Attorneys
Fidelity Fund

South Africa



The Attorneys Fidelity Fund
IS a client protection fund,

C

onstituted by statute for

the purpose of reimbursing
consumers of legal
services for loss resulting
from the theft of money

or property entrusted to
attorneys in the course of
their practices.

The Fund's Mission is to:

Promote access to, and confidence in, the administration of justice by ensuring that victims of such theft are promptly and fully
compensated far their loss.

Provide, in the public interest, professional indemnity insurance cover to practitioners against claims arising out of the conduct of
the profession by attormeys,

Ensurg, by the application of appropriate risk management measures, that at all times it has adequate resources, skills and
appropnate organisational structures to mest its objectives and to minimise the nsk to consumers of legal services.

Be responsive and accessible to legitimate claimants by providing information as to its existence and purposs,

Function as a premier institution of civil sociaty, at all times obsenving the highest standards of corporate governance and integrity
in order to promote public confidence in the probity, dignity and status of the attomeys” profession.
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Your Champion in the Legal Profession Since 1941

Report by the Chairperson

Chairperson

On benalf of the Attormeys Fidelity Fund Board of Control (AFF), it gives
me greal pleasure to prasant this overview as an endorsemeant of the
AFF's Annual Report for 2016 financial year.

The Attorneys Fidelity Fund is a creature of statute established in terms
of the Attorneys Act, 53 of 1979, It has a board of sixtesn (16) members
constituted through the four law societies, each of which is represented
by four (4) members.

The Fund's primary purpose is the protection of members of the public in
instances of theft and/or misaporopriation of trust funds and/or property
by attorneys in South Africa. In terms of the Act, the Fund may ako
subvent legal regulation in the country and it has done so in the interest
af both the pubbc and the profession.

As raportad last year the fund iz in the process of transforming its business
miodel in line with the Legal Practice Act of 2014 to enable it o meet its
objectives as set out not only in the curent Attorneys Act but glsoin line
with the new Act. To this end the Board of the Fund in November 2016
approved a new business model and operating structure which puts a kot
of emphasis on the use of information technology tools and systems that
will in future be used for risk amelioration initiatives by both the Fund and
the regulators, The project has gone so far that it is at a stage wherain
processes that are necassary for regulatory as well as risk activities ara
currently being mapped with the requlators and it is hoped that this phaze
will be completed by the end of the first guarter of 2017, It is hoped that
the systems necessary will be procured during the second half of the
year and implemsantation be completad by February of 2018 in line with
the commencement of the Act. Most pleasing however is the spint of
cooperation betwaen the Fund and the regulators in ensuring that this
critical piece of work happens smoathly and in the interast not only of the
requlators and the Fund but also of the practitioners themseives,
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Monduduzo “Muke” Khanyile-Kheswa

The Fund continues to subvent the regulatory activities of the Societies
an an agency basis, hawever in the new dispensation this will fall away
replaced by an annual appropriation in terms of secticn 22 (b) of the Act
ta the Legal Practice Council. This could have a serous bearing on the
sustainability of the Fund given the emergence of competition for the
Fund's traditional income in institutions like PROXISMART that seok to
perform administrative functicns within the area of reserved work. The
Furd in conjuncticn with the reguilators are however strenuously resisting
such because this can only be the heginning of an onslaught on ather
areas of practice as well, thus threatening not onby the livelihood of
practitioners but akso the sustainabiity of the Fund and leaving the pubbc
wulnerable.

The Fund's total value stood at R4,4 billion as at the end of 2016 which
represents a slight growth in its asset base compared to 2015,

Az gliuded to last year this figure might scund particularly huge yet it is
insignificant in the context of the ongoing discussion regarding the Funds
sustainability vis-a-vis the need to subvent regulatory activities of the new
Legal Practice Council. The debate on the new regulatony structure and
the funding thereal continues 1o take place place within Committeas of
the Mational Forum where the Fund is now represented by Mr Etienne
Hom who replaced Mr Abe Mathebula who has since been appointed a
judge of the High Court in the Free State.

The figures required for regulation remain a matter of work in progress at
this stage but the key limitation that will encourage reasonableness is the
fact of the fund having been established primarily for the pratection of the
public and that its main olligation is that and nothing else. The protection
of the public as a mandate of the Fund extends beyond theft but to
other activities in attomeys' practice that leave the public cut of pocket.
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The Fund’s primary purpose is the protection of
members of the public in instances of theft and/
or misappropriation of trust funds and/or property
by attorneys in South Africa. In terms of the Act,
the Fund may also subvent legal regulation in the
country and it has done so in the interest of both
the public and the profession.

This has over the years been achieved through cover afforded by the
Attorneys Insurance Indemnity Fund (A11F),. This cover was afforded 10 all
attorneys free of charge but the model proved itself totally unsustainable
with the pramiurm having risen betweaen the years 2010 and 2016 from
an amount of RS5m to just under R170m in 201 6.After extensive work
done by management and insurance experts the Board of the Fund
resolvad in Novembear 2016 to introduce a contribution regime in terms
whereof ezch practitioner will have to contribute an amount determined
oy the Board annually towards the premium for P cover, Even &t this
stage the underwriting losses incumed over the vears by the AlIF stand
at R185m which the Fund has to make good in order to ensurs that
the company is adequately capitalized. More importantly, the Fund will
introducs the contribution regime over & period of fve vears during which
it will subsicize the contributions by practiionsrs to ensure that they do
nat get overwhelmed by costs they did not previously camy. The Board
af the Fund will at the end of the five year infroductory perod continue to
be imvobeed in carrying the operating costs of the AllF whilst the premium
will b the responsibility of the profession entirehy.

The three year strategy of the Board continues to be implemented, Key
to this sirateqy is the enhancemeant of risk management which given the
number of practicing attorneys cannot be properly implemented except
if is it IT driven, which would allow focus on all risk areas. The Fund's
strateqgy is thus heavily [T driven. And in this regard the establishment and
recruitrmeant for the IT division of the Fund is almost complete

The automation of the application for Fidelity Fund Certificates will play a
kery part in the collation of all risk information that will help profile firms and
in that way confribute to enswing that their risk rating coresponds with
the pramium contribution they will make for Pl cover, It is a conveniant
way of interface between the Sociaties and their members. This will serve

&5 @ basis for the collation of data in the future which will go to the new
databazea that will be reguired by both the Legal Practice Council as well
as the Fund. Confinuous improvermnent is being made on this application
to ensura that it is user friendly, The Fund continues to provide resources
that assist practitioners who cannot deal with the applications for the first
tirme in arder to ensure that no single practitioner s prejudiced by & lack
of rescurces or [T capability.

The Fund has continued to subvent legal education in the country and
is proud of its association with LEAD, the BLA Legal Education Centrg
as well az the education arm of MADEL. The Fund hopes that this
relationship in the interest of all parties is sustainable in the long term,
The Fund’s support for legal education throughout all the years is its
flagship of corporate social responshility that this allows it to be & trus
paople's arganisation.

