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INTRODUCTION

The Guardian's Fund (GF) is a statutory trust
established in terms of Chapter V of the
Administration of Estates Act, 1965 (Act 66 of 1965).
The GF consists of all monies received by the Master
of the High Court under the Administration of Estates
Act, or any other law or pursuant to an order of court,
or any money accepted by the Master in trust for any
known or unknown person. Whenever any money is
received or accepted by the Master, he or she must
open an account in the books of the GF in the name
of the person to whom the money belongs, or in the
name of the estate of which the money forms part.
The Master must, on application of any person who
has become entitled to receive money from the Fund,
pay that money to the applicant.

The purpose of the GF is therefore to protect and
manage monies of persons deemed to be legally
incapable of, or lacking the capacity to, manage their
own affairs, as well as undetermined, unknown or
absent heirs and untraceable persons.

The GF is held under the management of the Masters
of the High Courts of South Africa.

Some of the functions of the GF performed with the
prescripts of the said Act, inter alia, are to -

e nvest trust monies held with the Public
Investment Corporation (PIC);

*  (alculateinterest accruing with regard to monies
received on behalf of beneficiaries, at the interest
rate as determined by the Minister of Justice and
Constitutional Development annually; and

*  Process inheritance applications and make the
payments to persons entitled thereto.

Core Service Delivery Environment

The GF has representation in six Masters' offices,
namely:

Pretoria, Cape Town, Pietermaritzburg, Grahamstown,
Bloemfontein and Kimberley.

The GF has a strong focus on, and commitment to,
excellence in service delivery and governance and,
as such, the GF is pleased to report the following
achievements:

The GF has now established 180 points of service
throughout the country, to assist with customer
interaction and making services easily accessible,
thereby relieving the financial burden on vulnerable
beneficiaries having to travel long distances to the
Masters' offices to submit their applications.

All GF Offices are utilising an approved electronic
payment system, and have achieved 100% EFT
payment transactions for the 2016/17 financial year,
which enhances the turnaround time of payment of
benefits.

The GF electronic system modemisation project
has been adopted in the Departments ICT Plan for
the 2017/18 Financial Year, and it is envisaged that
design and implementation phases will commence
during the 2017/18 year.
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Growth of Beneficiary Liability

As has been disclosed in more detail in the financials on pages 16 to 42, we can see, as illustrated below that
the Fund continues to show positive growth in the volume of transactions handled, as well as in the total funds
under management.

Guardian's Fund Beneficiary Receipts and Payments
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Guardian's Fund- Total assets vs beneficary liabilities
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Fraud Prevention and Detection

The GF adopts a zero tolerance stance when it comes
to fraud and corruption and, as such, has a fraud
prevention strategy as well as a fully functional and
capacitated forensic directorate in order to ensure
thatall fraud and loss matters, as well as any potential
maladministration, is addressed pro-actively.

The GF also performs an annual risk assessment to
identify and address any emerging risk areas, in order
to ensure the integrity and safety of the beneficiary
funds within the GF.

Investment Management

The Office of the Chief Financial Officer, with assistance
from the Office of the Chief Master, is responsible for
formulation and supervision of the mandate given
to the Investment Manager (the Public Investment
Corporation).

With a balance sheet of R12 billion in investable
assets, and growing, the stewardship of GF assets is a
challenging and complex endeavour. | would like to
take this opportunity to extend my sincere gratitude to
our expert investment advisors, and also to colleagues
at National Treasury who have ensured that the
Department is able to discharge its obligations and
match the expectations and the safeguarding of the
GF assets, and continue growing the investments.

The GF is pleased to report that in the 2016/17 year,
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the Fund generated more than R929 million in
investmentincome, and was able to pass an additional
65 basis points (above the market interest rate) to the
beneficiaries.

The rate of interest was 9.00% per annum for the
financial year under review.
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REPORT OF THE AUDIT COMMITTEE ON THE

GUARDIAN'S FUND

1. REPORT OF THE AUDIT COMMITTEE

We are pleased to present our report for the financial year ended 31 March 2017.

