12 April 2005
Dear Pensioner,
SUBJECT: Future of the IBM SA Pension Fund
Since the last formal negotiations with IBM ended in deadlock in Jan 2005, we have continued discussions with them and are now at the stage where an agreement between us is a possibility. The financial basis for agreement will be based on a sharing of surplus of 2/3rds to members and 1/3rd to IBM.
The essence of an agreement will involve the outsourcing of pensioners who choose to leave the IBM Fund, and the distribution of new surplus (arisen since Jan 2003) to make outsourcing possible.
Outsourcing means the transfer of the money funding your pension to an insurer or other Fund. They will assume responsibility for managing investments, paying pensions, and granting increases.
To help us to chart the way forward with regard to outsourcing, we need your input regarding the options we are considering. These options are described below. We ask you to complete the attached Questionnaire and return it to us as a matter of urgency, but no later than 09 May.
The information we are providing you with is hopefully sufficient for you to give us your informed opinion. Much more information will be provided to you before you are asked to take a decision. Also, this request is aimed specifically at pensioners. Active members (employees) and deferred pensioners require separate comment and will be dealt with later.
Factors you should be aware of when considering your response are the following:
· The decision to choose outsourcing is an individual one and is done on a voluntary basis. If you wish to remain in the IBM Fund you can do so.
· For those who choose to outsource, the capital amount that funds their individual pension will, on transfer, be increased substantially resulting in pension increases of between 15% and 34% depending on the option selected. Older pensioners may receive an additional increase of up to 10%. The increase is made up of your proportionate share of surplus plus reserves.
· For pensioners who choose to remain in the IBM Fund, only their proportionate share of surplus will be placed collectively into a Member Surplus account to be utilised at the sole discretion of the then Member Elected Trustees. The reserves remain in the on-going Fund. Pensions could increase by between 10%  to 12%.
· It is IBM's intention to terminate the IBM Fund at some point in the future. A decision to remain in the Fund means that, should this happen, you will of necessity be outsourced to an insurer. Any sharing of future surplus that may arise after the outsourcing distribution will be negotiated between IBM and pensioners remaining in the Fund.

