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To the Trustees:

THE CONSTRUCTION INDUSTRY PENSION FUND
VALUATION REPORT AS AT 31 DECEMBER 2015 

1 INTRODUCTION AND EXECUTIVE SUMMARY

	1.1	 As requested, we have carried out an actuarial valuation of the Construction Industry
Pension Fund ("the Fund") as at 31 December 2015 and we now have pleasure in
presenting our report.

	

1.2	 The objectives of the valuation are:

1.2.1

	

	 to calculate and compare the value of the assets and liabilities of the Fund and
thus establish the financial state of the Fund as at the valuation date in order to
recommend what rate of return and bonus should be added to the benefits
accrued up to the valuation date; and

1.2.2

	

	 to make recommendations on the interim rate of return to be used in calculating
benefits after the valuation date.

	

1.3	 Currency amounts are either in United States dollars ($) or, in a few cases, Zimbabwe
dollars (Z$). Numbers are written using a full stop (period) as a decimal point and a
comma as a thousands separator.

	

1.4	 This report complies with Guidance Note SAP 201 issued by the Actuarial Society of
South Africa, except that as this Fund is not registered in South Africa, certain aspects
have no relevance in this case. This report has been NOT been peer reviewed
internally.

Directors: M A Hyde M.A., F.I.A. (Managing), L M Hyde B.Sc.



	

1.5	 This report also complies with the draft guidelines set by the Commissioner of
Insurance, Pension and Provident Funds, Zimbabwe ("the Commissioner") set out in
circular No. 7 of 2014 dated 21 October 2014.

	

1.6	 This report follows a similar format and layout to that of the previous valuation except
that we have moved the commentary on the asset and membership data to annexures.

	

1.7	 The previous valuation

1.7.1 The previous valuation was carried out by Mark Hyde of Pentact (Private)
Limited as at 31 December 2014.

1.7.2 The recommendations made in that report are set out in section 3.3.

	

1.8	 The rules

The rules have been redrafted taking into account recommendations by IPEC, and are
currently being considered by the NEC before they are returned to IPEC for
registration.

	

1.9	 Membership details

The data as at this valuation may be briefly summarised and compared with the data at
the previous valuation in the table below. There were no extraordinary changes in
membership.

2015 2014

Actives for whom records supplied 49,049 47,026

Actives contributing in current year 12,895 17,186

Deferred members 7,630 7,427

Pensioners 291 284

Outstanding death benefits 83 96

Non-zero forfeitures 403,250 400,572

1.10 The assets of the Fund

The market value of the assets of the Fund at the valuation date was $24,487,262. The
actuarial value of $24,687,626 was obtained by adding back the revaluation reserve
and the death benefit reserve.
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1.1 1 The valuation methods and assumptions

The valuation methods and financial assumptions have remained unchanged from the
previous valuation except that asset reserves have been taken as an addition to the
liabilities rather than a reduction in the asset values and gender specific rates have been
used to value pensions in respect of members who retired (note - on the retiral of
individual members, gender specific rates have always been used).

Our concerns regarding missing and inconsistent membership and financial data and
how we have made allowance for these are described in Annexures 3 and 4.

1.12 Results and recommendations

The recommendations as a result of this report are set out in section 10. Further details
relating to this valuation can be found in the rest of this report.
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2 ECONOMIC BACKGROUND

	2.1	 The purpose of this section is to comment briefly on the performance of the Industrial
Index of the Zimbabwe Stock Exchange ("the Index") since the previous actuarial
valuation.

	

2.2	 Although not directly relevant to this Fund because of its different asset distribution,
this information may be useful as general background to investment markets in
Zimbabwe.

	

2.3	 The fall in the Index of 19.5% in the year ending 31 December 2014 was followed by a
further fall of 29.4% during 2015 and the Index has continued to fall in 2016. Indeed,
by 31 August 2016, it had fallen to 99.26, -13.6% below its level at the start of the
year.

	

2.4	 The progress of the Index during 2015 is shown in the graph below.

ZSE Industrial Index 2015
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	2.5	 It should of course be borne in mind that the Fund is largely invested in property, so
the experience of the Index is probably not directly relevant in this case.

	

2.6	 In the Monetary Policy Statement issued in January 2015, an announcement was made
that organisations holding Zimbabwe dollar balances as at 31 December 2008 would
receive a payment in US$. The Fund received US$10 in respect of their bank accounts
denominated in Z$.
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3 FUND BACKGROUND

	3.1	 History

3.1.1 The Fund is a self-administered pension fund and was established (as the
Building Industry Pension Fund) under the provisions of the Industrial
Agreement published by Rhodesia Government Notice 509 of 1969.

3.1.2 The Fund is essentially a Defined Contribution ("DC") fund with 	 fixed
employer and employee contribution rates. However, these contributions are
used to purchase a deferred pension based on factors set out in the rules and the
pension benefit is thus also defined. This, together with the payment of
pensions from the Fund and the existence of salary related benefits on death in
service, are all Defined Benefit ("DB") characteristics and therefore subject to
the requirement of a statutory vahation every 3 years.

3.1.3 The history of bonus declarations and pension increases is set out in

Annexure 7.

	

3.2	 Rules

3.2.1 The Fund currently operates in terms of a set of rules set out in Statutory
instrument No. 239 of 1992 as modified by SI 276 of 1995, SI 34 of 1998, SI
148 of 1998, SI 52 of 1999 and SI 68 of 2000.

3.2.2 The Pension and Provident Funds statutory instrument 157 of 2002 is also
relevant to the operation of the Fund.

3.2.3 The rules have been redrafted taking into account recommendations by IPEC,
and are currently being considered by the NEC before they are returned to
IPEC for registration.

3.2.4 The Fund is not integrated with the National Social Security Scheme.

3.2.5 There have been no material changes to the benefits provided in the draft rules
of the Fund since the previous valuation and the benefits valued are those
outlined in Annexure 1 to this report.

	

3.3	 Previous valuation

3.3.1 The previous valuation was carried out by Mark Hyde of Pentact (Private)
Limited as at 31 December 2014.

3.3.2 This report recommended that:

3.3.2.1 the level of reserves should be set 15% of the value of the assets;

3.3.2.2 the maximum interest rate to be declared is 11%;

3.3.2.3 the maximum bonus rate to be declared is 6%;

3.3.2.4 the maximum increase to pensions should be 6%;

5
	

0	  0

PENTACT



3.3.3	 Further recommendations were that:

3.3.3.1 once the draft rules are approved they are issued as a statutory
instrument;

3.3.3.2 property values are updated annually;

3.3.3.3 further work is undertaken to resolve outstanding data issues.

3.3.4	 We recommended that an interim interest rate of 0% p.a. is used to calculate
withdrawal benefits and an interim bonus of 0% p.a. is used when calculating
pension benefits.

3.3.5	 The recommendations in sections 3.3.2, 3.3.3.2, and 3.3.4 were accepted. The
draft rules are still outstanding and work is ongoing on data issues.

	

3.4	 Contributions and benefits

3.4.1	 Details of contribution rates to and benefits provided by the Fund are
summarised in Annexure 1.

	

3.5	 Risk benefits

3.5.1	 The only salary related benefit provided by the Fund is the death in service
benefit, details of which are summarised in Annexure 1.
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4 MEMBERSHIP DATA SUMMARIES

4.1 Membership data was provided for the valuation by the Fund.

4.2 The tables reconciling the data to that used for the valuation as at 31 December 2014
can be found in Annexure 2.

4.3 Issues relating to the data can be found in Annexure 3.

4.4 The total number of contributing members, deferred pensioners and pensioners shown
in this section show good agreement, after adjustments discussed below, to those shown
in the statutory accounts file supplied as at 4 April 2016.

4.5 Contributors' File

	

4.5.1	 Contributors are those members for whom contribution records were supplied.

	

4.5.2	 The reconciliation with the data from 2014 was based on account number.

	

4.5.3	 Valuation statistics for the current contributors (after removing 5,022 members
for whom forms were only received in December 2015 and no contributions
were recorded for 2015) are as follows:

2015 2014

Number for whom records supplied 49,049 47,026

Number contributing in current year 12,895 17,186

Contributions for current year $1,876,941 $2,573,445

Accrued annual pension for current year $477,731 $638,579

Total accrued annual pension lii $4,684,223 $4,195,621

Note [1]: the total accrued pension depends on assumptions made in respect of pre-
dollarisation contributions.

4.6 Deferred members

	

4.6.1	 For the deferred members the data is split between members with benefits
preserved prior to dollarisation and members with benefits preserved after
dollarisation.