1.1 Audit Committee members and attendance

The Audit Committee consists of the members listed below, and is required to meet at least four times per
annum as per its approved terms of reference. During the current year four meetings and three special
meetings were held, as indicated below.

Mr. Motsamai Karedi 4 3 Reappointed- 25 November 2015
(Chairperson)

Mr. Cedric Boltman 4 3 Reappointed- 25 November 2015
Ms. Besky Ngunijiri 4 1 Reappointed - March 2015

Mr. Wilson Ramabulana | 4 3 Reappointed- 25 November 2015
Mr. Andrew Sello 4 3 Reappointed- 25 November 2015

1.2 Audit Committee responsibility

1. The Audit Committee reports that it has complied
with its responsibilities arising from Section 38 (1)
(a) (ii) of the Public Finance Management Act and
Treasury Regulation 3.1.13. The Audit Committee
also reports that it has adopted appropriate formal
terms of reference as its Audit Committee Charter,
has regulated its affairs in compliance with this
charter, and has discharged all its responsibilities as
contained therein.
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1.3 The effectiveness of internal control

The Audit Committee is satisfied that key controls
remained in place throughout the year under review
and, where shortcomings in the internal controls
were identified, management has addressed them
through implementation of audit action plans.
Internal Audit validated the audit action plans, and
the Audit Committee reviewed those same plans to
ensure effective implementation by management.
There has also been an improvement in the risk
maturity level within the Guardian's Fund which has
contributed to the effectiveness of controls.




1.4 Internal Audit

The Department of Justice and Constitutional
Development's Internal Audit is also responsible for
the auditing of Guardians Fund.

The Internal Audit unit has discharged its
responsibilities as per the internal audit charter and
plan.

1.5 Auditor-General South Africa

The Audit Committee accepts and concurs with the
unqualified audit opinion of the AGSA on the Annual
Financial Statements of the Guardian’s Fund for the
year ended 31 March 2017.

‘ C\{ui.

LI

M Karedi
Chairperson of the Audit Committee

Date: 31 July 2017

1.6 Reports

1.6.1 The quality of in-year management and
monthly/quarterly reports submitted in
terms of the PFMA

The Audit committee has reviewed the monthly and
quarterly reports and, where concerns were raised,
management acted on them, and the Audit Committee
monitored progress throughout the year under review.

1.6.2 Evaluation of financial statements

We have reviewed and discussed the audited annual
financial statements with management and also
reviewed the Guardian's Fund compliance with legal
and regulatory provisions. We have also reviewed
the Auditor-General of South Africa’s report, and
management letter and management's responses to
these, and the Audit Committee is satisfied with the
contents thereof.
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REPORT ON THE AUDIT OF THE FINANCIAL
STATEMENTS

Opinion

1.

| have audited the financial statements of the
Guardian's Fund, setouton pages 16 to 42 which
comprise of the statement of financial position
as at 31 March 2017, and the statement of
financial performance, the statement of changes
in net assets, and the statement of cash flows for
the year then ended, as well as the notes to the
financial statements, including a summary of
significant accounting policies.

In my opinion, the financial statements
present fairly, in all material respects, the
financial position of the Guardian's Fund as at
31 March 2017, and its financial performance
and cash flows for the year then ended
in accordance with Generally Recognised
Accounting Practice and the requirements of the
Administration of Estates Act.

Basis for opinion

3.

| conducted my audit in accordance with the
International Standards on Auditing (ISAs).
My responsibilities under those standards
are further described in the Auditor-General's
responsibilities for the audit of the financial
statements section of my report.

| am independent of the Fund, in accordance
with the International Ethics Standards Board
for Accountants’ Code of Ethics for Professional
Accountants (IESBA code), together with the
ethical requirements that are relevant to my
audit in South Africa. | have fulfilled my other
ethical responsibilities in accordance with these
requirements and the IESBA code.

| believe that the audit evidence | have obtained
is sufficient and appropriate to provide a basis
for my opinion.

Responsibilities of the accounting officer for the
financial statements

6.

