GEPF’s CASHFLOWS - THE HEARTBEAT OF THE FUND
Declaration of interest: I am a GEPF member since
December 1977 and a pensioner since 2015. As such I
have a direct and vested interest in the
performance and well being of the Fund. I fully
agree with the Vision of the GEPF. My comments and
views are focussed on speeding up actions to attain
this VISION.
The GEPF’s Annual report (AR) for 2017/18 was tabled
in Parliament at the end of November 2018.
Subsequently, the information has been made
available to members of the Fund via the GEPF’s
website. http://www.gepf.gov.za/uploads/
a n n u a l R e p o r t s U p l o a d s /
AR_2018_(20181128)_Final_Submitted-min.pdf
My interest at this time is on the Cashflows of the
Fund.
Earlier in the year a
detailed analysis of the
cashflow trends of the Fund since 2007 to 2017 was
done. Check it out here:
h t t p s : / / w w w . a m a g p . c o . z a /
amagpprojectgepfcashflowv3.pdf
In this analysis it was pointed out that Cash is King.
It follows that a King cannot survive without a
healthy heart.
So this review is about how healthy the heart (cash
flow) of the King (the GEPF) was over the years up to
2018.
Following the original
analysis, the GEPF
objected to
criticism
and made the following
comment to explain the
increased strain on the
operational cashflows :

“It is also important to realize that the cash flows of
a pension fund are very different from those of an
ordinary business. A pension fund exists to pay
benefits“
If this is meant to indicate that Cashflows for a
pension fund is actually more important than for
ordinary businesses, I agree.
In fact, positive cashflows is critical for the
sustainability of a pension fund.
The 2018 AR is the final chapter on the 4 years of the
Board under leadership of Dr Mokate/Dries de Wit so
lets look at the GEPF over the last 12 years,
combining the cashflows per Board of Trustee’s
(BoT’s) 4 years term of office, with a specific focus
on the Mokate/de Wit period.
HOW HEALTHY WAS THE KING’S HEART

The BoT KUSKUS/BALT: 2007 - 2010
Net cash inflow from operations was positive
at
171bn which is the result of interest and dividends
plus cash from operations. This allowed the BoT to
make new investments of 152bn.
The BoT MOLOTO/BADAL: 2011 - 2014
Net cash inflow from operations remained positive
and increased to R217bn. This was the result of
interest and dividends. This allowed the BoT to make
new investments of 217bn.
Heartbeat Rating: VERY strong and healthy, peak
physical condition, our King can run the Comrades
marathon with ease.❤ ❤ ❤ ❤ ❤
The MOKATE/DE WIT BoT: 2015 - 2018

The Net cash inflow from operations was positive.
However, when compared to the other BoT’s, it is the
LOWEST. The amount
REDUCED by 60bn since the
MOLOTO period to an amount of 157bn. This is both an
unexpected and a material deterioration.
This result was caused by:
" NOT ALL contributions amounting to 257bn were
used to make additional investments. (ONLY 150bn or
59% were invested)

" Other expenses INCREASED SIGNIFICANTLY
to
28bn (Its now 25% of net cashflow from operations)
" Cash generated from operations NOT ONLY
REDUCED BUT WAS NEGATIVE to the amount of 111bn
👍 Cash from interest and dividends combined
increased to 280bn
" Benefits of 339bn was MORE than Contributions of
257bn.
Heartbeat Rating:
The GEPF’s heartbeat (cashflow) is erratic, the
arteries are blocked because
of stress (reduced interest/
dividends) and unhealthy
eating habits (increased costs
and rapidly rising benefit
payments). Our King should
avoid strenuous exercise. No
running please. Avoid the
stairs.💔 🆘 💔 🏨
CASHFLOW IMPACT ON THE SUSTAINABILITY OF THE
FUND
The end result of the cashflows described above is
the amount that is available to make new investments.
Lets see how all three groups of Trustees fared in
increasing the investments.
In the 2018 Annual report the GEPF track back 10
years to illustrate how successful their Blueprint
works in growing the assets of the Fund. From a
modest 716bn to 1,8 trillion in 10 years. This sounds
very impressive! BUT there
is no similar Graph
showing the increase in Pension liabilities and
reserves.
This is the problem!