	

4.6.2	 Statistics for the deferred members, together with those from 2014 are shown
in the table below:

31 December 2015
Preserved

contributions	 Number

31 December 2014
Preserved

contributions	 Number

Pre-dollarisation
With US$ contributions

	

$288,670	 7,089

	

$371,506	 541
$288,670
$216,001,

7,089
338

Total $660,176	 7,630 $504,671 7,427
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4.7 Pensioner data

4.7.1	 Pensioner data as at 31 December 2015 was provided by the Fund and,
together with that for 2014, is summarised below.

Fixed term Retiral Total
31 December 2015
Number 155 136 291
Pension p.a. $106,094 $55,634 $161,728
31 December 2014
Number 153 131 284
Pension p.a. $100,603 $49,387 $149,990

	

4.7.2	 The pension increase of 6% with effect from 1 January 2015 is included in the
above figures.

4.8 Outstanding death benefits

	4.8.1	 Data is provided for unfinalised death claims. The number of cases has reduced
from 96 at 31 December 2014 to 83 at 31 December 2015.

4.9 Forfeits

	4.9.1	 After three years from the date of cessation of contributions the amounts
involved are forfeited.

	

4.9.2	 Contributions are forfeited in terms of Rule 15 of the Fund. In practice,
however, the Trustees permit the reinstatement of members' forfeited
contributions.

	

4.9.3	 The number of non-zero records on the forfeits file (some of which are very
small) with contributions forfeited before and after dollarisation is shown in the
table below:

Item 2015 2014
US$ and Z$ 31,028 30,952
US$ only 2,099 2,153
Z$ only 370,123 367,467
Total 403,250 400,572

4.9.4	 The contributions relating to the members in the table above are shown in the
table below:

2015
Z$ US$

2014
Z$ US$

US$ and Z$ 596,712,532,734 1,398,751 596,712,532,734 1,394,642
US$ only 113,024 66,435
Z$ only 1,828,069,073 1,828,069,073
Total 598,540,601,807 1,511,775 598,540,601,807 1,461,077

8
	 ("1

	 0 0

PENTACT



5 ASSETS AND ACCOUNTS

	

5.1	 Details of the market values of the assets and the income and expenditure of the Fund
for the year ended 31 December 2015 were taken from the audited accounts.

	

5.2	 The income and expenditure accounts are as follows:

Actuarial value at start of year
Less revaluation reserve
Less death benefit reserve

2015
$

26,676,758
-55,030

-121,576

2014
$

22,381,566
-55,030

-236,828
26,500,152 22,089,708

PLUS
Members' contributions 1,600,718 1,854,600
Employers' contributions 1,600,718 1,854,600
Transfers - -
Sundry income 13,606 25,894

3,215,042 3,735,094
LESS
Pension payments 216,258 106,404
Lump sum payments on retirement 215,905 169,125
Awards on death 26,599 12,596
Reduction in provision for death benefits 23,758 -115,257
Lump sum payments on resignation 961,468 773,223
Expenses 2,241,736 2,218,802

3,685,724 3,164,893
PLUS
Income from investments

Interest 131,077 1 55,417
Dividends 88,403 78,528
Rents - net of operating expenses 767,899 564,932
Search Fees 521 841
Net surplus on sale 0 30,325
Fair value adjustment -2,530,108 3,110,200

-1,542,208 3,840,243

Market value at year end 24,487,262 26,500,152
Plus revaluation reserve 55,030 55,030
Plus death benefit reserves 145,334 121,576
Actuarial value for valuation purposes 24,687,626 26,676,758
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5.3 The market values of the assets provided by the Fund, together with those used in the
previous valuation, are as follows:

31 December 2015 31 December 2014
Approved assets 531,304 2.1% 361,128 1.3%

Equities 2,880,931 11.7% 4,153,668 15.6%

Property 17,500,000 70.9% 17,650,000 66.2%

Property written down - 0.0% -500,000 -1.9%

Property not producing rental
income

3,450,000 14.0% 3,271,928 12.3%

Money market 374,515 1.5% 265,677 1.0%

Cash 203,189 0.8% 93,151 0.3%

Computers 40,603 0.2% 38,765 0.1%

Office equipment 35,373 0.1% 43,387 0.2%

Motor vehicles 1 0.0% 84,540 0.3%

Inventories 66,430 0.3% 6,321 0.0%

Sundry debtors 2,124,966 8.6% 2,125,989 8.0%

27,207,312 110.2% 27,594,554 103.4%

Less Sundry Creditors -2,720,050 -11.0% -1,094,402 -4.1%

24,487,262 99.2% 26,500,152 99.3%

Plus revaluation reserve 55,030 0.2% 55,030 0.2%

Plus death benefit reserve 145,334 0.6% 121,576 0.5%

Actuarial value 24,687,626 /00.0% 26,676,758 100.0%

	

5.4	 A breakdown of the property values and a comparison with the requirements set out by
the Commissioner in circulars can be found in Annexure 4.

	

5.5	 Equity is invested through ABC Asset Managers, Datvest, Ecobank, Smartvest and by
in-house management.

	

5.6	 The annual rate of return, based on the market value of the assets was -1.0% (compared
to 16.4% for 2014). These returns are highly dependent on the values placed on the
property. The annual rate of return, based on the actuarial value of the assets
was -0.9%

10
	 00000

PENTACT



6 VALUATION METHOD

	6.1	 As set out in section 1.2.1, the first objective of this valuation is to examine the financial
state of the Fund as at the valuation date in order to recommend what bonus should be
added to the benefits accrued up to that date.

	

6.2	 Valuation of liabilities

	6.2.1	 Liabilities exist for the following categories of members:

6.2.1.1 Active contributing members (current contributors);

6.2.1.2 Members who ceased to contribute within the last 3 years but have not
received a benefit (also current contributors);

6.2.1.3 Members who ceased to contribute more than 3 years ago but have not
received a benefit (forfeits);

6.2.1.4 Members who ceased to contribute at any time and requested that their
monies be held in the Fund pending their attaining retirement age
(deferred pensioners);

6.2.1.5 Members who ceased to contribute and received a benefit based on the
member's contributions but left the employer contributions in the
Fund (also deferred pensioners);

6.2.1.6 Members who retired and are in receipt of a pension (retiral
pensioners);

6.2.1.7 Dependants of members who died and are in receipt of a pension
purchased with the lump sum death benefit (fixed term pensioners);

6.2.1.8 Dependants of members who died for whom the benefit has not yet
been finalised (outstanding deaths);

6.2.1.9 In cases where members are paid a benefit based on the interim rates
of return and bonuses and the final rates are higher than the interim
rates, a top up benefit is payable (paid exits).

6.2.1.10 No members have made or are making additional voluntary
contributions or have transferred monies into the Fund to secure
pension benefits.

	

6.2.2	 Current contributors: each member's accrued pension is calculated at the
valuation date based on the contribution data provided, (including bonuses to
3 I December 2014). This pension is then valued allowing for the probability of
payments being made in each year from age 60 and future investment earnings.
An uncertainty loading is applied in respect of Z$ contributions and
contributions paid in 2009. The assumptions made in calculating the benefits
and their current value are discussed in section 7 and summarised in
Annexure 5.
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6.2.3 Forfeits: are valued as follows:

â For members with forfeited balances prior to 1 January 2009 the liability
for the reinstatement of a forfeited member will be on average equal to 1

month's contribution for the average member in the current year and that
2% of members currently on the forfeited ledger will be reinstated in the
future.

â For members with forfeited balances in US$ the liability will be 50% of the
contributions without interest or bonus.

We have retained this method for this valuation.

6.2.4 Deferred pensioners: are valued by converting the contributions at the date of
exit to a pension. Where the date of exit is prior to 31 December 2008, that
pension is converted to US$. The value of the pension is calculated as for the
current contributors.

6.2.5 Retiral and fixed term pensions: the pension is been valued by discounting the
payments due in future years to the valuation date after making appropriate
allowances for the probability of these particular payments arising. Pension
increases are allowed for by discounting at a rate of interest lower than that
which is expected to be earned on the Fund. All pensioners have been valued
including those which have been suspended because proof of existence has not
been supplied.

6.2.6 Outstanding death benefits: are valued by adding interest to the benefit at the
date of death.

6.2.7 Paid exits: are valued by adding interest to the benefit at the previous valuation
date and deducting the value of the benefit already paid with interest.

6.3 The valuation of assets

6.3.1 The method of valuing assets at the previous valuation was to take the assets at
market value (after adding back the accounting provision for death in service
benefits) with a reserve of 15% of the market value of the assets.

6.3.2 At this valuation we have used the same method of valuing the assets except
that we have added the reserve to the liability side of the balance sheet for
clarity.

6.3.3 The effect of this change is to increase both the assets and liabilities by the
same amount so that while it does not affect the actual value of the surplus or
shortfall it does change the funding level.

