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DETERMINATION IN TERMS OF SECTION 30M OF THE PENSION FUNDS 
ACT 24 1956 (“the Act”) – A J CARSTENS v FREE STATE MUNICIPAL 
PENSION FUND (“the fund”) 
 
Introduction 
 
1. This matter concerns the pension increase granted by the fund in January 

2005. The complaint was received by this office on 8 August 2005. On 17 
August 2005 letters were dispatched to the fund giving it until 7 September 
2005 to file its response. A response was received from the fund on 19 
September 2005. On 12 September 2005 a copy of thereof was sent to you 
for a reply by 26 September 2005. A reply was received from you on 16 
September 2005. After considering the written submissions before me, I 
consider it unnecessary to hold a hearing in this matter.  

 
The complaint 
 
2. You are currently a pensioner of the fund. Your complaint is that you are 

dissatisfied with the 0.97% pension increase granted to pensioners in January 
2005.  

 
 
 
 
The response 
 
3. The principal officer, Mr Fritz Fourie, states that the decision to award a 

pension increase of 0.97% in January 2005 was taken pursuant to the 
requirements of section 14B(3)(a)(ii) of the Act which reads: 
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“The board shall establish and implement a policy with regard to increases to be 
granted to pensioners and deferred pensioners, which policy must- 
 
(i) aim to award a percentage of the consumer price index, or some other measure 

of price inflation which is deemed suitable by the board; and 
 
(j) set the frequency with which increases will be considered in line with the policy: 

Provided that increases should be considered each year, with comparison to the 
minimum pension increase at least once every three years.” 

 
4. In terms of the above, pension increases must be considered each year. 
 
5. The increase of 0.97% that was awarded in this instance is in accordance 

with the fund’s pension increase policy to award pension increases of at least 
75% of CPI. This policy is set out in rule 44 which reads: 

 
 “BONUSTOEVOEGING TOT PENSIOENE 
 
Die UITVOERENDE KOMITEE maak van tyd-tot-tyd sodanige 
bonustoevoegings tot PENSIOENE as wat hy op aanbeveling van die 
AKTUARIS mag besluit. 
 
Die jaarlikse verhoging op 1 Januarie sal gelyk wees aan minstens 75% van 
die verhoging in die verbruikersprysindeks (soos van tyd-tot-tyd deur die 
Sekretaris van Statistiek in die Staatskoerant vir algemene inligting bekend 
gemaak) gedurende die termyn van twaalf maande eindigende die dertigste 
dag van September onmiddelik voor die datum van sodanige verhoging, met 
dien verstande dat, indien ‘n PENSIOEN gedurende die jaar betaalbaar 
geword het, die bedrag van die verhoging verminder word met een-twaalfde 
vir elke maand wat die tydperk vanaf die aanvangsdatum van die PENSIOEN 
tot 31 Desember minder as twaalf maande is, mits die AKTUARIS sertifiseer 
dat die FONDS die verhoging kan bekostig. 
 
Elke persoon wat ‘n pensioen van die Fonds ontvang sal, indien van 
toepaslik, die bedrag ontvang wat aan hom toegedeel is ingevolge ‘n surplus 
toedelings skema, goedgekeur kragtens Artikel 15B van die Wet. (sic)” 

 
6. Mr Fourie sets out the various factors that were considered by the board of 

management in arriving at its decision in this regard.  These factors are 
canvassed in my determination below. 

 
Determination and reasons therefor 
 
7. The question for determination is not whether I agree with the fund’s decision 

to a grant a pension increase of 0.97% in January 2005 pursuant to its 
pension increase policy but whether the board exercised its discretion in this 
regard properly, that is, took into account all relevant considerations and 
excluded irrelevant considerations.  

 
8. As I have pointed out in previous determinations, the fund’s pension increase 

policy is but one aspect for the board of management to consider when 
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deciding on annual pension increases. In other words there cannot be a 
dogmatic adherence to the pension increase policy to the exclusion of other 
considerations. 

 
9. According to Mr Fourie the following factors were taken into account:  
 

9.1 The fund includes a defined benefit section. However contributions 
received from the members and the employer are fixed. (If I 
understand Mr Fourie correctly, what he is saying is that the fund 
carries the risk that the contributions received are insufficient to meet 
its obligation to pay the defined benefits. Therefore the fund has to 
ensure that it has funds to draw on should that risk materialize which 
in turn affects the increases it is able to grant to pensioners). 

 
9.2 Investment returns vary from year to year depending on market 

fluctuations and adjustments. Therefore the good returns of one year 
cannot be distributed without having a long term goal and strategy.  
The level of pension increase granted to pensioners in January 2005 
was therefore based on the long terms interests of the pensioners. 

 
9.3 The fund is structured and actuarially managed to provide for high 

retirement benefits with reasonable increases as opposed to lower 
retirement benefits with high increases.  

 
9.4 The fund has a substantial surplus to distribute to members and 

pensioners. Once the Apportionment Scheme has been finalized 
pensioners will receive additional benefits out of the surplus. 

 
9.5 The fund has a discretion to pay a thirteenth cheque in terms of the 

rules. This had been paid for a number of years. Mr Fourie states that 
for the 2004/2005 financial year the thirteenth cheque that was paid 
was equivalent to an 8.33% pension increase per annum as a once-
off payment. Therefore the pensioners received an actual increase of 
9.305% (8.33% plus 0.97%) for the 2004/2005 financial year. 

 
9.6 Finally the fund looked at the annual pension increases that have 

been granted in previous years. According to Mr Fourie the pension 
increases granted from 2001 to 2004 were: 

 
2001 – 5.12% 
2002 – 3.30% 
2003 – 9.37% 
2004 – 2.77% 

 
10. In light of the above, it would appear that the fund did not dogmatically apply 

the pension increase policy but took into account a number of factors in 
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arriving at its decision.   
 
11. In the absence of any evidence to show that the board of management failed 

to exercise its discretion properly, I am have no power to interfere. 
 
Relief 
 
12. In the result your complaint cannot succeed. 
 
SIGNED AT CAPE TOWN ON THIS DAY OF    2006 
 
Yours faithfully 
 
 
 
Vuyani Ngalwana 
Pension Funds Adjudicator  
 