Its like having a SCALE with only the one side loaded.
As a measurement instrument its worthless. Its only
when the other side gets loaded that the measurement
instrument allows for proper evaluation.
So again, with the 2018 AR, the MOKATE BoT omitted to
state
what the pension liabilities and reserves
amounts were at the same time and by how much did
this grow since the 2016 actuarial valuation. The
latter effectively dictate what the assets should be.

In 2016 that requirement was 2trillion already! 🤫 so
two years later, in 2018, we remain
R200bn short
(2tr - 1.8tr) BUT we still await the updated actuary
valuation effective 31 March 2018 to properly do the
comparison between assets and fund liabilities as
well as reserves.
Notwithstanding
this shortfall
(which
is
increasing)
Chairperson
Mokate in the
2018
AR
concludes that
the growth of the
i n v e s t m e n t
balance is “a vote
of confidence in
how the pension fund is managed”
Unfortunately I cannot agree with this assessment
which is expanded on in the following sections
THE ASSETS SIDE OF THE SCALE
Lets take a look how well the Mokate BoT did with
growing the assets/investment portfolio of the FUND
over the 4 years in office. We can compare their
efforts agains the previous BoT’s. Lets see if this self
proclaimed vote of confidence in how the pension
fund is managed can be validated.
The base of calculations done is simplified in that the
increases are related to the opening balance of
investments at the start of the BoT term of office
(Yr1 open) The balance at the end of year 4 (Yr4 end)
is what investments the BoT leaves for the next board
to continue with.
The difference between yr4 and yr1 is the value added
to the investments during the term of office.

These amounts are as is and has not been adjusted to
take into consideration inflation. Percentages are
calculated in relation the investment balances in
year 1.

RELATIVE INCREASE OF INVESTMENT BALANCES
The total investment balance increase over the last
12 years is R1267bn (1.2trillion). Again, this amount
is very impressive when considered on its own!
Lets see how the various Boards chipped in during
their 4 year stints in office to ensure this overall
result with the assets. Of the R1,2tr investment
balance increase, the bulk of this amount, namely
624bn or 49%, was added between 2010 to 2014
courtesy of the Moloto BoT.

Respect to the Moloto BoT for a job well done in
respect of increasing the investments significantly.
🙏 .🔝
The Moloto/Badal board between 2010 and 2014 was
the most successful in terms of the average 19.6% p.a
return of the assets it started with, followed by the
Kuskus board with 11.5% p.a.
The Mokate board managed on average 6.9% p.a. 🤕
It is worth noting that the Mokate board had an start
up investment balance almost double that which the
Moloto board had (1,4 tr vs 798bn), but the value
added to the investment balance was only half.😳
THE IMPORTANCE OF INCREASED CASHFLOW ON THE
GROWTH OF INVESTMENTS

The GEPF, when announcing the “growth” of their
investments, never separate the actual capital growth
from the so called walk-in cash that is added to
investments. This simplified calculation shows how
important a role the walk-in cash plays in growing the
investments.

Across all three BoT’s 4 years results, an amount of
AT LEAST 150bn from cashflow was added towards
increasing the investment balance. Over the 12 years
the combined amount of walk-in cash by all three
BoT’s was 520bn (this is 41% of the 1.2trillion)
In terms of the relative contribution of the
cashflows to the increase of the investments per BoT,
the MOKATE board’s below par contribution of 2,6%
vs the 6,8% and 7% is in sharp contrast and most
disappointing.
For the Mokate BoT, this is hardly an outcome that
actually can underpin a vote of confidence in how
the pension fund is managed.
And this is before we consider the escalating
expenses that has reached a peak during the Mokate
BoT term in office.

The expenses have increased 28 fold since the Kuskus
BoT period ended in 2010. In relation to net cashflow,
its clear the expenses during the Mokate BoT is
growing disproportionately, from a low of 0,58% to
25,23%.
Its difficult to support a vote of confidence in a BoT
that evidently could not reign in the cost of managing
the Fund to a reasonable level, when compared to its
predecessors.