6.3.4 We believe that this method of valuing the assets is compatible with the method
of valuing the liabilities.
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6.4 Reserves

	6.4.1	 In addition to the loadings described above, specific reserves have been
established as follows:

6.4.1.1 Death in service: 10% of the value of the benefits for members on the
current contributors' file;

6.4.1.2 Expenses: 4% of all liabilities except for the liability 	 for the
reinstatement of forfeited contributions and the reserves;

6.4.1.3 Asset reserves: 15% of the market value of the assets.

	

6.4.2	 These reserves cover possible future requirements of the Fund as follows:

6.4.2.1 providing for the cost of salary related benefits over and above those
allowed for in the valuation basis;

6.4.2.2 providing for the expenses of the Fund over and above those allowed
for in the valuation basis;

6.4.2.3 protecting against the downturn of market values or the loss in value
of an asset due to the failure of the underlying company.

	

6.4.3	 In addition they also provide for:

6.4.3.1 smoothing of future bonuses;

6.4.3.2 pensioner longevity liabilities;

6.4.3.3 problems relating to data uncertainties;

6.4.3.4 other unexpected liabilities.

6.5 The discontinuance valuation

	6.5.1	 With regard to the discontinuance valuation, it is our understanding that on
discontinuance of the Fund (in accordance with clause 26) members in service
would be entitled to their deferred annuities, including bonuses secured up to
the valuation date. Each member's liability should not be less than the benefit
which each member is entitled to on withdrawal.

	

6.5.2	 At present we are not aware of any company offering deferred annuity
contracts. If however a deferred or current annuity were to be purchased from
a third party the cost is likely to be greater than the values calculated in terms
of the basis and assumptions detailed in this report and there may be a shortfall.

	

6.5.3	 The liability for death in service benefits will however fall away as would the
need for reserves.
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7 VALUATION BASIS

	7.1	 Outline

The valuation basis combines all those items of future experience on which it is
necessary to make assumptions in order to calculate the liabilities of the Fund. In
addition we have included the basis on which data assumptions are made. The various
items involved in the valuation basis are discussed in sections 7.2 to 7.11.

	

7.2	 Rate of return

The annual rate of return, based on the market value of the assets was -1.0% (compared
to 16.4% for 2014).

It must be appreciated that the choice of the rate of return will affect the amount of
surplus shown in the valuation results.

It is reasonable to desire that the surplus, and therefore the bonus, will emerge from
valuation to valuation in a steady fashion rather than being very high at one time and
very low, or non-existent, at another.

If a lower rate of return is adopted at this valuation the surplus will be smaller than if the
same rate of return as used at the previous valuation is adopted, and the bonus that could
be granted would be correspondingly smaller with future bonuses being greater than
they otherwise would have been. The aim is to ensure members are treated equitably
while maintaining a steady distribution of bonus.

We are now 7 years into the multi-currency environment and given the low levels of
inflation and high levels of inflation, consideration should perhaps be given to adopting
a lower rate of interest than 5%. If a lower rate were adopted, this would have
implications for the financial position of the Fund and the rates at which pensions were
secured.

This will require further investigation so for the time being we have retained 5% p.a.
compound as the rate of return for the current valuation.

The rates of return on market value for previous years are given in Table 4 of
Annexure 7.

	

7.3	 Age assumption

Where the member's date of birth is not supplied or is out of range an assumption is
required relating to the members age at the valuation. In previous valuations, where the
date of birth was not supplied or was outside a reasonable range, we assumed that the
member was age 30 at the date of joining the Fund. For the few cases where the date of
joining the Fund was not supplied or outside reasonable limits we assumed that the
member was age 40 at the valuation date.

The actual data for members with a valid date of birth show that the average age at the
valuation date is 35 and the average age at entry is 31, we have retained these
assumptions for this valuation.
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A further assumption is required relating to the contributions made in Zimbabwe dollars
and converted as at 31 December 2008. For this we have assumed that all contributions
were made half way through pre-dollarisation service. No change has been made to this
assumption.

7.4 Uncertainty loading

On conversion of the Fund liabilities to US$ there were considerable problems in
dealing with the large number of members and the long contribution history including
the problems of 4 currency revaluations.

In the 4 year period following dollarisation there was considerable variability in the
total contributions for the pre-dollarisation period. To obtain the liability we matched
membership data to that used for the conversion valuation and took the pre-dollarisation
contributions for the matched cases as the maximum of that on the conversion record
and that provided for the latest valuation.

In the valuation for 2012 we decided that, rather than matching data, we would
introduce an uncertainty loading to be applied to the data provided. This loading was
calculated by estimating the average liability for I year post dollarisation and matching
it to the pre dollarisation averages. In addition the 2009 contributions looked very low
and a similar loading was applied to these.

This loading was set at 170% of the pre-dollarisation liabilities and 20% of the 2009
liabilities.

Of the 3394 members present in 2014 still present in 2015 with Z$ contributions, the
Z$ contributions have changed in 44 cases.

Of the 3,828 members present in 2014 still present in 2015 with 2009 contributions, the
2009 contributions have changed in 8 cases.

This is an indication that the position has now stabilised and that the loadings could be
reduced or removed.

However, at this stage, particularly given the difficult economic situation and outlook,
we recommend that these loadings are retained.

7.5 Mortality assumption for death in service benefits

The cost to the Fund of paying death benefits as a multiple of salary is dependent on
five major factors:

the levels of salary being paid to members;

the level of cover (which in turn is dependent on the period for which
contributions have been paid);

the number of members covered;

the underlying mortality rate of the membership;
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(e) the number of death claims accepted for benefits as a multiple of salary which
in turn is dependant on the degree of control in accepting death claims for
payment.

No specific mortality table is used for death in service, instead a reserve is calculated as
detailed in section 6.4.1.1.

We feel, given the nature of the Fund, that this is an appropriate method of allowing for
the self-insurance of these benefits and have decided to retain this reserve.

7.6 Mortality of pensioners who retired

A mortality assumption is made in respect of members retiring. At the previous
valuation we used the a(55) male Ultimate tables for all members. For this valuation we
have used the same tables allowing for gender.

During the inter valuation period 1 pensioner death was reported, compared with an
expected number of 9.2. This is the third year in which the actual number of deaths has
been significantly lower than the expected.

We have retained the mortality table used at the previous valuation; however, we
recommend that consideration should be given in the future to using lighter mortality.

7.7 Mortality of pensioners in receipt of a fixed term pension

When the death of a pensioner, who is the beneficiary of a member who died in service
and who is in receipt of a fixed term pension occurs, the balance of the lump sum death
benefit is payable. Thus no allowance is made for mortality when calculating the
pension nor when valuing the pension payable and no surplus or strain arises on the
death of these pensioners.

7.8 Expenses

The benefit tables make an allowance of 5% of the contributions for expenses. There is
also another margin regarding expenses in that the benefit tables are calculated based on
interest at 4.5% whereas the benefits have been valued at 5% p.a. compound. In
addition, a reserve is calculated as detailed in section 6.4.1.2.

Although the actual regular expenses of the Fund shown in the table in section 5.2 have
increased by 1% over the 2014 levels, these expenses include the one off redundancy
costs of $209,258. If these are removed, expenses have decreased by 8% over the 2014
levels. However contribution income has decreased by 14% and thus expenses as a
percentage of contributions have increased from 60% in 2014 to 63% in 2015.

This level is still extremely high in relation to the allowances and reserves and is
discussed further in section 9 and section 5 of Annexure 4.

Actual expenses, expressed as a percentage of contributions, since 1 January 1984 are
shown in table 5 of Annexure 7.
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7.9 Discretionary increases in benefits

We have made no allowance for discretionary increases in benefits apart from the
implicit allowance for future bonuses and pension increases which arises from using a
low valuation rate of interest.

7.10 Taxation

No allowance has been made for possible future taxation of pension fund income.

7.11 Critical assumptions

The value of the assets and liabilities and hence of the recommended bonus are
particularly sensitive to changes in some of the assumptions made and in particular the
following:

	

7.11.1	 the method used in valuing the assets outlined in section 6.3 and the levels of
reserves outlined in section 6.4;

	

7.11.2	 the value placed on pre dollarisation and 2009 liabilities including the value of
contributions and the loadings used;

	

7.11.3	 the method of estimating the member's age where data is not provided;

	

7.11.4	 the method of valuing the pre-dollarisation liabilities based on an average age;

	

7.11.5	 the method of valuing the liability for reinstatement of forfeited contributions;

	

7.11.6	 the assumed underlying pre and post retirement interest rates shown in
Annexure 5.
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8 VALUATION RESULTS

	8.1	 Ongoing liabilities

A summary of the results from the calculation of the ongoing liabilities are shown in the
table below. The figures for 31 December 2014, before and after the award pension
increases and bonuses, are included for comparison.