Finally | wish to thank the Board and Managamant of the Fund for the
support they have given me in the two years of my tenure as Chairperson
and trust that such support will be extended 1o my successar in office,
My term as the first fermale Chair was moest pleasant and historical. It
lends iteelf towards change in this male dominated profession and
hopafully rapresents a great stride for all women in the legal profession
and gives credence to the transformation imperatives of our country.

On behalf of the entire Board, | would ike to thank the Management for
their dedication n ensuring that the Board's strateqy is correcthy impla-
mented and to all the stakeholders for their continued support during the
past financial year.

NS Kheswa
Chairpearson
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Your Champion in the Legal Profession Since 1941

Report by the Chief Executive Officer

The year 2016 has been a year which has seen the legal profession and
the Fund in particular in & state of flux, a5 preparations for the implemen-
tation of the Legal Practice Act of 2014 is just about to be realised with
effect from February 2018, The Fund in particular remaing the comer-
stona of the funding of regulatony activities of the profession as envisaged
inthe Act and as such its sustainability and ability to take decisions that
impact upon it remains ever S0 much moe important today as it will e in
the future hence the need for the Fund to adapt to changing legislation as
well as the changing business and market environments that continue to
evohe each new day. Given these changes, the Fund has had to adapt
its own business as well ag operating models to enzsure that it remaing
viable for vears to come and even marg importantly =0 that it deploys
its resources optimally in claims investigation, process and settlement.
Haning said that it is important that maost of the Funding for cerain activ-
ities which the Fund is carnving out in terms of the cument Attorneys
Act as well as the Legel Practice Act is of & discretionary nature and
nat obligatory, and as such continuous monitoring i an integral part of
the sustamatlity rmanagemeant of the Fund and how the enhancement
or reduction of such haz an effect on both sustainability of the Fund
as well as ensuring that proper regulstion s in place. 1t is aganst this
background and changing circumnstances that the Board of the Fund
adopted a new operating model on the 21st November 2016 whose
focus is primarily driven by business inteligence which seaks to deal
with the entire risk universa of the Fund and enhance revanua collaction
streams as well in order to meet the two stated objectives.

Legal Practice Act

Transformation project

The Fund’s transformation project gave rise to the operating model that is
refarred to herein, with management and the Fund’s consultants Emst &
Young driving the process of change to meet the new challenges that are
coming as & resull of the implementation of the Legal Practios Act. The miast
miportant fact about this cperating model is that this is not a consuitant
driven modsl but rather a collaboration that imobved &l employess of the
Fund as well, in arder to gain masdmum buy-in into the endsaged changas.
Maore importantty the Fund has over a peniod of time sought to engage with
and indesd doas 50 with other stakeholders and as such collaboration has
besan both within and without the confines of the Fund itself.

The project is running on schadule with it envisaged to be closed out in
March 2018 just as the rest of the chapters of the Legal Practice Act are
implarmantad, with onky two streams of the project left to be completed
namely the people's and ICT streams.

Perhapsz these remain the very critical and intrinsic elements of the
project, Without the proper ICT systerms and infrastructurs it is incon-
caivable that the Fund would be able to achieve s objectives of
managing risk throwgh analysis and reliable business data and reports.
Even more critical is the fact that these systerns will ba driven by peopla
and change might bring with it unforeseen consequences, hence formal
change managameant programs need to be in placs to address these and
other human relations related matters, The sole focus of management in
the year 2017 other than day to day operations will be on ensuring that
these twio streams of the project delivar on their objectives.
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Processes mapping, culture and performance management as well
as other elemeants in the project are now complated, To the axtent of
engagement with the stakeholders, there is cumrenthy a sub-set of this
project that is taking place wherain the processes at the regulators are
being mapped in order to ensure easy exchange of information with the
regulators in the future, and more impaortantly to ensure that the Fund
and the regulators operate an the same system and platform. Their risk
pool iz the same. it is hoped that this process will be completed by the
end of the first quarter of 2017, and that a combination of its outcomes
and that of the mapping within the Fund will inform what systems will be
procursd to ensure that the Fund defvers on its strategy and mandate
whilst working hand in glove with the regulators.

The organisational re-design project is thus regarded as a major priority.

Financial sustainability

Financial sustainability has been on the agenda since 2008, when interest
rates reduced to low levels, The Fund is dependent on trust account
interast for the bulk of its cperaticnal requiremeants,

Multiple actions have bean taken to address the long term financial
sustainability of the Fund. Govermment was successfully lobbied in
arder to relook &t the legislative provisions dealing with interast income,
The rasult iz that the LPA creates a new income stream for the Fund,
in respect of trust imvestments made for the benefit of the client. This
income stream will only be effective from on or about February 2018,

The upward trend in interest rates which commenced in 2014 gathered
pace in 2015, and there was a further rate increase in 2016, The beneficial
impact on the Fund's income strearm should enable it to improve financial
sustainability going forward. Howeavar, It must always be remambarad
that interest rates are cyclical in nature and dependent on a hast of extra-
meous factors faling outside of the Fund's control,

The invastment markets have been extramaly volatile in 2016, ending
the year on a low point. Motwithstanding this however Fund has had a
net growth of an average of 5,98 % over the last five vears pointing to
prudent and careful investment strategies despite the volatile markets
and & shrinking econormy.

The Board Of Control

Constitution

The Fund vests in a Board of Control, constituted in terms of the Attorneys
Act 53 of 1979 (the Act). The Executive manageamant of the Fund serves
purely at the pleasure of the Board of Control with no legislative powess
grantad to it, The Board of Control is vested with legistative authority to
function at levels that are oparational, for example the consideration of
claims against the Fund, Management’s role was previously delineated
in resglutions and delegations of the Board of Control, This situation has
been largely altered by legislative amendments passed in 2014, The
effect of these amendments (as contained in the Judicial Amendment
Act and the Attorneys Amendment Act) was to fundamentally redefine
the constitution of the Board of Control, enabiing management of the
Fund to consider claims receved.
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The Legal Practice Act reinforces the changes brought sbout by the
amendments [ he legislation, as discussed further below. This scenario
will alzo maost kely have to be examined in the light of the changes in
the constitution of the Board with effect from February 2018 when the
Board will be populated by parsons other than lawsyers themselves but
in the current year the situation and process of claims consideration wil
remain unaltered.

Composition

The Board is made up of 16 member represaentatives of each of the four
statutory law societies in South Africa referred o in the Act. The term
of office of each member of the Board is now fixed at three [3) years,
which term may be renawed once. The provisions of the Legal Practice
Act fundameantally change the nature and constitution of the Board of
Control.

Currently, the Board of Contral is made up as follows: 25% represan-
tation by each of the Black Lawyers Association [BLA), and the National
Azzociation of Democratic Lawyers (MADEL), and 50% representation
by members who do not represent either the BLA or NADEL (the latter
category are commonly referred to as the ‘statutory' representatives.

