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Looking back at 2013: 

• Over the past year the Fund, in an increasingly difficult climate, has made 
important decisions to diversify portfolio C, relating first to the inclusion of fixed 
property and secondly in regard to off shore investments, and … In July 2013 
members received an Important Notice informing them of the Portfolio C: 
Investment Portfolio Review   

 

• The Board of Trustees has reviewed the Fund’s use of the Investec Value 
portfolio for a portion of the SA Equities component of Portfolio C. 

 

• Investec Value  underperformed (though this seems to have changed in 2014) 
and  the Board of Trustees is  concerned about the Investment manager’s 
exposure to South African gold and platinum mines. 

 



Change in Strategy: Progress 
• Investec and Allan Gray both follow what is called a “Value” 

investment style and the Investment Committee considered 
appointing a third SA equities manager for Portfolio C, or in place 
of Investec, that also followed a “Value” investment style. 

 

• The Board of Trustees in December 2013 decided  to appoint a 
third equity manager, Abax, to manage a portion of the Portfolio’s 
SA equities component, an to reduce the allocation to Investec 
significnatly.. 
 



2014 poses two challenges to the UCTRF:   
1) educating members about Living Annuities and the conditions under 

which a Living Annuity is the right option at retirement and where it is 
not;  

2) re-visiting options for providing access to a conventional With Profits Life 
Annuities at retirement, where an insurer takes on longevity risk and the 
downside of investment risk.  

 
Linked to these two challenges is the challenge to review the Life Stage Model 
that the Fund provides as a member investment choice model;  
 
if a member’s assets are going to go into an ILLA within the UCTRF or a Life 
Annuity, or even for a member who wishes to withdraw his or her capital, the Life 
Stage Model is arguably no longer inappropriate.    
 

        



Understanding and managing your risks 
• In a defined contribution Fund, such as the UCT Retirement Fund, your retirement 

benefits will depend on two factors, namely: 

 How much money you, together with UCT, save (contribute) monthly for your 
retirement; and 

 Importantly, the investment returns you earn on these contributions. 

 

• You carry the risk that the investment returns earned on your retirement saving 
contributions will be sufficient to provide you with a reasonable income at 
retirement. In this regard you are exposed to three main risks, namely: - 

 

 The risk of making contributions to the Fund that are too low in relation to your 
total remuneration; and 

 Inflation risk; and 

 Final payment risk. 

 



Risk of insufficient contributions 
• This refers to the risk that the Fund contributions that you set aside 

monthly as your retirement savings are simply too low in relation to your 
total remuneration (CoE).  

• These contributions are currently 20.0% for permanent staff and 19.4% for 
fixed term contract staff of your pensionable salary.   

• Your pensionable salary, or “deemed pensionable amount”, is between 
50% and 100% of your CoE – the choice of what percentage to allocate as 
your deemed pensionable amount is your own.   

• Clearly, if you set your deemed pensionable amount at the lowest level of 
50% of your CoE, this will have a material impact on your retirement 
savings (vs. a higher allocation of perhaps 80% or 100%). 

• The Trustees cannot do anything to manage this risk other than to warn 
you of the consequences of saving too little, and to encourage you to 
increase your deemed pensionable amount to the maximum possible. 
 
 



Inflation Risk 

• This refers to the risk that the Fund contributions that you set aside 
monthly as your retirement savings (as specified in the previous section) 
do not earn sufficient investment returns to provide reasonable 
retirement benefits. 

 

• Typically, you need your investment returns to be some 5% per annum 
higher than inflation over the long term, after all fees and costs, to provide 
for reasonable retirement benefits. 

 

• As a general rule, the further you are from retirement, the more you are 
exposed to inflation risk. 

 



Final Payment Risk 
• This refers to the risk that at the time when you leave the UCT Retirement 

Fund and want to use your retirement savings, investment markets are 
weak, and so the value of your retirement savings is at a low point. 

 

• It is crucial that you understand that “final payment risk” mainly applies 
when you leave the Fund and want to use your retirement savings. For 
example, if you resign and decide to invest your retirement Fund 
resignation benefit for your retirement, you should be less concerned 
about your “final payment risk”. 

 

• As a general rule, the closer you are to your retirement age, the more 
you are exposed to “final payment risk”. 

 



Managing these risks 
 

• There are three “tools” that can be used to manage the two 
risks, namely:- 

 

• The asset class in which your retirement savings money is 
invested; 

• The time horizon for which your retirement savings is 
invested; and 

• Diversification. 