	

8.2	 Ongoing valuation

The results of the current valuation as at 31 December 2015 are shown using the same
assumptions with respect to reserves as used in the valuation as at 31 December 2014
are shown below:

TABLE OF LIABILITIES 2015 2014 2014
Interest 0% 11% 0%
Bonus 0% 6% 0%
Pension increase 0% 6% 0%
Asset reserve percentage 15% 15% 10%

$'000 $'000 $'000
Current pensions in payment 1,183 1,193 1,126
Deferred pensioners 876 699 658
Outstanding death benefits 156 224 202
Current contributors 18,197 17,647 16,647
Forfeits 853 133 133
Provision for interest to leavers 0 142 0
Reserve — expenses 816 799 745
Reserve — death in service 1,907 1,831 1,730
Reserve — asset changes 3,703 4,002 2,668
Value of Liabilities 27,691 26,670 23,909

Actuarial value of assets 24,688 26,677 26,677

Surplus -3,003 7 2,768

Funding level 89% 100% 112%

A further breakdown of the liabilities for the pensioners, contributing members and
reserves together with a summary of the Fund's replacement ratios can be found in
Annexure 6.

In addition we have allocated, where possible, each liability of the Fund to the age of
the person to which it applies and the results are shown in Annexure 6.

8.3 Analysis of surplus

Before discussing the implications of the results of the valuation it is useful to identify
the sources of surplus and strain leading to the figures above. An approximate analysis
of the surplus arising at this valuation indicates that the contributions to the current
position are as shown in the following table:
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2015
$ '000

2014
$ '000

SOURCES OF PROFIT
Net Surplus brought forward 7 18

2 Withdrawal profit 399 584

3 Decrease in asset reserves 499 -318
4 Margin in benefit tables 243 253
5 Sundry Income not contributions 26

SOURCES OF STRAIN
6 Pensioner mortality -3 -2
7 Change to gender specific rates - 5
8 Forfeits -59 12
9 Death in service -109 19

10 Bonus on contributions received late -155 -67
11 Investment losses -2,461 2,943
12 Expenses -2,213 -2,460

13 Residual 854 1,760
Total -3,003 2,768

8.3.1	 Surplus brought forward

The surplus at the last valuation, after the reserves are adjusted and the bonus
and pension increases declared, is the initial contribution to the surplus.

8.3.2	 Withdrawals

The excess of the liability at the previous valuation over the benefits paid or
preserved in respect of withdrawing members is a positive contribution to the
surplus.

8.3.3	 Decrease in asset reserves

The decrease in the reserves du..! to the decrease in the market value of the
assets is a positive contribution to the surplus.

8.3.4	 Margin in benefit tables

The effect of the interest rate margin of 0.5% in the benefit tables is also a
positive contribution to surplus. This can be thought of as an indirect allowance
towards expenses or death benefits.

8.3.5	 Sundry Income not contributions

In 2014, sundry income was received with no related benefit liability. This is
therefore a small positive contribution to the surplus.
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8.3.6	 Pensioner mortality

Although the number of pensioners is too small to provide a base for statistical
comment, the use of annuity rates assumes a small percentage of pensioners
die. If the actual reduction in the liability is less than expected, the result is a
negative contribution to the surplus.

	

8.3.7	 Change to gender specific rates

The liability for pensions in payment to pensioners who retired for the Fund are
now based on gender specific rates. This is consistent with the method used to
calculate the benefit and the value thereof in individual cases.

	

8.3.8	 Forfeitures

Normally, the release of the liability at the previous valuation, offset by the
liability created to cover future reinstatement, would be a positive contribution
to the surplus. However at this valuation the increase in the number of
members on the forfeit register could not be balanced with the exits from the
mainline valuation and as a result there is a negative contribution to the surplus.

	

8.3.9	 Death in service

This item shows the impact of the increase in the reserve for death in service
benefits caused by the increase in the liability for current contributors, after
adjustment for the excess of the benefits paid or the outstanding death benefit
liability in respect of members dying in service over the allowance of 2% of

contributions.

	

8.3.10	 Bonus on contributions received late

As the actual contributions received late were identified from the data provided
by the Fund we are able to calculate the effect of crediting these with the
bonuses already declared.

	

8.3.1 1	 Investment losses

Investment returns on the assets both due to decreasing values as well as direct
investment income were less than the 5% assumed in the valuation basis for
current contributors, deferred pensioners and pensioners and is thus a source of
strain to the Fund.

	

8.3.12	 Expenses

Expenses through the valuation period continued to remain high in relation to
the contributions paid and hence exceed the margin allowed for expenses in the
benefit tables. In addition there \ A as an increase in the reserve for expenses as a
result of the increase in the total liabilities. The net effect was a very significant
reduction in surplus.
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8.3.13 Residual

The residual item arises from approximations as well as factors too small to be
specifically itemised above.
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9 COMAENTS

9.1 Critical issues in discussing the current and future position of the Fund

Three of the four critical facts impacting on the past experience and expected future
experience of the Fund mentioned in the previous report are the same, namely that:

	

9.1.1	 there still exists some uncertainty regarding all the pre-dollarisation and 2009
data and hence the value of the liabilities;

	

9.1.2	 the Fund is heavily invested in properties, a significant percentage (16%) of
which is non-income generating;

	

9.1.3	 the unsustainably high level of expenses of the Fund in relation to the
contributions received.

9.2 Additional issues to be considered

	9.2.1	 The reserves have been established to cover certain possible future issues faced
by the Fund as described in section 6.4 and quantified in section 1 of
Annexure 6.

	

9.2.2	 The loadings for pre dollarisation and 2009 benefits are now less significant as
post dollarisation contributions continue to accumulate, and the data cleaning
exercises are resulting in less volatility in the data for these years.

	

9.2.3	 The outlook for returns on pension funds in 2016 is again poor, with the 13.6%
fall in the industrial index to 31 August 2016 and problems in receiving rental
income due.

	

9.2.4	 The valuation basis assumes interest of 5% p.a. will be earned on the assets of
the Fund backing both pre and post retirement pension liabilities. This interest
must be earned on the assets before a bonus can be declared.

	

9.2.5	 The interest credited to benefits of members on withdrawal is linked to the
actual interest earned on the Funa.

	

9.2.6	 Although the contributions are defined in the rules, once they are received the
pension payable is also defined in terms of the rules. In addition there are
benefits which are partly salary related, namely the death in service benefit.

	

9.2.7	 The Fund is then, as far as these benefits is concerned, a Defined Benefit (DB)
plan, but unlike most DB plans there is no obligation on the employers to
contribute more money if the Fund's financial position becomes weak as a
result of strains. All the liabilities must be met from current assets, investment
income and reserves.

	

9.2.8	 Given the dependence of the liabilities on the contributions paid, it is important
to ensure that for all the contributions reflected in the accounts, a liability is
established. This aspect has been raised with the Fund as discussed in
section 1.4 of Annexure 3.
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9.2.9 A further consideration when declaring a bonus is that all members should be
treated in an equitable manner. This includes those with pre-dollarisation
liabilities, unpaid benefits, current pensioners and members who have left and
received a benefit.

9.3 Reserve, pension increase and bonus options resulting from the current position

9.3.1 The current position is that based on the results set out in section 8.2, the Fund
has a shortfall of just over $3 million.

9.3.2 The two main options available are:

9.3.2.1 to reduce the asset reserve for bonus and interest smoothing; or

9.3.2.2 to declare negative interf,:st and bonus rates.

9.3.3 We have assumed that reductions in pensions currently being paid are not
possible and we do not recommend reducing the levels of the loadings.

9.3.4 In the table below, we show various options, which we have labelled A, B, C
and D for ease of discussion.

9.3.5 Column A shows the main valuation results as set out in section 8.2.

9.3.6 In column B, we show the impact of declaring 0% bonus and interest rates and
no pension increase and simply reducing the asset reserve to cover the deficit.
This results in a low reserve of 2.8% of the actuarial value of the assets. This
leaves the Fund with significantly less capacity to meet adverse financial or
demographic experience in the future.

9.3.7 Column C shows the impact of negative interest equal to the return earned on
the Fund's assets of -1%. Retaining an asset reserve of 15% leads to a funding
level of 94% and a deficit of $1,513,000.

9.3.8 Finally, column D shows the impact of negative interest (-1%) and bonuses
(-7%) and a reduced reserve (8.8% of the actuarial value), which leaves the
Fund 100% funded.