The accounting officer is responsible for
the preparation and fair presentation of
the financial statements in accordance with
Generally  Recognised Accounting Practice
and the requirements of the Administration of
Estates Act, and for such internal control as the
accounting officer determines is necessary to
enable the preparation of financial statements
that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, the
accounting officer is responsible for assessing
the Guardian’s Fund's ability to continue as a
going concern, disclosing, as applicable, matters
relating to a going concern and using the
going concern basis of accounting unless the
accounting officer either intends to liquidate the
fund or to cease operations, or has no realistic
alternative but to do so.

Auditor-General's responsibilities for the audit of
the financial statements

8.

My objectives are to obtain reasonable assurance
about whether the financial statements as a
whole are free from material misstatement,
whether due to fraud or error, and to issue
an auditor's report that includes my opinion.
Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always
detect a material misstatement when it exists.
Misstatements can arise from fraud or error, and
are considered material if, individually or in the
aggregate, they could reasonably be expected to
influence the economic decisions of users taken
on the basis of these financial statements.

A further description of my responsibilities for
the audit of the financial statements is included
in the annexure to the auditor's report.
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Report on the audit of the annual performance
report

10.

The fund is not required to prepare a report on its
performance against predetermined objectives
as it does not fall within the ambit of the PFMA,
and such reporting is also not required in terms
of the Administration of Estates Act.

REPORT ON THE AUDIT OF COMPLIANCE WITH
LEGISLATION

Introduction and scope

1.

In accordance with the PAA, and the general
notice issued in terms thereof, | have a
responsibility to report material findings on the
compliance of the fund with specific matters
in key legislation. | performed procedures to
identify findings, but not to gather evidence to
expressassurance. | did notidentify anyinstances
of material non-compliance with specific matters
in key legislation, as set out in the general notice
issued in terms of the PAA.

Other information

12.

13.

14.

The Guardian Fund's accounting officer is
responsible for the other information. The
other information comprises the information
included in the annual report, which includes
the director's report and the audit committee's
report, as required by the Companies Act. The
other information does not include the financial
statements and the auditor's report thereon.

My opinion on the financial statements and
compliance with legislation do not cover the
other information, and | do not express an audit
opinion or any form of assurance or conclusion
thereon.

In connection with my audit, my responsibility
is to read the other information and, in doing
so, consider whether the other information
is materially inconsistent with the financial
statements or my knowledge obtained in the
audit, or otherwise appears to be materially
misstated. If, based on the work | have performed

on the other information obtained prior to the
date of this auditor's report, | conclude that
there is a material misstatement of this other
information, | am required to report that fact. |
have nothing to report in this regard.

Internal control deficiencies

15. I considered internal control relevant to my audit
of the financial statements and compliance with
applicable legislation; however, my objective
was not to express any form of assurance thereon.
| did not identify any significant deficiencies in
internal control.

) /), ol
/M{ o G

Pretoria

31July 2017

s"
L KN

A UDITOR-GENERAL
SOUTH AFRICA

.

Qo,

Audiimg to build pub//c confidence
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Annexure - Auditor-General's responsibility for
the audit

As part of an audit in accordance with the
ISAs, | exercise professional judgement and
maintain professional scepticism throughout
my audit of the financial statements and the
procedures performed on reported performance
information for selected objectives, and on the
Fund's compliance with respect to the selected
subject matters.

Financial statements

In addition to my responsibility for the audit
of the financial statements as described in the
auditor's report, | also:

* identify and assess the risks of material
misstatement of the financial statements,
whether due to fraud or error, design and
perform audit procedures responsive to
those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis
for my opinion. The risk of not detecting a
material misstatement resulting from fraud
is higher than for one resulting from error,
as fraud may involve collusion, forgery,
intentional omissions, misrepresentations,
or the override of internal control.

* obtain an understanding of internal control
relevant to the audit in order to design
audit procedures that are appropriate in the
circumstances, but not for the purpose of
expressing an opinion on the effectiveness
of the Fund's internal control.