 



 
Choice of asset class 

 
• Equities  (shares) have historically given returns significantly in excess of inflation 

and is therefore a good asset class to hold against inflation risk. But shares also 
have a greater tendency to go up and down in price (we say shares are more 
volatile) than many other asset classes. This makes equities a less suitable asset 
class for managing your “final payment risk”. 

 

• On the other hand, cash is a good asset class to manage your “final payment risk”. 
Cash, however, does not give you an investment return much in excess of inflation 
and so it is not a suitable asset class for managing your inflation risk.  

 

• So, you can do a lot to manage your inflation risk and “final payment risk” by 
managing the asset classes in which your retirement savings are invested. 

 



Time Horizon 

• Whilst shares are the better asset class for managing your inflation risk, it is clear 
that they can go up and down quite sharply (i.e. they are volatile).  

 
• This volatility is most extreme when you invest in shares for a short period.  
• The chance of a negative real return reduces if you are able to invest in shares over 

the long term. 
  
• So, if you will be working for some time still before you need your retirement Fund 

money, you can afford to invest more of your retirement savings in shares. Even if 
the market does go down in the short term it should not worry you unduly 
because over the long term investment in shares best manages your inflation risk. 

 
• Of course, if you are going to need your money soon, you cannot afford to be over-

exposed to the volatility of shares! 
 



Diversification 

 
• The third “tool” that can be used to manage your risks is diversification. Another 

way of describing diversification is to “avoid putting all your eggs in one basket”. 
 

• The past has shown that, more often than not, when some asset classes are down 
(e.g. South African shares), others go up (e.g. government bonds of “developed 
world” nations) - such asset classes are said to be negatively correlated with each 
other.  
 

• You can therefore reduce your risk by spreading your investments between the 
different asset classes. The assets invested in Portfolios B and C are diversified over 
a wide range of asset classes in order to meet this requirement. 
 



Common mistakes 

• Too conservative an investment strategy 
 

• The South African and international experience is that when faced with investment choice, 
members often choose too “conservative” a channel relative to the risks they face.  

 
• This error can have severely negative financial consequences. For example, if a 25 year old 

member decides to invest his/her retirement savings in the Income Fund over his/her entire 
working life (i.e. for 35 to 40 years), he/she could end up with a pension some 35% to 50% 
less than had he/she invested more appropriately in the Balanced Fund for the majority of 
the time. 
 

• So, if you are young and you are not concerned about your final payment risk, you should 
invest primarily to manage your inflation risk.  
 



The investment channels available 

• The Trustees have designed four investment channels to deal with the different 
needs of members with respect to their “inflation” risk and “final payment risk”. 
 

• These investment channels are: - 
 
• The Income Fund  (also called Portfolio A), which deals mainly with your “final 

payment risk”; 
• The Smoothed Bonus Fund (also called Portfolio B), which deals in part with your 

“final payment risk” and in part with your “inflation risk”;  
• The Balanced Fund (also called Portfolio C), which deals mainly with “inflation 

risk”   
• The Shari’ah Fund (also called Portfolio D), which also deals mainly with “inflation 

risk”, but is somewhat more conservative than the Balanced Fund and is managed 
according to Shari’ah investment principles  
 



Life Stage Model Alternative 
 

• The Trustees recognize that some members may wish to choose what is termed the Life 
Stage Investment Model. 

• The Life Stage Model is designed for members on the premise that, in normal 
circumstances the best indicator of your need either to manage your inflation risk or final 
payment risk is your period to retirement. The Life Stage Model assumes retirement at 65. 
Accordingly, if you plan to retire earlier than 65 then the Life Stage Model may not be 
appropriate.  

• Since the Balanced Fund is expected to give the highest returns over the long term it is the 
best for managing “inflation risk”. 

• Members with 6 to 7 years or more to retirement who chose the Life Stage Model will 
therefore have all their Funds invested in the Balanced Fund. On the other hand as returns 
from the Balanced Fund often  fluctuate quite widely it is not as good as the Smoothed 
Bonus Fund or the Income Fund for managing final payment risk.  

• With final payment risk becoming more of an issue as one approaches retirement the Life 
Stage Model switches funds from the Balanced Fund to a portfolio that protects against the 
final payment risk.  

• Please note that if you elect the Life Stage Model your investment strategy will 
automatically be changed as described above.  
 
