contribution by a member or municipality, which must be
reflected separately from the contributions teferred to in

patagraphs 149.2 and 149.3 suprs;

149.6 an amount following a transfer to the MCPF in tespect of the

membet;

149.7 the proceeds of any Insured death benefit paid to the MCPF in

respect of a deceased member.
Debits
149.8 the benefit payable to a member or to a defetred pensionet;

1499 the transfer to an insurer upon the respective retirement of a

member or deferred pensioner;
149.10 the benefit payable to a member or to a deferred pensionet;

149.11 any amount transferred to an approved retirement annuity

fund, a preservation fund, or an approved pension fund; | |
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149.12 any amount transfetred to the expense account; and

149.13 amounts which the Board may deduct from the member’s

benefit ot as relevant,

Contingency reserve account

150.  Although independently provided for in the Rules of the MCPF, the
combination of the data tesetve account, expense account and the
process ettor reserve account are referred to a8 the contingency reserve

accoumnt in the Rules.

Data reserve account

151.  This resetve account is set for any shottfalls that may arise due to data

€Lrozrs.

152.  The following shall be recorded in the datz resetve account in which

the following transactions ate recorded:

Credits

152.1 The balance as at the sutplus apportionment date contained in

the nil-Fund approved by the Registrar;

=
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1522 Any amount relating to data errors ot data omissions which

tesulted in a positive cash flow to the MCPF; and

1523 Investment tetumn transferred from the process etrot reserve

account.

Debits

1524 Any amount selating to data errors or data omissions which
resulted in a payment from the Fund which was not previously

taken into account in the valuation of the MCPF

Expense Account

153,

This reserve account is set for MCPF expenses as well as premiums due
to death benefits and for funeral benefits, The following shall be
recorded in the data reserve account in which the following transactions

are recorded:

Credits;

153.1 the amount as at 1 October 2013 used as the opening balance

as detetmined by the Boatd on the advice of the valuator;

o



154.

155.

156.

Page 57

153.2  such portion of the contributions in respect of MCPF expenses;

153.3 the ptemium, payable by the municipality in respect of each

councillor who is 2 membet, for the insured funeral benefit;

153.4 any amount received from a Member’s Shate; and

153.5 anyamount transferred from the process errot resetve account;

Debits

153.6 all MCPF expenses.

Process ertor reserve account

This resetve accounts are set for investment fees and tax related

expenses.

The following shall be recorded in the process error réserve account in

which the following transactions are recorded:
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Credits

156.1 the balance as at the surplus apportionment date contained in

the nil-Fund approved by the Registrar; and

156.2 investment retutn on the MCPFs assets aftet deduction of any

expenses or tax relating to those assets;

Debits

156.3 investment retutn transferred to the member shate account;

156.4 investment retutn transferred to the data resetve account;

156.5 investment return transferred to the expense account.

Fund expenses

157.  All the MCPF expenses, as defined below, must be paid by the MCPF

MCPF expenses means:

157.1 the fees and disbursements due to the administrator in terms of

the agreement between it and the MCPF;



157.2

157.3

157.4

157.5

157.6

157.7

157.8
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the fees and disbursements of any person providing any setvice
ot advice to the MCPF including, without limiting the generality
of this provision, the valuator, auditor, legal advisor, investment

advisor and the custodian of the MCPF’s assets;

the disbursements, allowances and remuneration in respect of

any Trustees;

any tax payable by the MCPF, excluding taxes payable by a
member ot beneficiary in respect of any benefit payable from

the MCPF;

any levies or charges imposed by the Registrar or any statutory

body;

any fees and expenses telating to the management of the MCPF

assets which are not deducted from investment teturns;

the premiums in respect of the insured death benefit provided

fot in the rules;

the premiums in tespect of the funetal benefit for each member

who is not a deferred member/pensioner; (
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157.9  any other expenses which the MCPF is liable in law to pay;
157.10 the MCPF expenses must be debited from the expense account.

158.  Although the Board is required to ensure that the expense account is
adequately funded through the allocation of such pottion of the
conttibutions received, the Boatd may, if it considers it approptdate and

aftet receiving advise from the valuator;

158.1 subtract so much from the members’ shares, in such
proportions as it considers fair, as is sufficient to ensuge that

the expense account does not have a negative balance;

158.2 in respect of a specific MCPF expense relating to a Member or
a category of members, direct that the member shate of that
member or of that categoty of members be debited with the

amount of the expense concerned and the expense account

correspondingly credited;

158.3 utilise an amount of the investment return, transferred from the
Process etrof resetve account, to eliminate a negative balance

in the expense account provided this is done in a way as does

N
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not unfaitly prefer any category of member at the expense of

another categoty of membet.