* evaluate the appropriateness of accounting
policies used, and the reasonableness
of accounting estimates and related
disclosures made by the accounting
authority.

e conclude on the appropriateness of
the accounting authority's use of the
going concem basis of accounting in the

preparation of the financial statements. |
also conclude, based on the audit evidence
obtained, whether a material uncertainty
exists related to events or conditions that
may cast significant doubt on the Guardian's
Fund'sability to continue asa going concern.
If 1 conclude that a material uncertainty
exists, | am required to draw attention in my
auditor's report to the related disclosures in
the financial statements about the material
uncertainty or, if such disclosures are
inadequate, to modify the opinion on the
financial statements. My conclusions are
based on the information available to me
at the date of the auditor's report. However,
future events or conditions may cause
the Fund to cease to continue as a going
concern.

 evaluate the overall presentation, structure
and content of the financial statements,
including the disclosures, and whether
the financial statements represent the
underlying transactions and events in a
manner that achieves fair presentation.

Communication with those charged with
governance

3.

| communicate with the accounting authority
regarding, among other matters, the planned
scope and timing of the audit and significant
audit findings, including any significant
deficiencies in internal control that | identify
during my audit.

| also confirm to the accounting authority
that | have complied with relevant ethical
requirements regarding independence, and
communicate all relationships and other
matters that may reasonably be thought to
have a bearing on my independence and, here
applicable, related safeguards.
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STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 31 MARCH 2017

Notes 2017 2016
R R

Revenue
Investment revenue 3 929771735 737137012
Otherincome received 16 7216 259
Less: Expenditure
Management fees N 3260 564 3003 967
Surplus/(deficit) for the year before 933727430 734133044
distribution to beneficiaries
Distribution to beneficiaries - Interest paid on 4 825534 301 614 444 297
beneficiary monies
Surplus/(deficit) for the year 108193 129 119 688 747

STATEMENT OF FINANCIAL POSITION AS AT 31 MARCH 2017

Notes 2017 2016
R R

ASSETS

12177112771 11062971777
Other receivables 7 557 255 390234
Financial instruments 5 11839380731 10626438573
Cash and cash equivalents 6 337174784 436 142 969
Total assets 12177112771 11062971777
LIABILITIES
Total liabilities 11115388788 10109440923
Beneficiary liability 11111048 211 10 106 488 837
Other payables 4340577 2952086
Total liabilities 11115388788 10109440923
CAPITAL AND RESERVES

1061723983 953 530 854

Accumulated surplus/(deficit) 10 1061723983 953530 854
Total net assets 1061723983 953 530 854

Total net assets and liabilities

12177112771

11062971777
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STATEMENT OF CHANGES IN NET ASSETS FORTHE YEAR ENDED 31 MARCH 2017

Accumulated Total Equity

Surplus (Deficit)
Balance as at 1 April 2016 953 530 854 953530854
Surplus/(deficit) for the year 108193129 108 193129

Balance as at 31 March 2017 1061723983 1061723983

STATEMENT OF CHANGES IN NET ASSETS FORTHE YEAR ENDED 31 MARCH 2016

Accumulated Total Equity
Surplus (Deficit)
Balance as at 1 April 2015 835032 315 835032 315
Less: Restatement - Note 17.1 1190208 1190208
Restated Opening Balance as at 1 April 2015 833842107 833842107
Prior year surplus before restatement: 121066 166 121066 166
Restated adjustment - Note 17.1 1377419 1377419
Balance as at 31 March 2016 953530 854 953530 854
CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2017
Notes 2017 2016
R R

CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts on behalf of beneficiaries -927 835399 -7135 642 162
Cash paid to beneficiaries and creditors 828504 481 619188 875
Cash generated from/(utilised in) operations 13 -99330918 -116 453 287
Investment income received 929214 480 736746776
Interest paid to beneficiaries -825 534 301 -614 444 297
Creditor payments -2975991 -4750 045
Net cash inflows/(outflows) from operating activities 1373270 1099 146
CASH FLOWS FROM INVESTING ACTIVITIES
Net cash flows from investing activities -280755018 9981470
Net investments of beneficiary monies in PIC -280755018 9981470
CASH FLOWS FROM FINANCING ACTIVITIES
Net cash flow financing activities 180 413 562 128 708 486
Increase/(decrease) in beneficiary liability 180413 562 128708 486
Net increase/(decrease) in cash and cash equivalents -98 968 186 139789102
Cash and cash equivalents at the beginning of the year 436142 969 296 353 867
Cash and cash equivalents at end of the year 6 337174784 436 142 969
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1. GENERAL INFORMATION

The Guardian's Fund is a statutory trust established
in terms of Chapter V of the Administration of
Estates Act, 1965 (Act 66 of 1965). The purpose
of the Guardian's Fund is to protect and manage
monies of persons deemed to be legally incapable
of, or lacking the capacity to, manage their own
affairs, as well as undetermined, unknown or absent
heirs and untraceable persons.