Currantly the term of office of eleven (11) of the Board members expires
at the Board's annual general meeting set for the 13th March 2017.Given
the fact of the advent of a new and differently composed Board with
effect from February 2018, the Board has requestad that all components
contributing members to the Board should re-nominate the serving
Board meambers for this remaining one year 1o ensure a smooth transition
from the old dispenszation to the new one. This would ensure no loss of
institutional knowledges all at the same time, whilst ensuring that plans
alrgadty in placa do not get disrupted through the introduction of totally
new members to the slready half implemented strategy. Perhaps even
miore importiantly for the futuee stability of the organisation this is going to
help ensure that the current Board adopt and put in place a succession
policy at Board as well a5 &t managamaent lavel,

The Legal Practice Act makes provision for ministerial as well as ciil
society representation on the Board of the Fund - a significant change
in the governance structure of the Fund going forward. It is expected
that the result of the change will be o bring about & different discourss
within the Beard, assisting in the promotion of both professional and
public interest as envisaged by the new Act. To this end Management
has a three-yaar plan in place to address the challenges and the oppor-
tunities presented by this piece of legislation. Mew areas of cperation and
functions of the Fund 2t out in the Legal Practice Act includs the power
to inspect books of account, the imvolvernent of the Fund in curatorship
functions and the institution of private prosecutions aganst defaulting
attorneys. All these funclions will be considered against practical consid-
erations such as the availabiity of resources, co-operation with the
regulators and other stakeholders in addressing commaon risk challenges
and leveraging on opportunities to maximise income, while reducing the
rizks, In doing this it is important 1o note that thesa functions areg givan in
similar vein to the regulators and what will be impeortant is to ensure that
duplications are avoided but protocaols are in place to regulate who does
what, when and under what circumstances. These will be negotiated
sometime in 2017,

The activities of the Fund are highlighted in the vanous other reparts
accompanying this report and provide both insight into the activities of
the Fund in 2076 and planning for the two yvears following that, in prepa-
ration for the new dispensation.

During 2016 the following parsons served as members of the Board;

The Law Society of the Cape of Good Hope

hr K Albarts CLS
Wr S Mkanunu MADEL
hs M Kose BLA,
Mr P Pama CLS

The Law Society of the Free State

hr HG Wan Rooyen F5ELS
W E Horn FsLS
Mr A Mathebula (M= M Madubz)  BLA
hr Wy Phalatsi MADEL
KwaZulu-Matal Law Society

Mr E Barry KZHLE
Wir F Govindasamy MADEL
Mz NS Khanyile-Kheswa BLA
Mr E Moollz KZIMLS

Law Society of the Morthern Provinces

Wz K Mogale BLA
Wr CF Fourig LSMP
K AF Miller LSMF
W S Madiba MADEL

Board Meetings 2016
[See table of attendance on page 13)

Executive Cormmittes

Composition

The Board's Executive Committes (EXCO), comprising reprasentatives of
all constiteent members of the profession, was formally constituted by
resolution of the Board of Control adoptad on 4 September 2000,

The Board of Control has adopted a charter tor EXCO. The Committes is
mada up of the Chair and three Vice-Chairs of the Board and during the
year under review comprised:

Mz N3 Kheswa Chair

hr 5 Mediba Wice-Chair
K E Horn Vice-Chair
hir CF Fourie Wica-Chair
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Your Champion in the Legal Profession Since 1941

Report by the Chief Executive Officer (continued)

Management Structure
During the period under review the Fund's Management comprised:

Motlatsi Molefe Chief Executive Officer
Andrew Stansfield Finance Executive

Jerome Losper Claims Executive

Jan da Bear Farensics Exacutive
Pumeza Mdima Senior Claims Manager
Robert Burawundi Irvestment Executive
Tiizetso Tolcane IT Manager

Busisiwe Tshangela Hurnan Resourceas Manager
Shadrack Maike Board Secratary

Audit Reform and Compliance Support

Proper reguiation of the profession is essential — particularhy for the Fund,
which is required to reimburse members of the public who have suffered
pecuniary loss consequent upon the theft of trust money, The Fund
continued to propagate the need for a medel to complement the currant
compliance-based approsch followed by attormeys’ auditors, in framing
and submitling audst reports in terms of the rules of the statulory law
societies. A pro-active early detection-based approach is an important
cog in the management of risk by both the Regulatars and the Fund.
This will in turn mitigate the Fund's risk of Ioss, and ensure that the cover
provided by the Fund in the public interest, will be sustainable into the
future. The Legal Practice Act Drings with it an important change in the
apprcach in that it makes it possible for such a proactive approach to
rick management, and specifically provides for the fact that no attormey
whio holds a fidelity fund certificate can refuse an inspection, and must
provide information as requested by the Fund,

The automated Fidelity Fund Certificate (FFC) process continued to be
implementad vet again in 2016, This process enables practitionars to
apply for, and be izsued with FFCs online, and is utilized by the regicnal
law socetes, The Fund is hosting the T emvironment, and the resulting
availability of up-to-date data going forward has proved to be a useful
risk management tool, This risk data obtained through the FFC appli-
cation process forms the foundation for the development of approphate
risk models for both the Fund and the Regulator. For the first time the
Fund can independeantly wouch far the integrity of the data captured.

The Fund's proposed risk-based approach o in-house ingpections is
designad to complameant the compliance-based approach used by the
auditing profession. Following discussions with SAKCA in 2015, it was
agreed that the traditional trust audit will be replaced by a maore focused
"agreed-upon procedures” methodology which will have a greater
elament of detection than was previoushy the case, in circumstances
where this is appropriate.

The Fund now has statutory powers to approach the courts 1o have
curators appointed to practices under certain circumstances. In this
regard the value of such powers inchudes the ability to approach the
courts timeously, ensuring that the appointment of a curator takes place
without jeopardising any action undertaken by the Society in the interim.
This would secure the trust account. Secondly, the ability to institute
in-depth investigation and analysis of the financial activities of the practi-
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tionar concerned, o secure any fess dus which would minimise the
exposure of the Fund. The Fund looks farward to the implementation
of these powers with effect from February 2018 when the Act becomes
operational, although as pointed out it will engage with the requlators to
awpid duplication of costs as well a5 work,

The Fund has been activaly involved in assisting with investigations
undertaken by police and the National Prosecuting Authority in order to
ensure the successiul prosacutions of defaulting practitionars. Thea Fund
now has the power to institute prosecutions, but this can only be done
where the prospects of a successful prosecution exist, The role of the
Furd in such cannot be underestimated as this is yvet another tocl for
recovenng stolen funds by coupling compensation orders to whatever
santence the court iImposes on the accused attomey.