An excetpt of the net assets and funds is set out below:

STATEMENT OF NET ASSETS AND FUNDS AS AT

TUESDAY, 30 JUNE 2020

ASSETS '

Non-current agsets
Plant and equipment
Investments

Curtent assets
Accounts receivable
Arrear contributions
Cash 2t bank

Total assets

FUNDS AND LIABILITIES

Members’ funds and surplus account
Members’ individual accounts

Amounts to be sllocated

Resetves
Resetve accounts

Total funds and regetves

Non-current liabilities
Financial liabilities
Unclaimed benefits
Current liabilities
Benefits payable
Accounts payable

Total funds and liabilities

30 Jone 2020 30 June 2019
—_— R R —_—
2070723 571 2034 082631
176 927 394 517
| 2070 546 644 | 2033688 114 |
128166681 107083354
29 045 B62 | 26 247 226
16 033 999 14 285 140
| 83086820 66 550 988
2 198 890 252 2 141 165 985
2032679182 1911812731
2 004 063 099 1872453 915
| 28616083 39 358 816 |
57 472 463 54 832 090
2 090 151 645 1966 644821
43028111 49930905
26 555 851 35 386 002 |
16 472 260 14 544 903
65 710 496 124 590 259
53 624 379 113 227 369 |
12 086 117 | 11362890
2 198 890 252 2141165985
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There is no strategy for the resetve accounts in the MCPF which has
resulted in the reserve accounts not being invested in a specific
portfolio. The reserve accounts ate invested in the various portfolios
that the MCPF holds. The investment policy statement of the MCPF
needs to be reviewed and updated to ensure capital protection fot the
reserve accounts. The reserve accounts are calculated by the valuator

of the MCPF 2

The financial statements summarise the transactions and net assets of
the MCPF. In accordance with the Rules, the actuarial position of the
MCPF, which does take into account of such liabilities, is examined and
reported on by the valuator at intervals not exceeding three years. The
last statutory valuation was catried out as at 30 June 2018, which was
submitted to the Registrat on 30 June 2019. The valuator declared that
the Fund was 100% funded as at 30 June 2018. The next statutory

valuation was due on 30 June 2021,

In terms of the teport of the valuator attached to the annual financial
cost statement, it is stated that, as at the statutory valuation date, being

30 June 2018, the MCPF was in a financially sound position with:

Schedhule E: Report of the Board of the Fund — p 17 of the Annua) Financial Statements | 7
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162.1 adjusted net assets of R1,798 million, exceeding R1,653 million,
being the total value of Members’ Share and trust benefit

accounts; and

162.2 the remaining assets of R57 million established a Contingency

Reserve,

163.  The valuator had not, for the petiod ended 30 June 2020, reviewed the
build-up of the reserve accounts of the MCPF as contained in the

annual financial statements.®

164.  To propetly appreciate the financial position of the MCPF, we replicate

the surplus and resetve accounts as completed by the auditors below:

SURPLUS AND RESERVE ACCOUNTS

Members’ Resgetve Process Data

Funds and Accounts errot reserve

Amounts to Total teserve

be allocated
o =R R R R
At beginning of year 1911 812758 54B32090 27416045 27 416 045
Benefits payable (8 153 811) - - -
Beneficiaty benefits and Bad -
Debts 135793
Unclaimed benefits and LPI (5012 355) - - -
Section 13A Contributions and . -
LPI 1050 833
Pl Claims 85 883 - - -
Expenses, PO and Staff salaries (609 500) - - -
and ABSA Trust account

L Schedu]c}lB:ReponoftheVﬂmtorforthepeﬁodendeSO]mzozo / _ i\
X\ |
g



Prior period benefit adjustment
Reinsurance recoveties and
SARS PAYE, penalties and
interest
Interest
Conttibutions
accrued
Reinsurance proceeds

Net investment income
Allocated to unclaimed benefits
Othet income

=  Section 13A Conttbutions

Outstanding

Less:

= Re-insurance premiums

- Administration costs

received and

Net income before transfers
and benefits

Transfers and Benefits
Benefits

Net income after transfets and

benefits

Transfer  between  reserve
accounis

At end of year

165.  Itis evident that the net income after transfers and benefits at the end

of the year is an amount of R2 032 679 181, which amount are

(42 255 322)

4719136
1267 224

347 121 991
32 006 642
(5 829 124)
(1 298 378)

13157

13 157

(73 977 039)
(44 149 285)
(29 827 751)
2 161077 888
(125 758 333)
(125 758 333)
2 035 319 555

(2 640 373)

54 832 090

2 640 373

2032679 182

57472463

27416 045 27 416 045
27416045 27 416 045

1320 186 1320187
28736231 28 736 232

membets’ funds and amounts to be allocated.

166.

compliance with the signed investment policy statement and, where

applicable, the portfolio management agreement/investment mandate.

The auditors found that the underlying investments were not in
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It was also recorded that we had indicated that the signed investment

policy will only be implemented once the MCPF is in 2 stable position. %

The auditots found that amounts disclosed as atrear conttibutions, as
at 30 June 2020, have been paid to the MCPF within the prescribed
period and in accordance with the requirements of section 13A of the

Act. Howevet, the following exceptions were noted:

Participating employer | Date received
— — — S S— — —

' Lukanji/Enoch Mgijima | 17/07/2020

' Mokhaka | 9/07/2020

| Mpofana | 15/07/2020

Late payment interest was raised in all the above instances.

25

Procedures and Findings p 2
Procedures and Findings p 10

£S5
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INVESTMENTS

Investment strategy

169.

170,

171.

172.

The MCPP’s current Investment Policy Statement was adopted on
5 June 2015 and was compiled with the input of Selekane Asset

Consultants (Pty) Ltd,

‘The MCPF invests a portion of its assets in socially responsible
investments and applies preferential procurement principles in

appointing asset managets.

The MCPF’s investment strategies comply with the provisions of

Regulation 28 of the PFA,

The MCPF’s objective is to provide a saving mechanism that can be
used as a provision towards tetirement, maximising the members’
benefits ovet 2 5-yeat period at acceptable risk levels. The municipal
election cycle is taken into consideration when setting the MCPP’s
investment objectives and strategy. Typically, a more aggressive
investment strategy will be followed for the fitst three years after an

election. In the last two years, ptior to a subsequent election, the MCPF

gradually transitions to a more consetvative sttategy to preserve the |

6b
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assets and liquid investment strategy to allow for possible benefit

payments soon after elections.

The Investment Policy Statement of the MCPF stipulates that three

portfolios ate to maintained:

173.1  active portfolio;

173.2  beneficiaty benefits portfolio; and

173.3 money market portfolio.

The following ate considered to be appropriate asset classes for

investment by the MCPF:

1741 South African equity;

174.2 South African government and corporate bonds and money

market instruments;

1743 equity structured products;

1744 guaranteed products;

67
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174.5 alternative investments;
174.6 foreign investments;
1747 Listed and unlisted property;
174.8 socially responsible investments;
1749 detivatives.

Socially responsible investments

175.  The fotmer Board adopted a policy of investing a portion of the MCPF
assets in socially responsible projects and securities, Socially responsible
investments ate defined as economically tatgeted Investments which
are chosen to promote specific social goals, BEE, gender equality,
governance, environment sustainability, infrastructure and poverty
alleviation and are based on the fact that South Aftica’s society as a
whole would benefit if MCPF as an investor used its financial power
not only to make an investment return for its members. but also further
South Africa’s current social economic objectives. The natute of such
investments must futther support the vision of the MCPF to show

broader visibility, active support and positive impact in the/

o
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communities that the MCPF members setve. The nature of the
investments may be ptivate equity, fixed ot vatisble interest

Instruments, or listed and unlisted equity.
176.  The SRI investments will be classified as follow in otder of rigk:

176.1 corporate bonds — these are private sector bonds which finance
SRI initiatives such as the development of infrastructure and
other SRI initiatives, These have 2 low tisk and tetum profile,

and an investment holding petiod of up to five years;

176.2 private equity — investments in unlisted companies whose focus
is on SRI and black economic empowerment. These have a
moderate tisk and teturn profile, and an investment holding

petiod of five to ten years; and

1763 venture capital — Funds which finance infrastructure
development and other projects. These have the highest risk
and retumn profile, and an investment holding petiod of up to

ten to twenty yeats,

/i 4
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The Board is to broaden the list of SRI options to include initiatives by
all parties that would facilitate the broader vision the fund has for SRI

initiatives options include:

177.1 funding structures to suppott job creation;
177.2  fund structures to support home ownership;
177.3 funding infrastructure investments;

1774 funding educational initiatives,

Reserve accounts

178.