9.3.9 Clearly other combinations of reserve, interest and bonus are possible.
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2015 TABLE OF
LIABILITIES

Main
results

Main
results with

reduced
reserve

Fund
interest,

reserve at
15%

Fund
interest,

reserve at
8.8%

A B C 1)
Interest 0% 0% - 1% -1 %

Bonus 0% 0% -7% -7%

Pension increase 0% 0% 0% 0%

Asset reserve percentage 15.0% 2.8% 15.0% 8.8%

$'000 $'000 $'000 $'000
Current pensions in payment 1,183 1,183 1,183 1,183

Deferred pensioners 876 876 839 839

Outstanding death benefits 156 156 156 156

Current contributors 18,197 18,197 16,926 1 6,926

Forfeits 853 853 853 853

Provision for interest to leavers 0 0 0 0

Reserve — expenses 816 816 764 764

Reserve — death in service 1,907 1,907 1,777 1,777

Reserve — asset changes 3,703 700 3,703 2,173

Value of Liabilities 27,691 24,688 26,201 24,671

Market value of assets 24,688 24,688 24,688 24,688

Surplus -3,003 0 -1,513 17

Funding level 89% 100% 94% 100%

9.4 Interim bonuses and interest rates

9.4.1 Consideration needs to be given to an interim bonus and the period for which it
will apply.

9.4.2 Factors affecting the decision are:

9.4.2.1 the liabilities of the Fund include the refund of employer contributions
on withdrawal, with interest on contributions equal to the rate earned
by the Fund;

9.4.2.2 the drop in equity values since 1 January 2016;

9.4.2.3 the proportion of assets held in non-income producing properties;

9.4.2.4 the unsustainably high level of expenses;
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9.4.2.5 the problems inherent in declaring a negative interim rate.

9.4.3 At this stage, we have no information about the performance of the Fund's
properties during 2016.

9.4.4 We recommend that an interim interest rate of 0% p.a. is used to calculate
withdrawal benefits and an interim bonus of 0% p.a. is used when calculating
pension benefits.

9.5 The future of the Fund

9.5.1 The contribution rates to the Fund and the rates at which deferred annuities are
calculated have not been amended since the Fund was established in 1969.

9.5.2 Benefits provided by the Fund have been amended by legislation to include:

9.5.2.1 changing the interest credited to contributions from to 2% for each
year of service to Fund interest;

9.5.2.2 the additional benefit payable on withdrawal in terms of the
Commissioner's scale.

9.5.3 It should be noted that neither the contribution rates nor the rates at which
deferred annuities are calculated were amended as a result of these benefit
improvements. Instead additional costs were met from investment income.

9.5.4 Expense levels continue to be a significant cost to the Fund.

9.5.5 This subject was discussed in depth in the valuation reports as at 31 December
2013.

9.5.6 Consideration should now be given to reviewing the benefit design of the Fund
including a move to a pure defined contribution fund; however this will not
alleviate the problems relating to expenses.
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10 RECOMMENDATIONS

10.1 The following recommendations are based on the information provided by the Fund and
the assumptions outlined in this report.

10.2 After discussions the Trustees elected that:

10.2.1 the interest declared for the year ended 31 December 2015 is 0%;

10.2.2 the bonus rate declared for the year ended 31 December 2015 is 0%;

10.2.3 pensions in payment are not increased.

10.3 As a result of these decisions, the level of reserves as at 31 December 2015 reduces to
2.8% of the value of the assets.

10.4 The Trustees also agreed that:

10.4.1 the interim interest to be used for the future should be 0% p.a.;

10.4.2 the interim bonus rate to be used for the future should be 0%;

10.5 In addition we recommend that:

10.5.1 once the draft rules are approved they are issued as a statutory instrument;

10.5.2 the Commissioner is advised of the need to deviate from the investment limits
set and a plan to align portfolio with the requirements is submitted;

10.5.3 further work is undertaken to resolve outstanding data issues;

10.5.4 interim rates are revised based on accounts as at 31 December 2016 prepared
for audit prior to the next valuation;

10.5.5 consideration should be given at some stage to reviewing the benefit design of
the Fund;

10.5.6 the next valuation of the Fund should be effective 31 December 2016

The reduction in the level of reserves leaves the Fund in a weakened position in the event of
adverse experience.

I would be happy to present this report to the Trustees, to provide professional input and
advice with respect to the report and to discuss any implications with them if required.

Yours faithfully,

For and on behalf of
Pentact (Private) Limited,

MA HYDE
FELLOW OF THE INSTITUTE OF ACTUARIES AND
FELLOW OF THE ACTUARIAL SOCIETY OF SOUTH AFRICA
For the purposes of professional regulation my professional regulator is the Actuarial Society of South Africa.
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ANNEXURE 1
CONTRIBUTION RATES AND BENEFITS

This is a summary of the rules dated 7th May 2014 and submitted to the Commissioner of
Insurance and Pension and Provident Funds for approval.

A1.1. Definitions

Joint accumulated contributions: 	 the total of the contributions made	 by the
employer and the member together with interest
that would have been earned by the Fund.

Member's accumulated contributions: the deductions made from the member's wages
together with interest that would have been
earned by the Fund.

Normal retirement date:	 the first day of the month next following
attainment of age 60.

A1.2. Membership

Eligible employees are persons who are aged not less than 16 or more than 60 and who
are employed in any of the designated trades or workers' grades in the Construction
Industry for whom wages are prescribed in a parallel agreement.

Voluntary membership is permitted, with the Trustees' approval, for people who are
engaged in the Construction Industry but who do not fall under any of the designated
trades or workers grades. Both members and employers are bound by the provisions of
the Agreement.

A1.3. Contributions

Members and employers each contribute to the Fund at the rate of 5% of the member's
wage.

Contributions are applied to purchase amounts of pension payable from normal
retirement age.

We understand that these rates allow for 5% of the contributions to be applied to
expenses and 2% for death in service benefits.

A1.4. Normal Retirement

On normal retirement the pension payable is equal to the amount of pension purchased
by the total of the contributions made by the employer and the member, according to
factors set out in the Annexures to the Agreement, and increased by bonuses declared
from time to time.
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A1.5. Early Retirement

Early retirement is permitted after age 55. The amount of pension payable is the
amount calculated as for normal retirement reduced by a factor depending on the age
at retirement.

A1.6. Ill-health Early Retirement

Retirement on grounds of ill-health is permitted after age 50, with the consent of the
employer, if the member has completed 15 years' service. The amount of the pension
is calculated as for early retirement.

Should the member be under age 50 or not have completed 15 years' service, the
member's joint accumulated contributions are, with the consent of the Trustees,
payable. The Trustees may decide if the amount should be paid as a lump sum or in
the form of a pension.

A1.7. Late Retirement

Late retirement is permitted, with the written agreement of the employer and member,
up to age 65 and contributions continue.

The pension payable is equal to the pension purchased at normal retirement age,
increased by appropriate factors as set out in the Agreement, PLUS the pension
purchased by contributions made in respect of the member after normal retirement age
increased by special factors which apply to these contributions.

A1.8. Commutation

A member may commute up to 1/3rd of his pension for a lump sum. If the pension is
less than an amount specified by the Commissioner of Insurance and Pension Funds
from time to time, the whole of the pension may be commuted for a lump sum
provided that the pension after commutation should not be less than that amount.

A1.9. Death in Service

On death in service the following benefi t is payable:

for a contributing member with 60 months or more of contributions without receipt
of a benefit: twice the member's annual pensionable emoluments.

for a contributing member with less than 60 months of contributions without
receipt of a benefit: once times the member's annual pensionable emoluments.

iii. All other members: the joint accumulated contributions.

A member is deemed to be a contributing member for the purposes of calculation of
death benefits if the period between the last contribution and the date of death is at
most 36 days.

This benefit may be paid as a lump sum or used to purchase a pension payable for a
defined number of years or a combination of the two methods of payment.
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A1.10. Death in Retirement

On the death of a member in retirement the balance, if any, of 60 monthly payments of
pension will be paid.

If the member had elected a joint and survivorship option the pension payable to the
nominated dependant will commence immediately or, if 60 monthly payments of the
member's pension have not been made, at the end of the 60 month period.

A1.11. Leaving Service

On leaving service a basic benefit equal to the member's accumulated contributions is
payable. If the member has completed 5 or more years of service an additional amount
equal to a percentage of the member's own contributions with interest is also payable,
up to a maximum of 100%, after fifteen years' service.

The member may elect to receive a deferred pension payable from normal retirement
date based on the total amount payable or a refund of the basic benefit in cash and a
deferred pension based on the additional amount payable. Any deferred pension is
retained within the Fund or transferred to another registered fund.
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ANNEXURE 2
MEMBERSHIP RECONCILIATION

The membership data provided for the valuation has been reconciled with that provided for
the previous valuation as follows.

A2.1. CONTRIBUTORS' FILE

Following the removal of members with zero contribution records, we matched
contributing members to those in the 2014 valuation based on account numbers.