The Guardian's Fund is held under the management
of the Masters of the High Court of South Africa.

2. PRINCIPALACCOUNTING POLICIES

The principal accounting policies applied in the
preparation of these financial statements are set
out below. These policies have been consistently
applied to all the years presented, unless

otherwise stated.

2.1 Basis of preparation

The financial statements have been prepared on
the historical cost basis, except for investments
that have been measured at fair value. The financial
statements are presented in Rands. The financial
statements have been prepared on a going concern
basis.

Statement of compliance

Thefinancial statements of the Guardian’s Fund have
been prepared in accordance with South African
Standards of Generally Recognised Accounting
Practice as required by the Public Finance
Management Act (Act No. 1 of 1999) (PFMA).

2.2 Summary of significant accounting
policies

2.2.1 Financial instruments

Financial instruments at Fair Value

The classification depends on the purpose for which
the financial assets were acquired, and is determined
by management at the initial recognition of the

financial assets. Financial instruments are classified
at fair value and comprise of a portfolio of money
market and debt instruments. Investments were
designated at fair value as these instruments are
non-derivative instruments and payments can be
determined by the Fund.

Fair value financial assets are measured with the
consideration that unrealised gains and losses
are recognised directly in surplus or deficit.
Interest earned whilst holding fair value financial
investments is reported as interest income using
the effective interest rate. Dividends earned
whilst holding fair value financial investments
are recognised in the statement of changes in net
assets as "other operating income” when the right
of the payment has been established. The losses
arising from impairment of such investments are
recognised in the statement of financial performance
in "impairment losses on financial investments", and
adjusted on a monthly basis.

Financial assets, other than those at Fair Value
Through Profit or Loss (FVTPL), are assessed for
indicators of impairmentatthe end of each reporting
period. Financial assets are impaired where there is
objective evidence that, as a result of one or more
events that occurred after the initial recognition of
the financial asset, the estimated future cash flows
of the investment have been affected.

(i) Date of recognition

Purchases or sales of financial assets that require
delivery of assets within the time frame generally
established by regulations or convention in the
marketplace are recognised on the date that the
Guardian's Fund commits to purchase or sell the
asset.
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(ii) Initial recognition of financial instruments

The classification of financial instruments at initial
recognition depends on the purpose for which
the financial instruments were acquired and
their characteristics. All financial instruments are
measured initially at their fair value, and transaction
costs on financial instruments at fair value through
surplus or deficit are recognised in surplus or deficit.

(iii) Subsequent Measurement

Financial Instruments at fair value through surplus
or deficit are subsequently measured at fair value,
with gains and losses arising from changes in fair
value being included in surplus or deficit for the
period.

(iv) Derecognition
The financial instrument is derecognised when the
contractual agreement with regards to the financial
assets is terminated

2.2.2 Cash and cash equivalents

Demand deposits and other short-term highly liquid
investments that are readily convertible to a known
amount of cash and are subject to an insignificant
risk of changes in value are disclosed under another
category of financial instrument, depending on
their nature.

Cash and cash equivalents that do not have fixed and
determined payments will be classified as available-
for-sale financial assets. Cash and cash equivalents
and bank borrowings are recorded at face value.

2.2.3 Revenue recognition

The Guardian’s Fund recognises revenue when the
amount of revenue can be reliably measured, it is
probable that future economic benefits will flow to
the entity, and specific criteria in terms of the Estates
Act, 1965 (Act 66 of 1965) have been met.