· On signing of an agreement, all pensioners will receive a lump sum payment equal to six months of their present pension, whatever decision they take. This is separate from the lump sum payment associated with transfer to the pensioner-only fund described below.
The matters we are dealing with are very complex. For the sake of understanding, we run the risk of over-simplifying our description of the options presently under consideration by us. The options are:
WITH PROFIT ANNUITY
The capital value transferred will be enhanced by a proportionate share of the solvency reserve and a proportionate share of the member surplus. On transfer to the insurer your monthly pension would increase by about 34%. For older pensioners there may be an additional increase of 10%. Pensions under this arrangement are guaranteed and future increases are dependent on the investment returns earned on your assets by the insurer. This is how your present pension works but, following an extensive investigation into this product, together with our consultants, we expect that the pension increases will be lower in the future than either the IBM Fund or a standalone Fund. This is because the insurer's cost structure is significantly higher than a standalone fund, their investment strategy is more conservative (low risk for them) and usually done in-house (not using the best available asset managers).
Insurers are commercial enterprises that are driven by profit rather than the welfare of pensioners.
INFLATION GUARANTEED ANNUITY
Your pension value, enhanced by a proportionate share of the solvency reserve and member surplus, will be transferred to an insurer. The insurer will guarantee annual pension increases in line with the increase in inflation (CPI) for life.
This kind of cover is more expensive to buy than a With Profit annuity. Consequently, on transfer to the insurer, your monthly pension would increase by about 20%.
This option gives you peace of mind in knowing that future increases will be in line with inflation. This is an important factor, particularly in times of high inflation.
LIVING ANNUITY
The Capital value of your pension, plus a proportionate share of the solvency reserve and member surplus, will be transferred to a financial institution or an insurer. The pensioner chooses the underlying investment and takes the investment risk. The annuity (paid out as a monthly pension) is based on annually withdrawing between 5% and 20% of the total capital value transferred, which over time may rise or fall depending on investment returns and the withdrawal rate. Simply stated, when the withdrawal rate exceeds the rate of investment returns, capital reduces. When the converse applies, capital grows. The pensioner chooses the percentage of capital he/she wants to withdraw annually, which in turn will determine the amount of pension increase on transfer. The withdrawal rate can be changed once every year. On death, any residual capital will go into your Estate.
This option is high risk and will be restricted to higher paid pensioners. We have not yet finalised the level of the minimum pension needed for this option to be offered to pensioners. A range of a monthly pension between R7000 to R 8000 as a minimum is under discussion. There could also be other criteria, such as other sources of income, which we might need to consider before offering this option to a pensioner.
The risks are threefold: the wrong investment choice, too high a withdrawal rate, and increased longevity. If not carefully managed, each of these on its own can lead to capital being depleted, in which case the pension could cease before the pensioner dies. A combination of these elements would be disastrous. Unless a pensioner has other means, he could end up destitute.
PENSIONER-ONLY FUND WITHOUT IBM PARTICIPATION
This will be a new fund established specifically for pensioners who wish to continue in a standard pension fund environment similar to the IBM Fund. However, there will be material differences. The fund would operate for the sole benefit of pensioners. The Board of Trustees would consist mostly of independent industry experts. Present pensions would be guaranteed. Future increases would be based on the investment returns of the assets plus reserves underlying the pensioner liabilities. Our pension increase policy would be to aim for inflation increases subject to affordability. In a fund without IBM participation returns above CPI would be paid periodically as bonuses, at the discretion of trustees and in line with the increase policy. The financial soundness of the fund would be paramount at all times. Of necessity our investment strategy would have to be more conservative than at present and always based on expert advice. On outsourcing, we would pay out another significant lump sum to compensate for the years of below CPI increases. On transferring to the new fund starting pensions would be increased by between 15 and 20.
Unlike an insurer, a pension fund is established to act in the best interests of its members. Pensioners enjoy stronger legal protection under the Pension Funds Act than they do under the Act governing insurers. With no profit motive Fund costs are lower, its investment strategy is tailored to its needs, it is free to use the best asset managers, and given the IBM Fund's very favourable returns, inflation beating increases are clearly achievable. In discussions with the Financial Services Board they have stated that they would consider registering a fund that had no employer participation. Industry experts who have no vested interest m our situation are of the opinion that a pensioner-only fund would be the best option for pensioners. However, this option will only be feasible if enough pensioners with sufficient capital elect to transfer to this Fund.
NOTE In addition to the above option of a pensioner-only fund, we are investigating the possibility of setting up within this fund, or establishing a separate fund, for those pensioners who might opt for the living annuity. It would provide investment and withdrawal rate management. We will communicate the details, including the benefits, once our investigation is completed.
IBM SA PENSION FUND

At present the Fund has a large surplus. As a result pensioners can reasonably expect to receive inflation matching increases in future. Pensioners who remain in the Fund will do so with a smaller portion of the surplus but with higher reserves. The Fund's cost structure is low. With a co-operative employer, it would be the best of all options. Experience dictates otherwise. Even without Fund closure surplus remaining in the Fund will have to be distributed at some point in the not to distant future.
However IBM wants to close the Fund at some future time. Presently, IBM cannot do this without Rule changes and the co-operation of elected trustees. This provides protection to pensioners against arbitrary action by IBM. As part of the agreement, IBM wants these conditions altered to give them sole authority to terminate the Fund. The decision to stay in the Fund would therefore be for a limited time only (possibly
3-5 years).
General
Please Note: The specific financial numbers and increases quoted above are based on the December 2004 financial position of the IBM SA Pension Fund, and the estimates by the actuary of its liabilities and reserves. Be aware that the size of the fund's assets at the time of outsourcing will be dependant on the investment performance until then. As a result the capital value of your pension, which will determine the increase you may get, can vary up or down. Also, it is our intention to adopt a more conservative investment strategy until outsourcing occurs, once agreement with IBM has been reached.
It is anticipated that the agreement with IBM could be signed in May/June 2005; the offer for pensioners to outsource made in October 2005; and for those pensioners who elect to be outsourced, the effective date of outsourcing could be 28 February/1 March 2006 (depending on tax considerations).
Summary
We appreciate that many pensioners will be apprehensive about the individual choices they will have to make. We assure you that comprehensive information and guidance will be provided closer to the time to assist you. The only purpose of this document is to give you sufficient information to complete the questionnaire. It is very important for us to have a fairly accurate sense of how pensioners view outsourcing and the options it holds for them. This will greatly assist us in planning the future for you.
Thank you for taking the time to read through this lengthy document. We hope that you have found the information both informative and adequate for you to give us the information we seek from you. We look forward to receiving your response.
The Elected Trustees
Attachment: Questionnaire
Future of the IBM SA Pension Fund                             7 APRIL 2005
Please return completed questionnaire by 09 May to:

E - mail     [ Deleted ]

Fax            [ Deleted ]
Mail          [ Deleted ]
It is important for you to give us your view after considering the comments made in the covering note. In summary, the options presently under consideration are:

· To outsource your pension to an insurer and purchase an annuity (pension) of your choice (with restricted availability for a living annuity). Starting increases to pensions would range from 20% (Inflation Guaranteed Annuity), to 34% (With Profit Annuity) and, for older pensioners, a possible increase up to 45%with his option. (In the latter case this would mean a higher increase now at the expense of lower increases in future).
· To transfer your pension to a pensioner-only fund without IBM participation Starting increases to pensions would range from 15%-20%. Plus an additional lump sum payment of six months pension.. Part of the surplus will be retained to strengthen the fund. Future release of surpluses will be for your benefit 

· To remain in the IBM Pension Fund. Increases to pensions could be in the order of 10%-12%. Part of the surplus will be retained to strengthen the fund. Future release of surpluses will be shared with the employer.
In answering the questions below, please remember the following:
As part of an agreement, IBM wants us to agree to a Rule change giving them the unrestricted option of closing the Fund at some time in the future. (In this case the fund would buy an annuity from one of the insurers for each of the remaining Pensioners).
We have not yet reached finality on a pensioner-only fund. If we don't (which seems unlikely), the only options would be for you to transfer your pension to an insurer or remain in the IBM Pension Fund.
It is of particular importance for us to understand how important it is for pensioners to have their pension benefits covered by a standalone pensioner-only fund as compared to the purchase of a pension from an insurer.

Please tick only ONE choice per box for each question.

Fax this page only.

Question 1: How important is it for you to become a member of a standalone pension fund which will operate for the sole benefit of pensioners?   

	A
	Very important
	

	B
	Important
	

	C
	Not important
	


Question 2: If the only choice available would be to outsource your pension to an insurer (and purchase an annuity) or to stay in the IBM Pension Fund, what would your choice be.
	A
	I would remain in the IBM Pension Fund
	

	B
	I would elect to purchase an annuity (pension) from an insurer
	


Questíon 3: Assuming that we will set up an independent, pensioner-only Fund without IBM participation which is managed by industry experts, what would your choice be?

	A
	I would remain in the IBM Pension Fund
	

	B
	I would elect to join a pensioner-only fund (without IBM participation)
	

	C
	I would elect to purchase an annuity (pension) from an insurer    
	

	D
	I would split my pension between a pensioner-only fund and an annuity from an insurer
	


Questíon 3 A: This question must only be answered by those pensioners who have indicated that they would buy an annuity from an insurer or split their pension between an insurer and pensioner-only fund. My preferred choice would be to purchase:

	A
	With Profit Annuity (pension).
	

	B
	Inflation Guaranteed Annuity (pension).
	

	C
	Living Annuity    
	


Comments:

Pensioner Name:_____________________ Signature:____________________