The reconciliation of current contributors' data is shown below:

Number
In force at 31 December 2014 	 47,026
PLUS
New records	 4,981
Back as current contributors	 318
Reinstated	 124

5,423
LESS
Retiral on pension	 7
Retiral on full commutation	 295
Retiral on ill-health pension	 5
Death with spouse's pension	 11
Death with lump sum or refund	 50
Death transferred to outstanding death benefits 	 32
Refund of benefit 	 2,423
Refund paid with preserved portion 	 203
Duplicates	 50
Other exits	 324

3,400

In force at 31 December 2015
	

49,049

A2.2. RETIRAL PENSIONERS

PENSIONER SUMMARY — RETIRALS	 Number
In force 31 December 2014 	 131
PLUS	 Retirals with pensions	 +7
LESS	 Duplicate
LESS	 Full commutations	 -1

In force 31 December 2015 	 136
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PENSIONER SUMMARY — FIXED TERM
In force 31 December 2014
PLUS New fixed term pension
LESS Pensions exceeding fixed term
In force 31 December 2015

Number
153
+19
-17
155

A2.3. FIXED TERM PENSIONS

A2.4. DEFERRED PENSIONERS

2008 and	 2009 and	 total
earlier	 later

In force 31 December 2014	 7,089	 338	 7,427
PLUS New deferred records	 -	 +203	 +203
LESS No longer on tile
In force 31 December 2015

	
7,089	 541	 7,630

A2.5. OUTSTANDING DEATH BENEFITS

Number

As at 31 December 2014
	

96
PLUS	 New cases	 +81
PLUS	 Omitted at 31 December 2014

	
+12

LESS	 Transferred to forfeits	 -22

LESS	 Finalised on pension* 	 -17
LESS	 Finalised with lump sum	 -67

As at 31 December 2015
	

83
* in 2 cases finalised on pension, the pension was split between 2 spouses.

A2.6. FORFEITS REGISTER

No reconciliation has been done.

Number

Non-zero records as at 31 December 2014
	

400,572

Non-zero records as at 31 December 2015
	

403,250

Note: duplicate records are possible should a member leave, re-join and then leave
again.

A2.7. ADDITIONAL VOLUNTARY CONTRIBUTIONS

No members are making additional voluntary contributions.

A2.8. BENEFITS TRANSFERRED IN

No members have benefits transferred to the Fund.
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Changes in data from 2014 to 2015
Number of	 Change in

records	 contribution*
Name
ID number
Valid date of birth
Gender
Z$ contributions
2009 contributions
2010 contributions
2011 contributions
2012 contributions
2013 contributions
2014 contributions

5,049
12
9
8

44
8

13
235
350
778

1,286

$1,640
$688
$957

$7,856
$15,408
$38,556
$64,638

ANNEXURE 3
MEMBERSHIP DATA ISSUES

A3.1. CONTRIBUTORS' FILE

For this valuation we have been supplied with the member's national identity number,
account number, name, date of birth, date of joining the Fund, accumulated
contributions as at 31 December 2008 (in Z$ and US$) and the annual contributions
for each year from 2009 to 2015.

A3.1.1. Numbers of members with changed data

Data for 43,756 records after the removal of those with no contribution records was
matched to 2014 data based on the member's account number. Changes in data were
recorded as follows:

* Note: The date of joining the scheme / the date of first contribution is calculated from
the data supplied.

Changes in data may be as a result of improvement in the data, including reallocation
of contributions from one year to another. These changes do however affect the results
of the valuation.

A3.1.2. Date of birth

The numbers and percentages with a valid date of birth are shown in the table below.

Year
Number with a

valid date of birth

Total number of
current

contributors

Percentage with a
valid date of birth

2010 5,157 28,515 18%
2011 6,242 39,893 16%
2012 5,305 44,717 12%
2013 9,459 48,241 20%
2014 17,578 47,026 37%
2015 17,216 49,049 35%
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This is still a very low percentage; however of the 5,022 new records not included in
the data only 2 did not have a valid date of birth.

As the pension purchased depends on the age of the member, it is important that
efforts to collect this information from all members continue.

For members with a valid date the average age at the valuation date has increased from
35 years 1 month as at 31 December 2014 to 35 years 10 months at this valuation.

A3.1.3. Date of joining the Fund

This is required when calculating the employer portion of the withdrawal benefit
which is based on contributory service.

As the date of joining the Fund held on computer was again not supplied, we have
taken this opportunity to introduce a new data field, namely year of first contribution.
This is possible as, following the dollarisation of the Fund, data for each year is
maintained as a separate field.

For those with contributions prior to dollarisation we have used the date supplied at
previous valuations and for those where this was not supplied or invalid (e.g. after
2008) we have assumed 10 years' service prior to dollarisation.

A3.1.4. Contributions

From the data provided the following numbers have been extracted:

2015 contributions in the membership data
Back and reinstated paid 	 10,842
New, back and reinstated	 380,138
Present last valuation and paid	 26,346
Present at both valuations	 1,496,803 

1,914,129

The accounts show total contributions of $3,201,436.

The difference is $1,287,307 which represents 60% of the contributions credited to the
Fund.

A breakdown of the contributions received into the year for which they were due has
been requested in order to evaluate the significance of this discrepancy.

A3.1.5. Comparison with previous records

Matching of contributions to 2014 records showed reasonable consistency and
although the low level of the US$ value of the pre-dollarisation contributions is still of
some concern, it is becoming less significant as time passes.
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A3.1.6. Zero contribution records

As mentioned in section 4.5.3, 5,022 records for new entrants were removed as there
were no contributions attached to these records. In addition, there are 17,101 records
with no contributions within the last 3 years.

A3.2. PENSIONERS

The term for which the pension is payable for 16 of the fixed term pensioners has been
exceeded and although data for these members was provided it is not included in the
figures in section 4.7.1. as the value of these pensions is nil. The liability for back
payments for these and suspended pensioners has however been calculated and
included as a liability.

In the retiral data there is one member who is recorded with a 15 year guarantee
period. This is a change from the data provided for the 2014 valuation, and the
pension has been valued with a 5 year guarantee period.

A3.3. DEFERRED MEMBERS

For the deferred members the data is split between members with benefits preserved
prior to dollarisation and members with benefits preserved after dollarisation.

Of the 7,089 members whose benefits arose prior to dollarisation, 2,232 are now over
age 60 and therefore eligible to claim their retiral benefit. Similarly of the 541
deferred pensions since 1 January 2009, 2 are now over age 60.

A3.4. OUTSTANDING DEATH BENEFITS

Of the 96 cases on record at the previous valuation 22 were unresolved and transferred
to the forfeits register, 6 were finalised and the spouses are receiving a pension, 17
were finalised and the spouses received a lump sum and 51 are still outstanding. All
the death cases have a date of notification and date of death after 1 January 2013.

A3.5. FORFEITS

No reconciliation has been carried out for these members.

A3.6. PAID EXITS 

We compared the data on the paid exits file to the data from the previous valuation and
that provided for this valuation to obtain the mode of exit and extracted the figures
shown in section 1 of Annexure 2.

A3.7. GENERAL COMMENT

The data generally shows very good agreement with that provided for the previous
valuation, however the accurate use of a unique identifier is important and the problem
with using ID numbers is that they change when the benefit is paid on the member's
death.
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ANNEXURE 4
FINANCIAL ANALYSIS

A4.1. PROPERTIES

Property values shown in the valuation carried out by ABS have been broken down as
shown below:

Properties 31 December 2015 31 December 2014

Income generating $
% of
total

% of
properly

$ (;,,; of
total

% of

properly

Ardbennie 450,000 1.8% 2.1% 450,000 1. 7% 2.2%

Construction House 12,500,000 50.7% 59.7% 12,000,000 45.0% 58.8%

Mership House 1,200,000 4.9% 5.7% 1,250,000 4.7% 6.1%

Mimosa I louse 1,350,000 5.5% 6.4% 1,500,000 5.6% 7.3%

Windsor House / Msasa House 1,750,000 7.1% 8.4% 1,800,000 6.8% 8.9%

Thorngrove Factory 250,000 1.0% 1.2% 150,000 0.6% 0.7%

17,500,000 71.0% 83.5% 17,150,00() 64.4% 84.0%

Non-income generating

Norton Shopping Mall 230,000 0.9% 1 . I% 518,561 1.9% 2.5%

Stoneridge 3,220,000 13.0% 15.4% 2,753,367 10.3% 13.5%

3,450,000 13.9% 16.5% 3,271,928 12.2% 16.0%

Total property 20,950,000 84.9% 100.0% 20,421,928 76.6% 100.0%

Other assets 3,737,626 15.1% 6,254,830 23.4%

Total 24,687,626 100.0% 26,676,758 100.0%

Growth in rental income since dollarisation (net of bad debts) is shown in the table
below:

Rental income Year on year grow . th
2009 133,713
2010 380,153 184%
2011 722,450 90%
2012 883,686 22%
2013 697,294 -21%
2014 564,932 -19%
2015 767,899 36%

A4.2. PROFESSIONAL REGULATION REQUIREMENTS

In terms of the actuarial standard SAP 201, we are obliged to comment on the
suitability of the Fund's assets in relation to the liabilities. We would like to comment
as follows:

A4.2.I. The assets held by the Fund are largely invested in property with a smaller but
significant percentage in equities.