Thete is no strategy for the reserve accounts in the MCPF which
resulted in the reserve accounts not being invested in a specific
portfolio. The resetve accounts ate invested in the various portfolios
that the MCPF holds. The investment policy statement of the MCPF
nieeds to be reviewed and updated to ensure capital protection for the
teserve accounts. The reserve accounts are calculated by the valuator

of the MCPF.

.
1)
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Active portfolio

Structure

179,

180.

181.

182,

The Member’s Share of Active Members and Deferred Pensioners are

invested in this portfolio,

years following elections with the aim to provide Supetior tretutns

who will withdeaw their Member Share if not te-elected for another

tetm,

If the term of office of municipal councillos is shottened, the
investment hotizon of the portfolio will also be shortened in line with

the new term of office and an investment strategy teview will be



conducted to determine 2 New investment structuge approptiate to the
shorter investment hotizon,

“year period is

184,  Produce Positive retums over rolling 12.monh Petiods more than 65%,
of the time,

Beneﬁciary benefits portfolio

186.
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187. A tetumn of CPI +2,75% Pa (net of fees) over rolling 3-yeqr periods, is
requited mote than 50% of the time,

Tl
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s Biecs

191. A retum in excess of the STeFl Composite Index ovet rolling 12-

month petiods is required.
isk objecti
192. Produce positive retumns ovet rolling 12-month petiods all of the time.
South African equity
193,  Bquities listed on the Johannesburg Secutities Exchange.

South African government and corpotate bonds and money market

instruments

194, Credit rating must be within asset manager mandate limit and the

instrument must have adequate liquidity.
Equity structured products

195. Products must be implemented and managed by reputable companies

approved by the Board. The downside risk of traditional equity asset

b
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classes is reduced with these products, but the risk is that they may

produce lower returns during a bull matket,

Guaranteed products

196.

Products (fully and pattially vesting) must be managed by reputable Life

Companies approved by the Board.

Alternative Investments

197.

"The MCPF may invest in alternative investments, as approved by the
Registrar, which include hedge funds, ptivate equity funds, fund of
funds that Tnvest in these types of Investments and unlisted companies
that invest in direct opportunities. The aim of investing in these
investments Is to achieve divetsification. The Board will examine all the
risks involved in these investments and ensute the MCPF is not ovet
exposed to any large risk. The liquidity of these investments should be
relatively high and the MCPF should be in a position to exit these

investments in a reasonable gme.
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Foreign Investments

198,

Secutities listed on an approved stock market or held by pooled vehicles

approved by the board, subject to exchange control requitements.

Listed and unlisted property

199.

200.

201.

Listed property offers better liquidity than ditect propetty. It includes
listed real estate shares (which include property unit trusts, propesty

loan stocks, etc.).

Unlisted property will include direct investments into property
developments either as a ditect investor and/ot through an unlisted

ptopetty company. Investment holding must be restricted to ten yeats.

The investment policy statement of the MCPF allows for direct
investment in immovable property, either as a direct investor of
through an unlisted property company. The propetties acquired afe to
be boused in the MCPF Property Company (Ply) Ltd, wholly owned
and controlled by the MCPF, per resolution of the formet Board. These
propetties were valued according to the MCPF’s accounting policy -

refer Schedule HA accounting policy 1.1.

To
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The Property Company is recognised as an asset of the MCPF and the
undetlying properties which the Property Company owns are reflected
in these financial statements. based on its value as per the latest
valuation done by an independent professional property valuer. He
determined the market values through an arms-length transaction on

date of valuation.

Detrivatives

203.

204,

The MCPF may make use of derivatives but not for geating ot
speculative purposes. Detivatives ate used only to hedge, to change the
exposute to any asset class of to supplement buy and sell strategies,

subject to regulatory requirements.

An excerpt of the management of investments is replicated below.

