


MISSION 1: SUSTAINABILITY

WHEN THE GEPF’S MISSION REFERS TO SUSTAINABILITY
OF THE FUND, IT REFERS TO THE LONG TERM FINANCIAL
SUSTAINABILITY AND IN PARTICULAR HOW THE ASSETS
WILL MEET THE FUND’S PENSION LIABILITIES.

THIS IS CONFIRMED IN THE GEPF’S INVESTMENT BELIEFS
(GEPF 2018 AR PAGE 38)

WITH THE LONG TERM NATURE OF INVESTMENTS WE
NEED TO CONTRAST THE LONG TERM LIABILITIES AND



RECOMMENDED RESERVES AGAINST IT. THE RISK
MANAGEMENT STATEMENT ALSO CONFIRMS THE LONG-
TERM OBJECTIVE. (GEPF 2018 AR PAGE 54)

THE PENSION LIABILITIES AND RESERVES ARE
CALCULATED BY AN ACTUARY. UNFORTUNATELY, THE
GEPF DID NOT SECURE THE COMPLETION OF THE
UPDATED ACTUARIAL VALUATION IN TIME TO BE INCLUDED
IN THE 2018 ANNUAL REPORT.

AS SUCH, THE USEFULNESS OF THE 2018 AR DROPS
DRAMATICALLY, CONSIDERING THAT THE OTHER
INDEPENDENT PROFESSIONAL PARTY, THE AUDITORS,
NOW HAD TO COMMENT ABOUT KEY AUDIT MATTERS OF
WHICH THE UNDERLYING INFORMATION, SPECIFICALLY
ABOUT THE PENSION LIABILITIES AND AN UPDATED
CALCULATION OF THE REQUIRED RESERVES WAS
ALREADY TWO YEARS OUTDATED AT THE TIME OF THE
AUDIT.

FURTHERMORE, THE GEPF’S ANNUAL REPORT IS SILENT
AS TO WHY THE UPDATED VALUATION COULD NOT BE
FINALIZED IN TIME TO BE INCORPORATED INTO THE 2018
ANNUAL REPORT. NO EXPLANATION. NO APOLOGY!



FUNDING LEVELS

THE FUNDING LEVELS DETAIL IS PROVIDED IN THE GEPF
2018 AR PAGE 48.




HOWEVER, BY PURELY FOCUSSING ON THE “GROWTH” IN
ASSETS, WITHOUT CONTRASTING THIS AGAINST THE
LIABILITIES CREATES MISALIGNMENT AND DISTORTION.

SECONDLY, THERE IS A RATHER WIDE INTERPRETATION
OF THE TERM “GROWTH” IE. THE TOTAL INCREASE IN THE
ASSET BALANCE YEAR ON YEAR, IN PART IS WALK IN CASH
FROM CONTRIBUTIONS WHICH IS ADDED TO
INVESTMENTS. THE REMAINDER IS ACTUAL CAPITAL
GROWTH.

THE GEPF DOES NOT DIFFERENTIATE BETWEEN THESE
TWO PARTS.

IN ADDITION, WHEN FUNDING LEVELS ARE DISCUSSED BY
THE GEPF, REFERENCE IS MADE TO THE MINIMUM
FUNDING LEVEL.

VERY SELDOM ANY COMMENT IS MADE ABOUT THE LTF
LEVEL. THE REASON FOR THIS WILL BECOME EVIDENT IN
THE NEXT SECTION.

LONG-TERM FUNDING (LTF) LEVEL

FOR THE 12TH YEAR IN A ROW, THE LONGTERM FUNDING
(LTF) RATIO IS LESS THAN 100%, THE GEPF BOT’S OWN
TARGET.

BASED ON THE NOW OUTDATED 2016 PENSION LIABILITY
VALUATION, THE SHORTFALL BETWEEN THE 2018 ASSETS
OF R1,8TRILLION AND THE 2016 LTF REQUIREMENT OF
R2TRILLION WOULD BE R200BN AT LEAST.

BASED ON THE TRENDS OBSERVED SINCE 2010, THE
SHORTFALL MAY ACTUALLY BE VERY CLOSE TO R469BN!
(OWN ROUGH ESTIMATE )



THE CONTINUED FAILURE OF THE GEPF TO ACHIEVE THE
TRUSTEES OWN TARGET, AND THE ABSENCE OF A CLEAR
JOURNEY PLAN VISIBLE TO MEMBERS TO RESTORE THE
LONG TERM FUNDING RATIO TO ITS 2006 LEVEL OF 101%,
RAISES THE QUESTION OF.....