A4.2.2. We consider it prudent to comment on the concentration of the assets of the Fund in
any particular investment. For this purpose, we have taken any asset which exceeds
10% of the Fund at market value.
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A4.2.3. None of the equity holdings exceed this limit. The largest holdings of equity are in
Delta and National Foods.

A4.2.4. As may be seen from the table in A.4.1, both Construction House and the Stoneridge
development exceed this criterion.

A4.2.5. As the percentage held in property is still very high, the results of this valuation are
heavily dependent on the property values and the Fund is heavily exposed to changes
in value in this sector.

A4.2.6. Concentration of assets in one investment is quite common in Zimbabwean pension
funds and is not necessarily a cause for immediate concern. However with the
changing economic environment, the risks of the high concentration in property should
be brought to the attention of the Trustees so that they may confirm or alter the
arrangement.

A4.3. COMMISSIONER'S REQUIREMENTS

Circular 1 of 2013 from the Commissioner sets out requirements for asset distribution
across various classes of assets.

The split of valuation assets across asset classes (before the deduction of sundry
creditors) is as follows:

Asset class
31 December	 31 December

2015	 2014
Commissioner's

maximum
Prescribed assets 2% 1% 40%

Property 85% 74% 50%
Quoted equities 12% 15% 50%
Unquoted debentures 0% 0% 10%
Money market 1% 1% 45%
Cash 1% 0% 10%
Other -1% 9% 10%

Total 100% 100%

It should be noted that the asset distribution table shows that not all classes of assets
comply with those in the Commissioner's circular and that the percentage in properties
is significantly higher while that in prescribed assets is significantly lower.

In January 2016, the Insurance and Pensions Commission ("IPEC") issued Circular 1
of 2016 which amended the 2013 Circular. The limits above remain unchanged but
each pension fund is to submit its own investment policy in line with its risk profile.
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Other limits imposed by the Commissioner are as follows:

2016 2013
In a single bank 15% 10%
Cash in any one bank 5% 5%
Property and quoted equity 70% 70%
In a single equity counter 15% 10%
In an associated company 10% 10%
In the employer including loans 10% 10%

Where there is need to deviate from the limits an application must be lodged with the
Commissioner, and where these limits cannot be met by 1 April 2016, the Fund must
submit a plan to align its portfolio.

A4.4. INVESTMENT POLICY

The Fund has adopted an Investment Policy Statement prepared by Riscura Consulting
dated July 2015.

We understand that there have been no changes to the investment strategy since the
previous valuation.

A4.5. EXPENSES

As mentioned in section 7.8 the regular expenses of the Fund have decreased by some
8% over the 2014 levels. However as contribution income has also decreased,
expenses as a percentage of contributions have increased from 60% in 2014 to 63% in
2015.

It should be noted that we have not included the cost of staff redundancies amounting
to $209,258 in the above. As this is a non-recurring cost we have not included it in the
following analysis.

We have extracted from the accounts, figures for the top cost centres. These are
shown in the following table:

Cost centres
$ 

2015
% $ 

2014
% Change

Staff costs 1,009,418 50% 1,159,817 52% -13%

Agency fees-National Employment Council 309,376 15% 355,418 16% -13%

Motor vehicle allowance 100,341 5%

Trustees fees and expenses 99,895 5% 138,745 6% -28%

Other 513,448 25% 564,822 26% -9%

Expenses net of redundancy costs 2,032,478 t00% 2,218,802 100% -8%
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The inclusion of the motor vehicle allowances in the table for 2015 should be put into
context by comparing it with costs for 2014 which were hidden in other accounts
figures. These cover motor vehicle repairs and maintenance, depreciation and
insurance and totalled $111,390. The figure above, increased with a cost of $13,634
for repairs, gives a figure for 2015 of $113,975, a small increase.

So while cost control efforts were made by the Fund, the reduction in revenue
outweighed the cost containment efforts. The drive to contain costs in relation to
revenue so that the desired adm in cost ratio is obtained still remains, with management
focusing strongly increasing contribution and investment income as well as reducing
expenditure.
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ANNEXURE 5
SUMMARY OF ACTUARIAL BASIS

A5.1. Valuation rate of return 	 5% p.a. compound for both pre and post retirement
calculations.

A5.2. Gender As the proportion of the membership of the Fund is
still significantly male, the valuation is done assuming
all members are male. Benefits, when paid, are
however calculated allowing for the actual gender of
the member.

A5.3. Allowance for new entrants 	 None

A5.4. Uncertainty loading	 Pre-dollarization 170% of contributions

2009
	

20% of contributions
2010-2015
	

0% of contributions

A5.5. Mortality in retirement 	 a(55) Ultimate tables for annuitants

A5.6. Reserves - future expenses 	 4% of all liabilities except for the in service death and
asset reserves and forfeits.

A5.7. Reserves — death in service	 10% of the value of the benefits for members on the
current contributors' file in respect of the death in
service benefits;

A5.8. Reserves — assets	 15% of the market value of the assets.

A5.9. Reinstatement of forfeitures 	 2% of the average monthly contribution in the current
year per forfeited benefit.

A5.10. Valuation of property	 Market value.

A5.11. Valuation of equities	 Market value.
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ANNEXURE 6
BREAKDOWN OF LIABILITIES

A6.1. BREAKDOWN OF LIABILITIES

The results of the current valuation as at 31 December 2015 shown in section 8.2 are
shown using the same assumptions with respect to reserves as used in the valuation as
at 31 December 2014 are shown below:

TABLE OF LIABILITIES

31 December
2015

(before bonus)
$ '000

31 December
2014

(after bonus)
$'000

31 December
2014

(before bonus)
$'000

Current pensions in payment
Retirals 409 383 361
Death in service 723 655 618
Back payments 51 155 147

1,183 1,193 1,126
Outstanding death benefits 156 224 202
Deferred pensioners
Prior to 1 January 2009 487 467 440
After 1 January 2009 389 232 218

876 699 658
Current contributors
Prior to 2009 3,593 3,954 3,730
2009 665 714 673
2010 1,194 1,303 1,230
2011 2,261 2,406 2,270
2012 3,712 3,816 3,601
2013 2,915 3,095 2,919
2014 2,250 2,355 2,222
2015 1,606
Minimum of withdrawal benefit 1 4 2

18,197 17,647 16,647

Forfeits 853 133 133
Provision of interest to leavers - 142
Reserves
Reserve - expenses 816 799 745
Reserve - death in service 1,907 1,831 1,730
Reserve - asset changes 3,703 *4,002 *2,668

6,426 6,632 5,143

Total value of Liabilities 27,691 26,670 23,909
* the asset reserve was amended ,f •om 10% to 15% of the market value of the assets.

40
	 (10 0 0

PENTACT



Date
	 Reserve as a percentage

of the value of the assets
31 December 2013
31 December 2014
31 December 2015
31 December 2016
31 December 2017

10.0%
12.5%
15.0%
17.5%
20.0%

A6.2. ASSET RESERVE TARGETS

The target level of asset reserves, as a percentage of assets, established prior to
dollarisation was 25% of the market value of the assets. In order to maintain the Fund
in a fully funded position, this level has been varied since dollarisation.

Reserve as a percentage
of the value of the assets

2009 11.9%
2010 12.3%
2011 10.3%
2012 4.1%
2013 10.0%
2014 15.0%
2015 2.8%

In 2014, the Board agreed that the level of this reserve would be restored to 20% of the
value of the assets over the next 4 years in accordance with the following table:

A6.3. REPLACEMENT RATIOS

In order to calculate replacement ratios a current salary is required. The only data
available for this is contributions for the year 2015. These contributions may be for 1
week only or for the whole year. This leads to large distortions in the calculation of
accrued and projected replacement ratios.

A6.4. AGE RELATED LIABILITY PROFILE

The liabilities, including loadings for reserves, can be split into those which are age
related and those which are term related. We have presented these as separate tables
below.