 



Not suitable: 

The Life Stage Model strategy may not be 
suitable if 

• You plan to retire much before 65; and / or 

• You have a lower or higher “appetite” for risk 
than the Life Stage Model; and / or 

• You plan to elect a living annuity 

 



2013 SUMMARY OF INVESTMENT RETURNS 

Over the last 7 years (to 31 December 2013) the Balanced Fund (Portfolio C) has delivered the highest return, but it also has the most risk. 
  It is possible for the Balanced Fund to show very low or even negative returns in some years.  This is important to understand, especially for 
members nearing retirement who plan to move from the Fund and may move to a diffefrent type of investment at retirement.    

The chart below shows the annual performance since inception (1 January 1995) and over the 1-year, 3-year, 5-year and 7-years 
ended 31 December 2013. 
 





Monthly Performance  

 
 
 
As you would expect, the Balanced Fund (Portfolio C) shows the largest variation in monthly returns, reflecting the riskier 
nature of this portfolio, but with the highest returns since inception. 

• The table shows the monthly returns for the four portfolios during 2013. These figures are shown after 
investment manager fees.  

• Note:  inception date is 1 April 2010 for Portfolio D, 1 January 1995 for the other portfolios. 

 

 

Month Portfolio A Portfolio B Portfolio C Portfolio D
Jan-13 0.52% 0.96% 4.41% 3.44%
Feb-13 0.44% 1.16% -0.52% -0.16%
Mar-13 0.43% 1.31% 1.92% 1.59%
Apr-13 0.47% 1.36% -1.69% -1.32%
May-13 0.51% 1.31% 5.85% 7.68%
Jun-13 0.58% 1.61% -4.03% -3.70%
Jul-13 0.45% 1.46% 2.77% 3.41%

Aug-13 0.45% 1.46% 2.52% 1.79%
Sep-13 0.66% 1.46% 3.49% 1.61%
Oct-13 0.69% 1.46% 3.09% 2.26%
Nov-13 0.44% 1.61% -0.55% 0.80%
Dec-13 0.54% 1.61% 2.16% 1.83%

Total for past 12 months: 6.37% 18.10% 20.72% 20.54%
Total since inception (p.a.): 9.49% 11.18% 14.19% 11.28%



IPS 



Annual Investment Choice 

• Because the fund is a member-investment choice fund, the Trustees 
believe that it is necessary that all members have the fullest 
opportunity to make informed decisions about these matters.  
 

•  The UCTRF Investment Guide (available on the UCTRF website) is a 
first step to help you with regard to investment decisions.  

 
• The UCTRF Website www.uctrf.co.za has a toolkit which includes a 

retirement calculator to help you plan for retirement.  We 
encourage you to read this and use the Website. 
 
 

http://www.uctrf.co.za


CoE VS DPA  

• UCT CoE  

• UCTRF DPA  

• Contributions  

• Retirement / Exit benefit  

• Death Benefit  

• Disability Benefit 

 



Disability Benefit 

• Income continuation (only Perm /T3 Staff) 

• 70% of DPA as monthly income 

• UCTRF contributions are also insured as part 
of the benefit 

• UCT treats you as a retiree for medical aid 
purposes i.e. a medical aid subsidy may apply 

 



Nomination of Beneficiaries 

• You MUST complete the nomination of 
beneficiaries under the separate Group Life 
Assurance Scheme:     

 complete and return form HR155 
  
• You MUST complete the recommendation of 

beneficiaries under the UCTRF:   
 complete and return form HR151 

 



Why two forms 
 Separate GLA 
◦ Falls outside the Pension Funds Act 
◦ Pays direct to the beneficiary you have nominated (or yourself if 

disabled) 
◦ Pays in event of death or permanent disability 
◦ No tax deducted from the benefit 

 
 UCTRF GLA 
◦ UCTRF Trustees must make a disposition in terms of S37C of the 

Pension Funds Act  
◦ UCTRF Trustees must determine your dependants and nominees 

with the guidance of your recommendation 
◦ Pays in event of death 
◦ Amount is pre-tax and tax is deducted 
 



Information Resources 

• Benefit information sessions (two sessions 
each month in the Bremner Bldg, UCT) 

• UCTRF website www.uctrf.co.za 
• Investment choice roadshows (held in 

February) 
• Retirement Planning seminars (held in the 

second semester) 
 

http://www.uctrf.co.za/
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