EXACTLY HOW COMMITTED AND ALIGNED
ARE THE ACTIONS AND EFFORTS OF THE
VARIOUS COMPONENTS OF THE GEPF
ACTUALLY TO ACHIEVE THIS GOAL.

THE GEPF HAS CONSISTENTLY CLAIMED THAT THEIR
BLUEPRINT WORKS.

THIS MESSAGE RECEIVE GOOD COVERAGE IN THE MEDIA.
HTTPS:/WWW.GEORGEHERALD.COM/NEWS/ARTICLE/
LIFESTYLE/GOVERNMENT-EMPLOYEES-PENSION-FUND-
BLUEPRINT-WORKS-201805031142

IF THE BLUEPRINT WORKS AS WELL AS THE GEPF

CLAIMS:

+ WHY HAS THE LTF RATIO NOT BEEN RESTORED BY NOW?

+ WHY HAS THERE BEEN A DETERIORATION IN THE
FUNDING LEVELS OVER TIME?



THE 2016 ACTUARIAL VALUATION -
CAUSES OF STRAIN TO THE FUND

ALTHOUGH OUTDATED BY NOW, THE 2016 VALUATION DID
PROVIDE FOREWARNING IN SO FAR AS THE ACTUARY
REPORTED THE AREAS THAT CAUSE STRAIN TO THE FUND.

THE HIGHEST RAND VALUE OF STRAIN ON THE FUND CAME
FROM TWO ISSUES NAMELY THE INVESTMENT RETURNS
AND ECONOMIC ASSUMPTIONS.




STRAIN TO THE FUND : INVESTMENT RETURNS

ACCORDING TO THE ACTUARY, A “SUBSTANTIAL STRAIN”
TO THE FUND RELATES TO THE BELOW EXPECTED
INVESTMENT RETURNS.

AS FAR BACK AS IN 2016 ALREADY, THE ACTUAL
INVESTMENT RETURNS WERE LESS THAN THE ASSUMED
AND EXPECTED RATES USED TO UNDERPIN THE
ACTUARY’S VALUATIONS. A DIFFERENCE OF 2.43% PA

IN SHORT, THE ASSETS DID NOT PRODUCE AS EXPECTED.

ITS FORESEEN THAT THE 2018 ACTUARIAL REPORT WILL
REPEAT THIS OBSERVATION.

WHAT OBVIOUSLY IS A CONCERN IS THAT THE ANNUAL
REPORTS SINCE 2016 DO NOT DISCLOSE THIS MATERIAL
FACT.

IN FACT, MEDIA REPORTS RELEASED BY THE ASSET
MANAGER, THE PIC, CLAIMS INVESTMENT
RETURNS THAT IS PHENOMENAL.

THE PIC’S CLAIM TO FAME: STATISTICS SHOWS
WE ARE PHENOMENAL ! “SAKE RAPPORT” OF 17
JUNE 2018 CARRIED THIS BYLINE AND THE
STORY BASICALLY QUOTES DR DAN MATJILA FROM
THE PIC AS HE MADE COMMENTS IN RESPONSE
TO THE CRITICISMS THE PIC HAS RECEIVED TO
DATE REGARDING SOME SUBPAR INVESTMENTS



AS THESE PUBLIC CLAIMS HAVE NOT BEEN CORRECTED
BY THE GEPF, THE ASSUMPTION IS THAT THEY ARE IN
AGREEMENT WITH IT.

THE STATUS PER THE 2018 ANNUAL REPORT

IN 2018 THE INVESTMENT BALANCE INCREASED FROM
1,6TR TO 1,8TR, AN INCREASE OF 137BILLION OR 8.2%*

THIS AMOUNT/% IS NOT ALL GROWTH, BECAUSE THE
ACTUAL GROWTH FOR THE YEAR WAS 137 - 56 = 81BN.
THE ACTUAL Y-ON-Y CAPITAL GROWTH IS 4.6%.

56BN WAS CONTRIBUTIONS RECEIVED FROM MEMBERS
AND SIMPLY INVESTED.

ASSETS ARE VALUED IN TERMS OF ITS INHERENT
CAPABILITY TO PRODUCE FUTURE INCOME/CASH INFLOW.
THE HIGHER THE PRODUCTION RATE, THE HIGHER THE
PERCEIVED VALUE. UNFORTUNATELY THE INVERSE IS
ALSO TRUE.

(* THIS RATE IS 3.2% LESS THAN THE
11.4% USED BY THE ACTUARY IN HIS
ASSUMPTIONS IN 2016. FOR 2018 ONLY
THE STRAIN TO THE FUND AMOUNTS TO
R53BN {1670 X 3.2%})

PRODUCTION OF CASH INFLOW

THE QUALITY OF THE
ASSETS ITO PRODUCTION
CAPABILITY HAS
DETERIORATED COMPARED
TO 10 YEARS AGO. SEE
THE CALCULATION
HEREWITH USING THE
CASH IN FLOWS FROM
INVESTMENTS.