REPORT OF THE BOARD OF FUND FOR THE YEAR
ENDED TUESDAY, 30 JUNE 2020

30 ]une 2020 20 ]une 2019

| Prescient Management C.ompany 275 453, 841 1| 252 701,889
Bcuguela Global Fund Managers (Pty) 123,155,443 128,478,193

| Ltd | |
Futuregrowth Asset Management 257,372,940 239,292,491/

| (Policy) | i

.
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— = e e —-

- | |
| Puturegrowth Asset Management | 116,301,912 114,289,207

(Segregated) |
Investec Assct Managers - ‘ _250,9m 261;98,232-
‘ Mergence Tnvestment Managers | 117888113 137,116,158 |
| Umnthombo Wealth (Pry) Ltd (Sampada | 20000000 40,000,000 |
\. Private Equity (Pty) Ltd (2) |
Iim Investment Managers ‘ 12’_7,1 58,639 . 28,105,275 |
| MCPF Property Company (Pty) Led (4) | 50,000,000 | 96,827,600 |
| FirstNational Bank _; 387,638,578_..: _336,421,467. '|
Futuregrowth Asset Management | a651325| 4,651,326
| (Investment in PE)

2,070 546 644 | 2,033,688,114

Total value of investments managed

The aforementioned figures constitute the fair value of the MCPF's
investments, including property and private equity companies,
administered by the investment administrators and the MCPF. Tt is
evident from the aforesaid table that the net investment value of the
MCPF is R2 070 546 644. This is an increase from June 2019 which

amount was R 2 033 688 114.

We have received the reports from Benguela Global Fund Managers
for the period until June 2021. Their reports ate attached hereto as

annexure “FCR11”, It appears from the reports that the total clean

(
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book value of the investment as at 30 June 2021 is R129 722 670.05.

We will provide a further update on this investment in the next repott,

We have also received reports from Mergence Investment Managets
for the period until August 2021. Their repoxts are attached heteto as
annexure “FCR12”. It appears from the teposts that the total clean
book value of the investment as at 31 August is R144 750 957.66. We

will provide a further update on this investment in the next report.

Purther, we have teceived reports from FutureGrowth Asset
Management. The consolidated market value of the investment at
31 August 2021 is R269 655 395.86 FutureGrowth repotts ate attached

hereto as annexures “FCR13”

The table below is an excerpt of the financial statements which set out

the administration expenses of the MCPF:

ADMINISTRATION EXPENSES
30 June 2020 30 June 2019

R R
Actuarial & consultancy fees 1042229 430,030
Audit fees - Audit segvices (6) 633,800 609,500
Consultancy fecs 1,414,126 1,347,622
Depreciation 217,591 343,159
Fidelity insurance 494,824 495,328
FSB levies 139,876 123,263
Other Expenses 12016071 13962919
Printing | 78,068 148,162
Subscription fees - 9,626
Bank charges 31,796 53,565 |
Storage reatsl | 178,211 12,467

St

9
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Computet expenses

Office rental, watet & municipal rates

Advertising fees

Asset re-evaluation

DNA testing (disputed death benefit)

Short term ingusance

Legal fees

Com_Pen licence fees

IT setvices

Curators fees

Professional Fees

Office expenses

Provincial and annual report back meetings

Board of Fund expenses 111
Staff expenses 11.2
Principal Officer expenses 11.3

Total

Page 80 &

74,724 73759
- 564
303,825 :
500 |
8492 i
16,868 14343
982,071 2,522,638
2094624, 19545
867,301 71952
653,647 6199614,
| rmsms a0t
736,508 903,545
i 529,375

906
10851452 10498372
1378368 1145171
51 30,403,204

The cost of the curatorship as at 30 June 2019 was R30,403,284 (thirty

million four hundred and three thousand two hundred and eighty-four

rand). The table above evidences a decrease in the costs of the

cutatorship from June 2019 to June 2020. We are pleased to report that

these costs have not been deducted from the members’ shate in the

MCPF. The costs have been incorporated into the administration costs

of the MCPF. The result thereof is that there is no prejudice to the

members in respect of the member shates to which they are entitled.

We will continue to monitot the administration expenses of the MCPF

and endeavour to continue dealing with expenses prudently.

e
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ACTIONS GOING FORWARD

212. Under this section we will deal with out intentions in the future

administration of the MCPF.
Number of contributing members

213, We previously seported that, at 30 June 2016, the number of
contributing members was 5 440, This figure had declined in 2017 with
the numbet of contributing members standing at 4 815 at 30 June 2017.
As at July 2021, the total number of active members has been recorded
as 5379. Thete has therefore been a significant increase in the number

of contributing members.