FULL DISCLOSURE OF THE TURNAROUND OF
OPERATIONAL CASHFLOWS
The GEPF’s values states that they will...
Not misrepresent or withhold information to which
our stakeholders are entitled.
We have seen a fundamental changeover in the FUND
in FY2014 where the operational cashflows turned
from positive to negative, and when it did, the amounts
involved is simply enormous! Notwithstanding this
event and the subsequent trend continuing between
FY2015 & 2018, the Mokate BoT did not made proper
disclosures of this.
A GOOD EXAMPLE OF EARLY DISCLOSURE
See the example of the Canada Pension Plan (CPP)
2017 Annual Report herewith. They forewarned
members by 4 years at least.
My review of the Annual reports since 2007 as well as
the actuary reports since 2010 does not pick up any
forewarning nor subsequent disclosure that could
assist prospective members, current members and
beneficiaries about this matter.

In the end, the occurrence and the magnitude of the
cashflow problem highlighted above is NOT a trivial
matter. The matter requires FULL disclosure which
the current Annual report of 2018 does not provide
adding the proverbial insult to the injury caused
to the Fund.
Perhaps the following wording of the GEPF’s
Investment beliefs (par2.9) can serve as a reminder to
the Mokate BoT to make good on their commitment:
“The Fund’s trustees commit to high standards of
openness, transparency and appropriate disclosure in
line with best practice standards.”
Its not too late, an appendix to the already issued
AR with all the details and plan of action to turn
the results around, published on the website
without delay will assist members and pensioners
significantly.

IN CONCLUSION
The following graph summarizes in one picture how
the cashflows of the GEPF deteriorated over the last
12 years and specifically the last 4 years,
the Mokate/de Wit BoT period.

Based on the results in the 2018 AR
and those
highlighted above, YOU dear reader can now be the
FINAL judge to assess,
Did the Mokate/de Wit BoT:
improve the sustainability
of the Fund?...
empower beneficiaries
through effective
communication ?....
AND FINALLY

DO YOU Agree With the
Chairperson’s Comment
That the Growth of the
Assets in 2018
Is a Vote of Confidence
in How the Pension Fund
Is Managed?

SO WHAT?, YOU MAY SAY
In the end, the occurrence and the magnitude of the
cashflow problem highlighted above is NOT a trivial
matter. It impacts the sustainability of the FUND
and specifically impacts the risk that pensioners
share pertaining to improvement of benefits and the
granting of 100% CPI increases yearly.
The following graph shows the RISK pensioners face
ito inflation over 10 years. A pension of R10000 p.m is
used in this example.
Over 10 years the
difference
between
100%CPI
adjustments
AND
the guaranteed
a d j u s t m e n t s
accumulates to
R124k.
Today there are
+400000 pensioners
and 1,2 million
a p p r e n t i c e
pensioners who is
still
working
towards their retirement.

If you can visualize your golden years being content
ONLY receiving the guaranteed pension (ie. only the
policy increases), then sit back and do nothing.
Just imagine a repeat of the cashflow results, the
escalating expenses, the low level of new investments
of the new MOKATE BoT in the 4 years leading up to
2021. Do you believe benefit improvements will
continue and full inflationary increases will be
provided?
IF SO..sit back and do nothing.
HOWEVER, if you wish to ENSURE maximum benefits
and increases, YOU NEED TO ACT.
WHY? Because 10 of the 16 Trustees that served in
the MOKATE BoT was Re-appointed/elected for
another 4 year’s in charge of the FUND. The GEPF
will most likely repeat the same stock answer to
the concerns raised, ie. its a defined benefit fund,
the benefits are guaranteed by the Government, the
Trustees takes their job seriously.
Last mentioned guarantee in no way changes the
negative cashflows to positive, it does not ensure the
lowest possible costs, it does not ensure that all the
contributions are invested. It certainly does not grow
the assets to match the liabilities and recommended
reserves.
Only the BoT in office
is capable of doing this.
Between 2015 and 2018 this did not happen.
Referring to the guarantee is not going to change
this outcome, not now, not in future. Only decisive
action by the GEPF THEMSELVES will.
BUT we are faced with a GEPF that seems intent to
continue following the same blueprint, with the same
officials, the same Trustees and the same external
asset manager.

Is it reasonable to expect a different outcome?
At this time please refer to my self interest as
declared on page 1. My choice is to remain with the
FUND and to be ACTIVE. Concerns will be raised with
the GEPF and other role players. My solution does
not consider taking the money and run, because this
leaves the problems to 1,7million other members and
pensioners to face.

One voice is good and a start.
1 million is better.

CJVD
DECEMBER 2018