Interest Income

Interest revenue is accrued on a time basis, by
reference to the principal outstanding and the
effective interest rate applicable, which is the rate

that exactly discounts estimated future cash receipts
through the expected life of the financial asset to
that asset's net carrying amount.

2.2.4 Financial Liability

This includes Beneficiary Liability and Other
Payables.

(i) Initial Recognition

The financial liability is initially recognised at
historical cost at the date of receipt of the monies
due to external parties by the Fund.

(ii) Subsequent Recognition

After initial recognition, the liability is measured
at the value of the amount owing to the external
parties, who have a right against the Fund, after
taking into account the provisions of the Estates Act,
1965 (Act 66 of 1965).

(i) Derecognition

The financial liability is derecognised, when the
obligation of the Guardian's Fund to the external
parties has been extinguished.

2.2.5 Related Party Disclosure

The Guardian's Fund was established in terms of
the Administration of Estates Act, and operates
within the Department of Justice and Constitutional
Development. The Guardian's Fund resides in the
Branch of the Office of the Chief Master, and all
operating costs are funded by the Department.

The integration of the Guardian's Fund sections in
the Office of the Chief Master creates a complex
environment in which to estimate the values of
the related party (the Department of Justice and
Constitutional Development).

Other Related Party transactions are disclosed in
terms of the requirements of the standards as in
note 12
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2.2.6 Fraud and losses
(i) Initial Recognition

Fraud is defined as the unlawful and intentional
making of a misrepresentation resulting in actual or
potential prejudice to the Fund, while losses result
from any other cause that may not be intentional.
Fraud and losses are administered in line with
Section 12 of the Treasury Regulations, and are
disclosed in note 14 on the financial statements as
and when they are discovered and reported by the
relevant GF Offices to the Department's forensic
directorate for investigation, and they are not
disclosed on the face of the balance sheet.

(ii) Subsequent Recognition and
derecognition

A Loss Control Officer keeps a register in which
particulars of all losses are recorded, For instance,
steps taken, amount recovered, or not recovered
and how the matter has been disposed of, must
be recorded in this register. Every year the note is
updated with the movement in the register.

2.2.7 Allocation account
(i) Initial Recognition

The Guardian's Fund operated in a manual
environment prior to 31 March 2005. From 1 April
2005 an administrative electronic system called
the Guardian's Fund System (GFS), from which
the beneficiary liability figures are derived, was
introduced. The allocation account is used primarily
to apportion transactions that are received through
the suspense account to deal with the various
types of beneficiary liabilities and also to cater for
verification difference.

(ii) Subsequent Recognition

The allocation account is adjusted yearly with all
financial adjustments made to beneficiary accounts
that relate to prior financial periods.

(i) Derecognition

The allocation account will be derecognised when
the financial benefit to, or obligation by the Fund is
extinguished.

2.2.8 Other Receivables

(i) Initial Recognition

These are various amounts that are owed to the Fund
from its day to day operations. Other receivables are
measured at initial recognition at fair value.

(ii) Subsequent Recognition

Appropriate allowances for estimated irrecoverable
amounts are recognised in profit or loss when there
is objective evidence that the asset is impaired.
Subsequently, these are reported at their net
realisable value.

(i) Derecognition

Other receivables are derecognised when they are
fully paid or when there is objective evidence that
the amounts will not be collectible.

2.2.9 Interest paid to beneficiaries
(i) Initial Recognition

Interest paid is an expense that represents monies
paid to the beneficiaries by the Fund. Itis credited to
the beneficiary accounts through the GFS. Interest is
accrued from the next calendar month after date of
receipt up to five years after it has become claimable,
unless it is legally claimed before such expiration.

(ii) Subsequent Recognition

Interest paid is adjusted in retrospect every year
because of the verification process and other
adjustments to beneficiary balances.
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18. Risk Management Statement

18.1 Introduction

As a client of the PIC, the Guardian’s Fund specifies its
desirable risk parameters in accordance with its own
risk appetite. This risk appetite informs the formal
investment mandate given to the PIC. The mandate
consciously promotes a responsible approach to
risk to ensure the long term sustainability of the
Fund and to protect the reputation of the Fund.
The ultimate responsibility for investment risk
management oversight lies with the PICand not with
the Guardian’s Fund.