It is also important to note that the curent proposad uniform rules make
prowvision for inspections over and above the traditional audits, which,
in maEry ways, 15 a step in the right direction in the way of autherti-
cation as a measure of curbing risk. These however are still the subject
of sorme debate and wranglng and have as yet not been accepted by
all parties including the Fund especially where such rules significantly
affect the Fund’s traditional income stream as well as other matters
such as the election rules for the new Legal Practitioners Fidelity Fund.
The Legal Practice Act provides that the rules relating to the inspec-
tions 1o be carmed out by the Fund are to be determined by the Board,
independeantly of the rules of the regulator, making the environment more
conducive for inspections to be carmed out. These were drafted and
complated and the draft circulated to the regulators and other stake-
holders for input but have yvet to be formally adopted by the Board and
rermain in draft form anly,

The Compliance and Support Prograrm which = aimed &t supporting
newly established practices for a masimum period of two years, subject
to certain criteria has continued in the junsdiction of the Kwa-Zulu Matal
Law Society. The aim is to ensura the targeted practitioners become
administratively and financially scund before they exit to join the nomal
audit program, The Kwa-Zulu Natal Law Society is at the forafront of this
initiative and it s ultimately envisaged that the programme will be rolled
out nationally, subect to the availability of resources and the crafting of
sirategies o ansure its smooth implementation countrywide. The Free
State Law Society has accepted the use of this program as well and
talks are underway about the commencement of the programme in the
Free State as it were.

This program continues to form a core function of the Fund’s inspec-
torate tearn, The expertise in the inspectorate team is continuously
augmented and mproved with the aim of providing audit serdces to the
regulators in large and/or complex matters, The expertize of the team
is made available to the MPA and SAPS in matters where the Fund has
an interest. In the new regime of ingpections under the Legal Practice
Bill, the experiencas gained in the audit reform and complance support
program will enhance the Fund's risk managament and audit functions.
More rnportantly the Fund's tearm will be ready and experienced to deal
with inspections as envisaged in the Legal Practice Act.
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Trustline

Trustling continued in 2016 in collaboration with the Law Society of
South Africa. This campaign is a country wide initiative providing the
pubilic with & platform to kodge any complaints on an anonymaous basis in
appropriate instances. However we have continued to see the number of
casas reported dropping instead of increasing and over a period of time.
After encugh data has been collated it will put the Fund in a position
to assess whether this drop can be corelated with & reduction in theft
claims or not, At this stage thera izn't enough information to justify such
a conclusion. Management is exploring cther possible campaigns but
none ware undertaken in 2016 with the focus being heavily on Trestline
as it presantly axists,

Az part of the new structure of the Fund approved in Movember 2016,
a public relations function has been created, which wil cevelop a
formal communication strategy and encompass Trustline and anmy other
campaigns promeoting awareness of risk within the legal profession.

The Fund's Reinsurance Programme

The Fund's reinsurance program was renewed for a further year on 1 July
2016, with cover under the core program havng again been placed for
an amaount of B 425m in excess of the Fund's retention of R150m.

The Fund's more specific program, which provides protection 1o the
Fund of R 75m in excess of the Fund’s retention of R20m in the event of
koss arising from claims paid in relation to a dafalcation involving 2 single
practice, was likewise renewed with effect from the expiry date. This
program insures 1o the beneafit of the Fund’s core program by protecting
the Fund against rapid erosion of its retention under the cora program.

The Fund's underariters continue to be engaged by managamant
annually with updates on the Fund's business as well as risk management
initigtivies that have been put in place to mitigate the escalation of theft
claims.

Risk prenvention and mitigation measures such as the Fund's Inspectorata
and Trustline, as well as changes to be brought into the governance
of the profession under the Legal Practice Act were shared with the
reinsurance market, resulting in their positive stance in the continued
partnership with the Fund. The premium for the renewal was finalised
an expiring terms, despite a deterioration in the theft claims on record.
This signifies an appraciation of the efforts continually bsing mads on risk

managarmeant.

The re-insurance programime remaing a basic guarantee aganst the very
real threat of a catastrophic claim and will militate against total or serous
erosion of the assets of the Fund in the event of 8 serous deterioration
in Claims.

The importance of the programme is demaonstrated by the fact that for
the =acond time in the Fund's history (the first claim for R11m was in
2015), a clair for R12m has bean lodgad with the insurars, relating to the
2009/2010 vear of insurance. The claim was admitted by the insurers,
who paid the claim in 2016, Against an annual prermium cost of BSm, the
programme is very cost-affactive.

Corporate Governance

The Board of Control adopted a charter on 27 July 2004, committing
the Furd to the principles of good governance. Charters by which the
Governance Committees were constituted were also adoptad by the
Beard. These charters are continually revisited in orcer to ensure ralevance
and to meet with change in govemnance in a rapidly changing world,
There continues to be a cohort of independent commitiee mambers
nat linked to the legal profession, thus infusing such committees with
specialisad skils and introducing a new discourse in order 1o assist the
Furd in the future.

The introduction of civil society representation on the Board as stipulated
in the Legal Practice Act is a welcome development. Sivil sociaty will,
for the first time, contribute 1o the steering of the Fund's business at the
highest echelons.

The Board for the first time in 2016 commissicnad the Institute of
Directors of South Afica to conduct an evaluation of its effectiveness,
The outcome was most pleasing in that the Board rated above the
benchmark as defined by the Institute and more importanthy where there
was doubt and in particular regarding remuneration issues emanating
from the Remuneration Committee, an independent senvice prowvider
Ernst & Young was commissionad to prapare a review and to report on
itz activities, The indepandant report reafiirmed that the committes was
tunctioning very well and is effectively implermenting the Fund’s remuner-
ation philosophy.

Listed overleal are the various commilless and the parsons who served
on them in the pericd reported on:

AMMUAL REPORT 2016




Your Champion in the Legal Profession Since 1941

Report by the Chief Executive Officer (continued)

Audit & Compliance Committee

hir A Adhileari Chair

Or L Konar Independent Specialist Member
hs M Rarmataboe Indepandent Specialist Mamber
Mz K Mogale Member

Mr EA Mooz Mearmber

Mr E Barry Mernbar

Ex-Officio

Mr b Molefe, Mr AM Stansfield, Mr J De Beer, Mr J Losper, Mr S0 Maile,
hir B Burawundi, br S Shange

Attendance at Audit, and Compliance Committess

@ = Attended
AP = Apolocy Talaoan

0.032016 0072016 30002016 07102016
W & Adhikari ™ ™ ™ ™
Dr L Konar @ [ ] AP ]
s M Ramatabos @ 9 ™ 9
s K Megale - [ ] AP [ ]
bir EA Moalls ] & L AR
M E Barry @ & AP AP
Remuneration of Audit & Compliance Committee members

Telecon Telecon Telecon

0103206 01072006 30092016 OFA0.2016
Wi & Adhikari R3 180 Ra 180 RE 180 RE 180
Dr L Konar A11 340 R17 010 - R17 010
M= M Rarmataboe R10 125 R10 125 R10 125 R10 125
s K Megale - RA 265 - RS 265
bir EA Moolia RE 265 R 265 & 265 -
i E Barry RS 265 RS 265 - -
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Remuneration Committee
Wir Ed boollz