INTEREST ON

INVESTMENTS HAS NOT

KEPT PACE WITH THE

GROWTH OF INVESTMENTS — L —
OVERALL.



TO ILLUSTRATE THE DETERIORATION.... IF THE FY2008
4,6% CASH/INVESTMENT RATE WAS REPEATED IN FY2018,
THE AMOUNT OF CASH SHOULD HAVE BEEN R8BN MORE

(75+8=83BN)

THIS IS ALSO THE AMOUNT WHICH INTEREST IS LAGGING
IN FY2018 COMPARED TO FY2008.

BUT EVEN SO, THE CASH

INFLOW IN FY2018 SOMETHING TO CONSIDER -
COULD NOT COVER INTEREST IS PRIMARILY
BENEFIT PAYMENTS COMING FROM BILLS AND
FULLY. THE CASH BONDS, AND A SIGNIFICANT
INFLOWS FROM AMOUNT COMING FROM
INVESTMENT ARE ESKOM WHERE IN RECENT
RAPIDLY FALLING YEARS, THE UPTAKE OF
BEHIND BENEFIT BONDS WAS DONE AS
REQUIREMENTS. PRIVATE PLACEMENTS AND
DETERIORATING LEVELS

OF CASH PRODUCED BY

THE UNDERLYING

ASSETS AS ALSO HIGHLIGHTED BY THE ACTUARY.

ESCALATING INVESTMENT EXPENSES VS REDUCED

RETURNS

THE FOLLOWING
CALCULATION INDICATES
THE GROWING COSTS OF
INVESTMENT EXPENSES
COMPARED TO 10 YEARS
AGO.

THE FUND IS CARRYING
HIGHER INVESTMENT
COSTS FOR
COMPARATIVE REDUCED
R E T U R N S
(INEFFICIENCY)

ON FACE VALUE THIS MAY VERY

WELL BE A CASE OF TRYING
FLOG TOO MANY DEAD HORSES?

TO



CONSIDERING THE INCREASED INVESTMENT EXPENSES
COMPARED WITH THE CASH PRODUCED AS INDICATED
ABOVE, IT DOES APPEAR THAT THE INVESTMENTS HAS
ALREADY REACHED THE POINT OF DIMINISHING RETURNS
IE. A POINT AT WHICH THE LEVEL OF PROFITS OR
BENEFITS GAINED IS LESS THAN THE AMOUNT OF MONEY
OR ENERGY INVESTED.

STRAIN TO THE FUND - ECONOMIC ASSUMPTIONS
THE 2016 VALUATION COMMENTED ON THE CHANGES IN

THE DISCOUNT RATES USED WHICH CAUSED A R22BN
STRAIN TO THE FUND...

IT DOES APPEAR AS THOUGH A FURTHER DECREASE IN
THE NET PRE-RETIREMENT DISCOUNT RATE WAS

REQUIRED FOR THE 2018 VALUATION IE. FROM 3.24% TO
2.93%. (GEPF 2018 AR PAGE 61 REFERS)

THE IMPACT OF THIS, ALL ELSE BEING EQUAL, WILL BE
ANOTHER INCREASE IN LIABILITIES, WHICH IN TURN WILL
REDUCE THE FUNDING RATIOS.



THE LONGTERM FUNDING RATIO IS LESS THAN 100%

FOR 12 YEARS IN A ROW

PENSION LIABILITIES INCREASES CANNOT BE
QUANTIFIED BECAUSE THE 2018 ACTUARY
VALUATION WAS NOT COMPLETED IN TIME

THE PRODUCTION CAPACITY OF INVESTMENTS HAS
REDUCED

INTEREST ON INVESTMENTS HAS NOT KEPT PACE
WITH THE GROWTH OF INVESTMENTS OVERALL

ESCALATING INVESTMENT
EXPENSES VS REDUCED
RETURNS...

THE ACTUARY REGARDED
THE BELOW EXPECTED
INVESTMENT RETURNS IN
2016 ALREADY AS A
SIGNIFICANT STRAIN TO THE
FUND

IT DOES APPEAR THAT THE INVESTMENTS HAS
ALREADY REACHED THE POINT OF DIMINISHING
RETURNS

THE NET PRE RETIREMENT DISCOUNT RATE WAS
REDUCED AGAIN, THIS IMPACTS (INCREASES)
PENSION LIABILITIES