214, We have already stated eatlier in this report that an application brought
by the councillors of Nyandeni Local Municipality is pending in the
Mithatha High Coust. Part of the litigation proceedings includes an
application brought by us, on behalf of the MCPF, against the
councillots and Nyandeni Local Municipality. The application is in

terms of section 13A of the PFA,

215. We have also stated eatlier that there has been a request by the opposing

attorney to settle the matter, In the event that the matter is not settlefl, |
U
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the counter-application will be a test case which will detetmine the
manner in which we deal with non-contributing membets and
municipalities in the future. The importance of this issue cannot be
overstated. It is an issue which must be dealt with because the
consequences of not recoveting the arrear contributions will have a

detrimental effect on the sustainability and viability of the MCPF

Contribution statements

216. We had previously xeceived lnmp sum payments from some of the
municipalities without the contribution statements and we are therefore
unable to allocate the benefits of some members, After having
addressed the issue with some of the municipalities we have obtained
some of the contribution statements and have been able to allocate the
benefits to cettain members. We continue working with the
municipalities in order to ensute that contribution statements ate

received regularly.
2021 AFS

217. We are in the process of finalising the annual financial statements for
the 2021 financial year end, We will report to the above Honourable

Court on this in our further repotts. III

ST}‘J'; | n
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Regulation 28 of the Pension Fund Regulations

218.

219.

We have alteady traversed this topic above. The Internal Auditots
report expressed a view that the assets held in compliance with
Regulation 30 at June 2020 by the MCPF has been ptepared in all
material aspects in accordance with the Regulatory Reporting
Requitements for Retirempent Funds in South Aftica and in compliance

with the Regulation.

We teiterate that the MCPF was compliant in terms of Regulation 28

as at June 2020.

MCPPF’s website

220.

221.

We ate pleased to report that we have updated the MCPF’s website and
it is now fully updated with information, including the details of both
curators and all the reports to the FSCA, We have also endeavoured to
continuously update news pertaining to the MCPF on the website

which membess can easily access.

Members are also able to login and have access to their benefit

statements. The MCPP’s website is also integrated with social media
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platforms to make it even mote accessible to members. Membets can

also have access to all forms which ate used by the MCPF.
Monthly management meetings

222,  We will continue to engage with the acting principal officer and
management which we believe will continue to improve the functioning
of the MCPF. We have already discussed the results of these meetings

above.
Investment policy

293.  We are continuously engaging with our investment advisors to review
the investment policy and ensure that the MCPF’s investment policy

and strategy is strictly implemented.
Privacy Policy

224, In compliance with the Protection of Petsonal Information Act 4 of
2013 (“the POPI Act”), the MCPF has adopted a private policy for.
The putpose of the policy is to inform Data Subjects about how the

MCPF processes theit personal information.
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We, thetefote, sttive to observe and comply with our obligations under
the POPI Act, as well as accepted information protection principles,
practices and guidelines when the MCPF processes personal

information from, or in respect of, a Data Subject.

Personal Hability of the erstwhile principal officer and erstwhile trustees

of the MCPF

226.

We will address this issue in out further reports.

Investigations by the curators and matters which needed further

reporting

227,

We will address this issue in our further reports.

Continuous improvement of systems to detect and prevent

mismanagement of funds

228,

We have continued to employ the setvices of a chartered accountant
who plays an invaluable role in ensuting that all transactions, claims and
expenses are verified before they are implemented and paid. This has

ptevented any mismanagement of funds.

e
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Investigation by the Asset Forfeituse Unit (“AFU”) and the Hawks

229. 'We have already discussed eatlier that we have not made any teal
progress with the investigation undertaken by the AFU and the Hawks.
We will report on any progress in further repotts submitted to the

above Honourable Coutt.

CONCLUSION

230. We are of the opinion that significant progress has been made
notwithstanding the Covid-19 pandemic. We ate in the process of
finalising the execution of the bulk exit plan and hope to hand over the

administration of the MCPF in the near future.

231.  Accordingly, we respectfully request the above Honourable Coutt to:

2311 sllow us to file our next report in 12 months’ time; and

2312 continue filing bi-monthly reports with the FSCA.
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