Mr M Chauke

W HE Wan Rooyen

W Jansa van Rensburg

Mr S Mkanunw

W K Alberts

Mz Seadimo Chaba

Ex-Officio

Chir

Member

hermbser

MMember

Memkber

Memkbser

Independent Specialist Membear

Mr b Motefe, Mr AM Stansheld, MrS0 Maiks, Mrs NE Kraai,

Wrs MB Tehangela

Attendance at Remuneration Committee meetings

@ = Attended
AP = Apology S30.03.2006 18062016 220820016 28.10.2018
Wr EA Moolla [ ] [ ] [ ] 9
Wr W Chaike ] L ] L ] L ]
W HC Var Rooyan ] [ ] [ ] 9
Mr Jansa van Rensburg ® - - -
W 5 Mkanunu - - [ ] [ ]
Mr K Aberts - - = ®
Ms Seadimo Chaba o L | ] AP
Remuneration of Remuneration Committee members

30.06.2016 18062016 22.08.2016 2B.10.2018
Mr EA Moolla RE 750 A& 750 RE 750 AE 750
M b Chakes Rd 174 RE& 570 A& 570 AR5 570
Wr HC Van Rooyen R5 570 R5 670 A5 570 A5 670
Wr Janss van Rensburg R5 570 - - -
M 5 Mkanuriu - - RE 570 RE 570
Mr K Alberts - - - R5 570
Mz Seadimo Chaba R13 230 R13 230 R13 230 -
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Risk Committee

Mr E Barry Chair

Mr Raj Badal Membar
i L Lobi Memter
Wir Roy Harichuncer Meambsr

Ex-Officio

Mr M Molefe, MrAM Stansfield, MrJ De Beer, MrJ Losper, Mr S0 Maile,

Wr B Burswundi, Mr T Toloans, Mrs SK Myamane

Attendance of Risk Committee meetings

Finance Committee

Kr S Madiba Chiair

Mr HZ Van Booyen  Member

Wir E Barry Mermnker

Mz B Rangata Marnier

Mr 2 Fihlani Independent Specialist Member
Ex-Officio

South fdrem

Mr A Madefe, Mr AM Stanshield, Mr B Burawundi, Mr S0 Maile,

W J Losper, Mr 5 Shanga

Attendance of Finance Committee meatings

@ = Attendad @ = Attended
AP = Apology 0B.0G.2018  0B.09.2018 AP = Apclogy 0r.0o2018 OB062016 05092018 OF11.2016
Wir E Barry ™ 8 W S Madiba ™ o o ™
i Baj Bacds [ ] [ ] Mr HC Van Rooyen [ ] ® AP 9
Mr L Labi AR @ W E Bamy 9 Y Y Y
i Bloy Harichuncer [ ] [ ] Ms B Rangata 9 ® 9 ®
Mr Z Fihlani e ® ® ®
Remuneration of Risk Committee members Telecon Telecon
08062016 06.00,2016 Remuneration of Finance Committee members
Mr E Barry R 750 Rii 750 O7.03.20016 O0B.O62016 050020016 07112018
Wir Haj Badsl R4 177 R4 177 Mr S Madiba Ra 100 Ba 100 RE 103 HE 100
kir L Lobi - R4 177 WMr HC Van Rooyen RT 0&0 RT D& - AT 020
Wir Roy Harichuncer A13 230 R13 230 Mr E Barry R7 020 R7 020 A7 020 AT 020
M= B Rangata A7 020 AT 020 A7 020 A7 020
WIr Z Fihlani H7 020 R7 020 R7 020 A7 020
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Report by the Chief Executive Officer (continued)

Investment Committee

M MIA Ganig Chair

Mr JJ Mhlambi Member

hir EA Moolla hember

Mr BAA Mathebula Membar

Mr E Letty Independent Specialist Member
Ms G Fivaz Independent Specialist Mamber
Ex-Officio

Mr b Molefe, Mr R Burawundi, Mr AM Stansfield, Mr 3D Maile

Attendance at Investment Committes meetings
@ = Attended

Executive Committee

hrs M Kharyile-Kheswa Chair

Kr E Horn Vice-Chair
hir SA Thobane Vice-Chair
Wr TP Fourie Vice-Chair
Kr 5 Mediba Vice-Chair
Ex-Officio

hr b Molefe, Mr AN Stansfisld, MrJ De Baer, Mr J Losper,
Mr 20 Maile, Mr B Burawuoendi, Mrs P Ndima, Mrs M Kraai

Attendance at Executive Committee meetings

AP = Apology 22022Me 0052016 M0B20ME 14112016 @ = Atended
Wir BALA Gania [ ] [ ] [ ] [ ] AP = Apoloagy 17.05.2016 03.06.2016 O0B.08.2018 25102016
Wr JJd Mhlamks e ® AP AP Mrs M Kharwike-kneswa ® ® ® ®
Wir EA Moalia 9 9 9 9 W E Hom 9 Y Y Y
WA BAA Mathebula AP [ ] AP [ ] Mr 54 Thobane AP
bir E Letty ® ® ® ] Mr CF Fourie @
M C Fivaz @ @ 9 9 Kr S Madiba - (] (] (]
Remuneration of Investment Committee members

Annual Fee Remuneration of Executive Committes members
KAr BALA Gaanie Rt 700 st Quarter 2nd Quarter  3rd Quarter  4th Quarter
Wir JJ Mhlamks R43 E80 Mrs M Eharmyika-Kheswa B116 640 A118 B40 A116 640 A116 B40
Mr EA Moalia R7E 60 Mr E Hom R43 740 Fi43 740 F43 740 Fida 740
Wir A Mathabula R44 880 WIr 54 Thobans - - - -
Mr E Letty Fizd4 520 Wr &P Fourie R43 740 R 740 Fidd 740 Fed3 740
Wiz C Fivaz R128 600 NIr 5 Madiba - - R43 740 R43 740
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Treasury Committee

M MIA Ganig Chair

Mr P Pama Member

M b Ramtabos hember

Mr W Phalatsi Membar

Mr FS Perumal Specialist Member
Ex-Officio

r M Molefe, Mr AR Stansfisld, Mr B Burawundi, Mr SD Maile,

Mr b Mbatha

Attendance at Treasury Committee meeting

@ = Attended Tekscon
AP = Apology 08032018 07062016 01122016
Wi WlA, Giariia ™ ™ ™
Mr PPama ® ® ®
s M Ramatabos 9 9 9
hir W Phalatsi AP 9 ®
hir PS5 Pesumal [ ] - -
Remuneration of Treasury Committes members

Talecon Telecon Telecon

020632015 0806205 09112015
Kir BALA Ganie R& 750 RS 062 RS 062
Mr PPama R4 177 R4 177 R4 177
s M Ramataboe RS 570 R4 177 R4 177
Wi W Phalatsi AP R 177 R4 177
Wi BS Perumal RS 570 - -