Term related liabilities
Fixed term pensioners 758,626
Back payment of pension increase 9,087
Back payments to suspended 43,917
Outstanding death benefits 163,792
Provision of interest to leavers 0
Forfeits 895,678

Total 1,871,100
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A breakdown of the remaining term for fixed term pensioners is shown in the table
below:

Remaining
pension term Liability

Remaining
pension term Liability

0 986 8 35,735
1 2,433 9 28,422
2 1,739 10 157,057
3 42,117 11 153,816
4 75.098 12 103,881
5 7,805 13 112,816
6 2,475 14 23,970
7 10,276 Total 758,626

A breakdown of the liabilities dependant on age is shown in the table below:

AGE ACTIVES US$ DEFERRED Z$ DEFERRED	 PENSIONERS
18 185
19 1,377
20 5,288
21 24,048
22 48,396
23 100,816
24 142,977
25 185,205
26 208,387
27 211,219 825
28 264,692 778
29 251,537 2,244
30 316,161 2,540
31 319,807 4,056
32 413,871 3,755
33 358,886 3,207
34 289,954 6,808
35 400,375 6,295
36 351,477 11,811
37 325,282 16,785
38 391,191 19,198 5
39 439,843 16,088 6
40 476,043 14,834 75
41 814,697 23,461 364
42 505,082 22,476 732
43 419,187 29,674 1,785
44 439,061 28,138 10,816
45 491,545 23,881 7,387
46 414,608 46,121 29,988
47 565,378 27,348 21,348
48 386,525 20,124 32,926
49 268,647 21,149 17,811
50 141,259 10,509 6,893
51 223,226 30,977 6,451
52 160,080 20,285 98,416
53 184,246 11,837 40,292
54 138,702 9,905 7,267
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AGE ACTIVES US$ DEFERRED Z$ DEFERRED PENSIONERS
55 245,622 8,965 115,685 5,284
56 162,020 1,854 10,110 5,230
57 187,668 2,499 7,284 1,782
58 138,989 2,955 34,191 114,889
59 220,058 3,296 22,157 4,062
60 111,221 823 97,963 36,424
61 118,663 9,902
62 50,730 33,953
63 115,177 46,863
64 42,071 30,566
65 58,142 12,625
66 16,504 14,801
67 23,217 5,747
68 33,086 10,322
69 3,562 12,075
70 15,022
71 12,977 1,173
72 5,588
73 14,339
74 I , 1 62
75 3,853
76 67 15,395
77 15,089
78 11,369
79 10,550
80 1,201 9,505
81 4,015
82 3,022
83 941 11,634
84 17,943
85 2,431
86 4,906
87 2,151
88 6,186
89 3,995
90
91
92 3,238
93 1,594
94 1,593
95 2,761
96 1,338
97
98
99 1,171
100
101
102 919
103 1,689

Unknown 9,052,006
Total 21,311,984 455,451 569,952 479,354
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ANNEXURE 7
TABLES OF HISTORICAL DATA

Note: In order to avoid ambiguity, we confirm that we are using the term million to mean 106,
i.e. 1, billion to mean 109, trillion to mean 10 12 , quadrillion to mean 10 15 and quintillion 1018.

TABLE 1

BONUS DECLARED AS AT 31 DECEMBER
(Note prior to 1987 bonuses were declared on a triennial basis)

Year Bonus Year Bonus Year Bonus Year Bonus
1971 10% 1990 10% 1999 15% 111 2008 12,745 quintillion %

1974 22.5% 1991 10% 2000 20% 121 2008 164 billion °A

1977 47.5% 1992 10% 2001 58% 131 2008 40%
1980 57.5% 1993 10% 2002 51% 2009 0%
1983 35% 1994 12% 2003 300% 2010 15%
1986 35% 1995 14% 2004 54% 2011 0%
1987 10% 1996 15% 2005 450% 2012 0%
1988 10% 1997 11% 2006 4,300% 2013 4.2%
1989 10% 1998 14% 2007 74,500% 2014 6.0%

Note [II: This bonus is applied to benefits and contributions prior to 31 December 2007;
Note [21: This bonus is applied to benefits and contributions during 2008;
Note [31: All benefits were credited with a 90% conversion bonus.

TABLE 2

INTERIM BONUS DECLARED FOR THE YEAR ENDED 31 DECEMBER APPLIED
TO RETIREMENTS IN THE FOLLOWING YEAR

Year Bonus Year Bonus Year Bonus Year Bonus
1998 10% 2003 50% 2008 30% 2013 0%
1999 13% 2004 60% 2009 1% 2014 0%
2000 13% 2005 40% 2010 0% 2015 0%
2001 15% 2006 295% 2011 0%
2002 30% 2007 1,500% 2012 0%
2002 30% 2007 1,500% 2012 0%

TABLE 3

COMPOUND PENSION INCREASES AWARDED
BASED ON INVESTMENT RETURNS FOR THE YEAR

Date Increase Year Increase Year Increase Year Increase
1971 10% 1990 10% 1999 15% 2008 12,138 quintillion%

1974 22.5% 1991 10% 2000 15% 2009 80%
1977 47.5% 1992 10% 2001 20% 2010 10%
1980 57.5% 1993 15% 2002 58% + lump sum
1983 35% 1994 15% 2003 51% 2011 0%
1986 35% 1995 15% 2004 300% 2012 Lump sum
1987 10% 1996 15% 2005 1,022% 2013 4.2%
1988 10% 1997 15% 2006 6,500% 2014 6%
1989 10% 1998 15% 2007 209%

44
	 as  v 0'0

PENTACT



ASSET RESERVES AS A PERCENTAGE OF THE MARKET VALUE OF THE
ASSETS (100% FUNDING) 

Year	 Reserve
', 011	 10.3%

Year	 Reserve
2012	 4.1%

Year	 Reserve
2013	 10%

Year	 Reserve
2014	 15%

TABLE 4

RATE OF RETURN BASED ON MARKET VALUE
Year Rate Year Rate Year Rate Year Rate
2001 123% 2005 923% 2009 -11.0% 2013 10.6%
2002 104% 2006 6,301% 2010 -21.5% 2014 18.6%
2003 385% 2007 132,858% 2011 6.8% 2015 -1.0%
2004 57% 2008 30,770 quintillion % 2012 8.9%

TABLE 5

EXPENSES AS A PERCENTAGE OF CONTRIBUTIONS
Year Rate Year Rate Year Rate Year Rate
1985 13% 1993 9% 2001 24% 2009 56%
1986 13% 1994 10% 2002 29% 2010 57%

1987 12% 1995 11% 2003 46% 2011 55%

1988 10% 1996 14% 2004 46% 2012 46%
1989 9% 1997 13% 2005 68% 2013 *50%
1990 8% 1998 12% 2006 91% 2014 60%

1991 7% 1999 17% 2007 119% 2015 *63%
1992 6% 2000 19% 2008 1,499,136,088%

* Administration Expe uses for 2013 and 2017 are shown net of the effect of redundancy

payments.

TABLE 6a

SURPLUS AS A PERCENTAGE OF LIABILITIES AFTER THE DECLARATION OF
THE BONUS (ASSETS AT ACTUARIAL VALUE)

Year Surplus Year Surplus Year Surplus Year Surplus
1987 9.0% 1992 0.2% 1997 2.1% 2002 1.9%
1988 5.5% 1993 0.1% 1998 2.5% 2003 3.8%

1989 2.4% 1994 1.7% 1999 5.2% 2004 20.6%

1990 1.7% 1995 4.2% 2000 10.9% 2005 7.7%
1991 1.3% 1996 3.6% 2001 7.3% 2006 5.0%

TABLE 6b

SURPLUS AS A PERCENTAGE OF LIABILITIES AND ASSET RESERVES AS A
PERCENTAGE OF THE MARKET VALUE OF THE ASSETS

2007
Reserves 25%

Surplus 8%

2008
Reserves 25%

Surplus 3%

2009
Reserves 11.9%

Surplus 0.0%

2010
Reserves 12.3%

Surplus 1.0%

TABLE 6c
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ANNEXURE 8
COMMISSIONER'S CHECKLIST IN RESPECT OF

THE CONSTRUCTION INDUSTRY PENSION FUND
VALUATION REPORT AS AT 31 DECEMBER 2015

Section
Valuation and objectives

The previous valuation date 3.3.1
The name of the previous valuator 3.3.1
The current valuation date 1.1
The valuation objectives 1.2

Relevant developments since the previous valuation
Discretionary benefits awarded and support from the
Fund's assets

3.3.2

Outline any extraordinary changes in membershi • 1.9
State whether there was a significant change in the
investment strategy

A.4.4

State any amendments made to the Rules 3.2
Benefits and Contribution rates

Summary of Benefits and Contribution rates Annexure 1
The proportion of contributions that is channelled to meet
retirement benefits, ex•enses and insurance benefits

7.8

State the level of actual expenses in proportion to
contributions

7.8

Membership data
Summary of membership data 4
Detail the membership data summaries Annexures 2 and 3

Assets and Investments
Summary of Assets 5
State the asset composition by asset class 5.3
State out the Investment strategy of the Fund A.4.4 

5.6State the return rate earned on assets
Valuation Methodology, Assumptions and Reserves

State methodology used to value assets 6.3
State methodology used to value liabilities 6.2
State the level of reserves set for each contingency 6.4

Valuation Results
Outline the total liability  per category 8.2 and Annexure 6 

8.2State the funding level (Assets/Liabilities)
Provide a detailed summary of the Fund's replacement
ratios

A6.3

Actuary's details 10
the Actuary's qualification 10 

10the Actuary's capacity in which he has signed the report
Construction Industry Pension Fund 2015 -final.docx
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