18.2 Market risk

Market risk is the exposure to adverse change in
the market value of our investment position caused
by changes in prices and rates. The Fund's activities
expose it primarily to the risks of fluctuations in the
interest rate.

Interest rate risk refers to the risk that the fair value
of future cash flows of a financial instrument will
fluctuate because of changes in market interest rates.

Market risk exposures are measured using sensitivity
analysis. A sensitivity analysis shows how net
surplus, and/or net assets would have been affected
by changes in the relevant risk variable that were
reasonably possible at the reporting date.

18.3 Interest rate risk

This risk is the potential financial loss as a result of
adverse movements in interest rates that affect the
value of money market instruments. As a PIC client,

Interest rate sensitivity analysis

960
940
920
900
880
860
840
820
800
780
760

Rand Millions

Guardian's Fund has exposure to interest rate risk
through investments in money markets.

Sensitivity to interest rate movements is measured
by the duration of the fixed interest exposure.
Such duration is dictated in the Guardian's Fund
client investment mandate to PIC, relative to the
appropriate benchmark.

Furthermore, these investment mandates prescribe
how the assets should be managed by PIC, in line
with the Guardians Fund liquidity needs and its
liability profile.

18.4 Interest rate risk sensitivity analysis

The sensitivity analysis below has been determined
based upon financial instruments exposure to
interest rates at the Statement of Financial Position
date.

The basis points increase or decrease, as detailed in
the table below, were determined by management,
and represent management's assessment of a
reasonable change in interest rates. A positive
number indicates an increase in net surplus and a
negative number indicates a decrease in net surplus.

There is no change in the methods and assumptions
used in preparing the sensitivity analysis from one
year to the next. In the graph, the zero interest rate
represents the base - as disclosed in the Audited
Financial Statements.

Interest received

(Rmillions)

Interest paid
(Rmillions)

-0.02 0.015 001 -0.005 0

0.005 0.01 0.015  0.02

Prime interest rate fluctuations
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The above sensitivity analysis shows that even
with a 2% change (both ways) in the interest rate,
the Guardian's Fund would have earned sufficient
interest investment income to cover the interest paid
to fund beneficiaries at the gazetted rate of interest.
(Base figures are as follows: Interest received - R929
million and Interest paid - R825 million)

18.5 Credit risk

Guardian's Fund investment portfolios are exposed
to the potential for credit-related losses that can
result due to an individual, counterparty or issuer
being unable or unwilling to honour contractual
obligations.

To mitigate this risk and minimize excessive credit
exposure to one single counterparty, the Guardian's
Fund's mandate to PIC states that PIC will only
invest with local commercial banks or institutions
that have a credit rating of at least "A" from one of
the recognised domestic and/or international credit
rating agencies.

18.6 Concentration risk

Concentration risk is the risk of losses arising due to
poor diversification within funds, which can result in
undesirable risk exposures.

The Guardian's Fund manages this risk through the
PIC investment mandate, which dictates the level
of concentration. Money market investments are
spread across banks to reduce and diversify the
client's concentration risk.

18.7 Liquidity risk

Liquidity risk is the potential that there will not
be adequate liquid assets available to meet the
obligations of the Guardian's Fund when they fall
due.

The Guardian’s Fund manages this risk through the
investment mandate that is signed with PIC. The
mandate isin line with the Fund's liquidity needs and
liability profile of the Fund. Currently, the Guardian's
Fund liquid assets holding is R10.6 billion.

18.8 Operational risk

Operational risk is the risk of loss resulting from
inadequate or failed internal processes, people,
systems and external events. The Fund recognises
the significance of the operational risk inherent in
all the Fund’s activities. Operational risk is managed
within acceptable levels through an appropriate
level of management focus and resource allocation.

18.9 Compliance Risk

Compliance risk is defined as the risk of legal
sanctions, material financial loss, or loss to reputation
the Fund may suffer as a result of its failure to comply
with laws, its own regulations, code of conduct,
and standards of best/good practice. Compliance is
managed through the DFI and Procedure Manual
which are updated regularly.
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