Attorneys
Fidelity Fund

South fdrem

Policy & Governance Committee
hirs K Matolo-Diepu Chalr

Kr E Horn Member

Wz K Mogale Member

K= B Moy Specialist Mamber
Ex-Officia

Mr M Molefe, Mr S0 Maile, Mrs ME Kraai, Mrs B Tshangela

Attendance at Policy & Governance Committee meetings

[F=] [F=] w0 [Fs] 5] (£} (£}

o o o o o o o

o & & & & o 5
@ = Atended 5 &8 & &8 & & =
AP = Apology 2 8 & 3 8 & B8
Mrs K Matalo-Diepu [ ] [ ] [ ] [ ] [ ] [ ] [ ]
Mr E Hom L] [ ] L] L] [ ] [ ] ®
M= K Mogale [ ] AR [ ] [ ] [ ] [ ] AR
s P Ml AP [ ] [ ] [ ] [ ] [ ] [ ]
Remuneration of Policy & Governance Committee members

Telacon

o o o [F=] 5] 5] 5]

o o o o o o o

L] x| ] L) L) | Ll

& &8 & § & & =

=] (37} (3] - ] =] =]

- o (3T} (=] (3] o [=]

hrs K Matolo-Diepu - RE 750

A6 750 BE 750 RE TS0 RE 250 RE TS0 RAE TS0

Mr E Hom RS 570 RS SFD RESYD RS SYD R4 177 RESYD RS STD
Ms K Mogale H3 57D HZ 570 HS 570 R4 177 HESTD
s P Ml -A13230R13 230R13 230 RS 922 R13 230R13 230
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Report by the Chief Executive Officer (continued)

Bursary Committee
Mr | Kleynzmith Chair
Mr Bemard Martin Member

hir TD Papier hember
Prof P Andrews Membar
Ex-Officio

Mr b Molefe, Mr S0 Maile, Mrs MB Tzhangela, Mrs L Decker,

hir 5 Shange

Grants to Universities Committee

hr JJ Maree Chair
B HJM Swart Member
hr D Bennett hamber
Mr P Hom MMember
Ex-Officia

Mr M Molefe, Mrs MB Tshangela, Mrs L Decker, Mr CF Fourie

Attendance at Grants to Universities Committee

Attendance at Bursary Committes @ = Miendad

@ = Aitended AP = Apology O7.04.2006 12.05.2016
AP = Apology 06.01.2016 29092016 02.11.2016 KA Maree ™ ™
A7 | Kleynsmith ® ® ® Mr O Bernett AP ®
Wir Barnard Martin [ ] AP [ ] Mr P Horn AP [ ]
A TD Papier ® AP ® Mr CF Fourie AP AP
Praf F Andrews 9 AP 9 Wr HJM Swart Y Y
Remuneration of Bursary Committee Remuneration of Grants to Universities Committee

@ = Attended 07042018 13.05.20168
AP = Apology 06.01.2016 29.09.2018 02.11.2016 Mr J.J Maree R4 550 R4 590
Wir | Kleynsmith R 530 R4 530 R4 530 Mr D Beringtt - R4 590
r Barmard Martin R4 550 - R4 590 Mr P Homn - R4 590
Wir TD Papigr R 530 - Rd 550 Wr CPF Fourig - -
Pral P Andrenws R4 530 E R4 530 Wr HJM Swart - -
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Fidelity Fund
South fdrem
Board of Control Members
Attendance at Board of Control meetings in 2016
@ = Atlended
AP = Apology
Board Mambsrs 14.03.2016 20.06.2018 09082016 2012016 21.11.2016
Wi M Khanyile-Kheswa (Chair) @ L ] [ ] @ L ]
Wir E Hom (Vice-Chair) @ L ] [ ] @ L ]
Wir GF Fouria (Vica-Chair) ® ] ® ® ]
Wr 34 Thobane Moe-Chak) AR - - - -
W S Madiba (Vice-Chair) ® Y ® ® Y
Wr EA Mool ® [ ] [ ] ® [ ]
Mr ER Barry @ L ] AR ] ]
Wr P Gendndasany ® 9 ® ® 9
Mr AP Miller - ® AP ® ®
s K Mogala ® ] ® AP ]
Mr HC Van Rooyen ] L ] [ ] ] L ]
Wir W A Mathebula ® ] AR ® Y
hr W Phalatsi AP ® ® 9
Mr S Mhkanunu L] [ ] AR L] AR
Mr P Parra ® ® ® ® ®
W K Alberts [ ] [ ] L ] [ ] [ ]
Mr JC .Jansa van Rensburg L ] - - - -
Wr 3 Gule (Allernate) - = [ ] - =
hir B Maswazi [Altarnate) @ - [ ] @ L ]
W JJ hhlamb (Shernate) ® - - - -
Remuneration of Board of Control Members
1403216 2006208 090920168 20011.2M6 21.11.2M8 Retainer Total
Wr EA Moolia R7 830 R7 830 R7 830 R7 830 RT 830 R28 0ad R&T 230
ki ER Barry Rr 830 R 830 BT 830 Rr 830 RZ28 06l B9 400
W P Govindasamy R7 830 RT 830 RT B3 RT B30 RY B30 R28 080 RE&T 230
I AP Millar - RT 830 - R7 830 R7 830 RZ8 08d R51 570
ks K Mogale R7 830 R7 830 RF 830 - 7 830 R28 080 RS0 400
M HC Van Rooyan R7¥ 830 RT 830 R7 830 R7 830 R7 830 Rz8 080 RET 230
B A Mathebula R7 830 R7 830 - RT &30 RT 830 A28 080 R 400
bir M Phalatsi - - R7 830 R7 830 R 830 R28 080 R51 570
Br = Mianuru R 830 R7 a3o = RT 830 = Rz8 08l R=1 570
bdr P Fama R7 830 R7 &30 R7 830 R 830 RT 830 A28 Q8 RET 230
i K Albarts R¥ 830 RT 830 R¥ &30 R7 830 R7F 830 RZz8 080 RET 230
Mr JC Janse van Rensburg R7 830 - - - = = R7 830
Mr S Gule [Altermats) - - RT &30 - - R7 830
Mr B Maswazi (Allernata) H7 830 H7 830 Ry 830 R7 830 R31 320
hdr ) Bnlambi (Altermate) R7 &30 - - - - - RT 83
Ex-Officio

WA B Molediz, MrAM Stanshiedd, MrJ De Beer, &MrJ Losper, Mes N Kraai, Mro3D Made, M R Burawuncs, Mez P Ndima
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Report by the Chief Executive Officer (continued)

The Board is focusing not only on its operations within the current
regulatary regime as enshrined in the Attorneys Act, but also preparing
for the future dispensation to be brought about by the Legal Practice
Act, The provisions of this proposed new law will have the attention of
both the Board and management of the Fund fully occupied in this the
last year of preparation in order 1o settle processes and strategies on a
muambar of important operational functions amongst which the following
will be of paramount importance:

= The collection of interest and what methods and agents if any are
to be used for that purpose,

- Rules regarding the inspection of trust accounts,

- What methods and which agents if any are to do the inspections,

- Fisk managemeant with regard to new areas of risk brought about
by the regulatory regime change,

These are but a few of a number of iImportant projects to be undertaken
by the Fund as part of its approved three year strategy for the future, but
they are 50 fundamental that the changas introduced will certainly lead
to a fundamental change in the Fund's business model and approach.
Of necassity the issue to be examined is whether the Fund will cease
outzowrcing aspects like interest collection and collect itself, and whether
or not it would still simply expect of the Council and or Regional Councils
to camy out inspections at the Fund’s cost.

What ramains ever important howsver, s that whist carrying out
whatever acticn is necessary in order to ready itzelf for the new dispen-
gation, the Fund must not kose sight of the fact that engagemeant with all
stakeholders and the retention of goodwill amengst them all will ensure
a successful transition — with the public &t large enjoying the benefit of
the protection of the Fund without any disruptions in serdca. The Trans-
formation Project refermad to at the beginning of this report is intended to
facilitate the transition.

Frofessional Indemnity Insurance:

The Fund continues to pay the premium that anablas the entire attorneys’
profession to be indemnified against caims anising out if the conduct of
their practice (except theft) far free through the AlIF, its special vehicle for
delivering thiz serice. However the premiums have increazed exponen-
tiglly over the years being from as low as BS5m in the yvear 2011 to the
current premium of just under B170m. This situation was debated over a
percd of three years, and proposals were gathered from experts in this
kind of insurance in the legal profession as well, Culrminating from this,
management of both the Fund and the AllF were mandated by the Board
to make proposals about & contrioution regime whergin the profession
would contribute towards the insurance premium. As a result a proposal
implernanting contributions by attorneys was accepted by the board on
the 21st Movember 2016 in terms which attorneys would contribute fifty
{50%) percent of the premiurm annwally and the Fund the other Fifty (50%:)
percent. This is emvisaged to be implemented in 2018 when the Lagal
Practice Act becomes fully operational, but the Funds contribution wil
be limited to & pariod of five vesrs and reduce incrementally over that
pencd, until it onky contributes to the operating costs of the scheme
whilst the prermium as & whole is borre by the profession,

The AlIF remains uncer the regulatory regime of the Financial Serices
Board (FSB) with its directors appointed by the Fund. It is important to

14 ATTORNEYS FIDELITY FUND

AN

note that the regime wunder which it iz regulated iz onerous but notwith-
standing this it has ramained except for sustainability issues exemplary
in comphying with itz obligation under the SAM regime as well as Board
notices ke Motice 158 of 2014 relating to governance in the short term
insurance Industry wherein the AllF operates..

Ware importantly in 2016 the AIF retained the Institute of Directors of
Zouth Africa to conduct an evaluation of its effectiveness as a Board,
and outdid the benchmark setting it cut as a fruby well-run institution.
Cwersight by the Fund has always besn an integral pan of ensuring AIF
sustainakility and the Fund will continue to support this scheme.

At its meeting on the 213t Novemiber 2016 the Board appointed Mr Joe
Leseane subject to FSB approval to serve on the Board of the AlIF with
effect from 2017.

AllF Board Of Directors
In 2016, the AlIF directors are as follows:

Mr b Haksn Mon-axecutive, Independent Chairman)
Kr 25 Mbelle Managing Directar)
hlr TD Khanyie Mon-executive, Independent and Chairman of the

Audit and Risk Commitiees
hir HG Wan Rooyen  Free State Law Society

M MAAS Essa KwaZuly Matal Law Sociaty

Mr WA de Roos Insurance Expert

hs HE Dlepu Law Society of the Northern Provinces
Mr CF Fourie Law Society of the Morthern Provinces
hr EA Pdcolla Kowadulu Matal Law Sociaty

W SL hMguaji Cape Law Society

Motlatsi Molefe

Chief Exscitive Officer




Attorneys
Fidelity Fund

Report by the Claims Executive

This year has been one of transforming the Attorneys Fidelity
Fund, with a focus on restructuring the organisation for our
service excellence priorities and business sustainability. Our
responsibility is to see that clients of attorneys who suffer
pecuniary loss arising from dishonest conduct of attorneys
and or their employees are provided with the most relevant,

efficient and effective services.

This annual report focuses on the Clams Department's activities in
calendar year 2016, Below are an overview of the cumulative value of
claims nofified for the past three (3) years; the number and value of
claims notified by area of practics; the curmulative value of claims paid for
the past three (3) years; the number and value of claims paid by area of
practice for the same perod; the Fund's the contingent claims postion
for the past thees (3) years,

Cumulative value of claims notified

Figure 1 represents a comparison of the cumulative value of claims
notified for the past three (3) vears &t the end of any of the months below.
In 20186, claims to the value of B372 523 114 were filed with the Fund, an
increase of twenty-seven percent (27%) from 2015.

A0 DO 000

350 000 000

A300 000 000

FA250 000 000

200 D00 000

A150 D00 000

A100 D00 000

RS0 D00 000

2]

AN FEB  MAR AP M W AL MG EEP OCT WOYW DEC

W zos =0 B 2o

Figure 1

Mumber of claims notified by area of practice expressed as
a percentage of the total number of claims notified in 2016.
Mate: The claims type "Other” is made up of Administrations, Collec-
tions, Criminal, Matrimonial and Sequestrations Liguidations,

Figure 2 represents the numbsr of caims notified oy arsa of practics,
as expressed as a percantage of the total number of claims notified in
2016, The number of claims notified in 2016 were 1098, an increase of
22% from 2015,

B oreER:11E
BF: 5

B COMMERCIAL: 8
COM: 606
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Figure 2
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Report by the Claims Executive (continued)

Value of claims notified by area of practice, expressed as a
percentage of the total value of claims notified in 2016

Mate: The claims type "Other” is made up of Administrations, Collec-
tions, Criminal, Matrimeonial and Sequestrations! Liguidations.

Figure 3 reprasents he value of claims notified by area of practice in
2016 as a percentage of the total value of claims notified in 2016, The
largest clams notified (R161 245 276) were in respect of Conveyancing
claims, followed by Litigation related claims (R74 013 073) and Road
Accident Fund claims (RS2 949 T8E).

B omeR: AT 218 281
E/F: A1 062 461
COMMERCLAL: A20 737 428
COMY: R1B1 245 278

B =7 Rsz vanoTo

B v A2 617 620
LIT: A7 013 073

B mor RS2 049 TRE

Figure 3

Cumulative value of claims paid

Figure 4 reprasants the cumulative value of claims paid for the past thres
3] years at the end of any of the months below. The cumulative value of
claims paid for 2016 decreased by twelve percant (12%) in 2018, This
is a result of the strict adherence to the excussion principle in terms of
which claimants are required to first try and recover their stolen money
and ar property from the defaulting attorney and o all other parsons
ligble in law before the Attorneys Fidelity Fund will compensate them.

Fit o 000 0

R0 418
A115 B4 735
i 20 00 0
R0 00 0
A10E 572 T
KD 000 0
R0 000000
0 OO (KK
H20 OO (KK
Ra WH FEB i i My JUN na AL SEP 0T [0 LEC
B o5 ] = B0 eoa
Figrire 4

16 ATTORMEYS FIDELITY FUND

AN

Mumber of claims paid by area of practice expressed as a
percentage of the total number of claims paid in 2016.

Mate: The claims type “Other” is made up of Administrations, Collec-
tions, Criminal, Matrimaonial and Sequestrations! Liguidations.

Figure & reprasents the number of claims paid by area of practics,
as expressed as 3 percentage of the total number of claims paid in
2016, Sixty six parcent (B6%) of the total number of claims paid were in
respect Conveyancing claims followed by Road Accident Fund (14%),
and Other (7%).
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Figuire &5

Value of claims paid by area of practice, expressed as a
percentage of the total value of claims paid in 2016

Mate: The claims type "Other” is made up of Administrations, Collec-
tions, Criminal, Matrimanial and Sequestrationss Liguidations,

Figure & represents the value of clams paid by area of practice in 2016
as a percentage of the total number of claims paid in 201 6. The bulk of
the claims paid in 2016 was in respect of Conveyancing related claims
[B6%:) followed by Estates (129%), and Road Accident Fund clalms (9%)
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Contingent Claims Position

Figure 7 represents & comparison of the total value of claims on record
with the Fund at the end of any of the months below. A total number
af 1303 claims with a combined value of R548 235 269 remain open
at 31 Decamber 2016. This is 17% more than the same time last year.
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Reviews by the High Courts of South Africa

Lnder the Attormeys Act 53 of 1979, the decisions of the Fund's Board of
Control to repudiate claims are subject to an independent review process
by our Courts, Claimants have the option to request the Courts, within
ane (1) year form the date of repudiation of his or her or its claim, sither
by way of a review process or an action process to review the decision
af the Fund's Board of Control to repudiate & claim, Reviews undertaken
by the claimants are one of the critaria used by the Claims Department
to measure its key claims assessment objectives.

This year only two matters were taken to court. Very few of the decisions
made by the Fund's Board of Control for the perod under revew ware
overturned by our Courts. The small number of reviews requested and the
results of those reviews provide verfication that the Claims Department
are proparty performing their statutory role and that the claimants are
generally satished with the outcome of the assessment of their claims.,

Claims Management

There has been continued effort by the Claims Departrment to expedits
the investigation and assessment of the claims it receivas. Conducting
investigations expeditiously is one of the key objectives of the Clams
Department and staff practices are reqularty monitored in order 1o achieve
this key objective. The required excussion process against a defaulting
attorney complained of can necessarily defer the payment of claims as
can waiting for the results of court proceedings that the claimant and the
detaulting attormey ans invohed in.

The Claims Departrment’s performance critera for daims handing (as set
out below) asssesses both the turn-arcund time for claims investigation and
assessment and the decisions given after the assessment (via the review
systerm) as well as the conduct and attituds of the clerms stalf, The questions
wera rated on a scala of 1-4 (poor), 5-7 (good), and 8-10 (excebert),

Attorneys
Fidelity Fund

Figure 7

Overall time taken to
finalise a claim

| RREsEH:LE*
6TO7; 26%
B BTo 0 45%

Conduct and attitude
of claims staff

| RREELLS
6TCT; 26%
B aTo 0 45%

Accessibility of
claims handlers

| RREE S
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Overall response
times by the Fund
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Report by the Claims Executive (continued)

Eriefing pattern report

Attorneys

Marme of firm Marme of Attorney Mumber Demographics Armount
Woodhead Bigby & Ining Ms Anu Laaljes 1 Famala / Black RE7D 457
Dehal Inc Mz IM Koovanes 1 Female / Black R406 374
Muller & Assocailtes Mr Erandan Muller 7 Male Black R23 867 591
Maleluki Seriti Mckume Matlala Mr Tsepo Sebola 4 Male / Black R3 385 471
Mangogo Muku Wr Jason Srmal i Male £ White Fd45 555 962
Z Abdurahman Ms Juanita Goosen 2 Farmala / Whita R455 000
Mgogodo Attormeys Mr Khutso Nkuna 3 Male / Black R43 597 832
Pude Inc s Itumaleng Sethaba 1 Famale / Black R100 471
Stegmans Inc M= Jacqueline Retief 1 Female / White R518 762
Medhlopa Attorneys hs Wandile Mazibuko 1 Male / Black Rdd 280
Harmmaond Pole Inc Ms Valera Else 2 Famala / Whita

Chris Fick Attomeys Ws Hesther Eksteen 1 Female / Black

Counzels

Marme Murnber of matters Demographics
Adv Indrashen Pillay 1 Male / Black
Ady Gary Oliver 4 Male / Black
Adv S Maohamed 2 hiale / Black
Adv Mayosi 2 Female / Black
Adv Denzel Potgieter SC 1 Male / Black
Adv B Groenewald 2 Mabz / White
Adv JC Heunis 5C 1 Male / White
Adv Richard Salmon S0 1 Male / White
Future focus

Our future focus will continue to be on batter senvicing clients of attorneys
who have suffered a pecuniary I0ss as a result of theft by an attomeay and
or his or her amployes. Our consultants have prepared an information
technology infrastructure roadmap for critical upgrades that outlines our
technodogical innovation over the next 12 months. When completed,
we will have fuller integration with the Regulators and a fully automated
proceasses, Our goal is 1o utilise this new technology to build the platform
on which we can best deliver on our statutory mandate.

It has been an exciting year to date. Wea lock forward to continuing to
waork with the Fund's Board of Control, the Regulators and our staff over
the coming year 10 ensura that we deliver on owr statutory mandate
which iz to bring justice to victims of theft of trust funds by attorneys
and, most importantly, the integrity and trust back into the attorneys”
profession.

J M Losper
Claims Executive
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Report by the Finance Executive

Financial Position: December 2016

The Fund’s financial position improved by 3,3% during 2016, This result
would have been better save for a substantial provision of R185m,
relating to underfunding of the Attorneys Insurance Indamnity Fund in
priar years, This has enabled the AlIF to maintain its solvency position.
Were it not for this provision, the Fund's financial position would have
arown in ling with inflation. Income from operations and investmeant
income have confributed to asset growth, as indicated in the table belows.

2016 year
M Assat Value = 1 January 2016 R4 2684 million
Operating surplus REQ million
Incraasa in market value = ruastment portioios B8O million
Met Assat Value — 31 December 2016 R4 404 million

The net operating surplus ended the year at BED million, This is an
improvement an the pravious year, and is dua to tha continued growth
in trust interest collections {ses comment betow). The surplus is the
outcoma of growth in total income of 36%, offset by a 37% increaze
in total expenditure (including the abovermentioned provision). Expend-
iture which is directly related to interest collections (law society agency
feas and practitioner frust account cost contributions) increased wery
substantially as woukd be expectsd, Other expenditure increased broadly
in line with inflaticn.

Investment performance was once again charactersed by market
volatility, this ime due to external market forces (the UK exit from the
European union, and the LS presidential ekection). The compaosite
investrnent return was 6,8% for the year, in line with expectations. Mora
detailed information is provided n the Investment Executive's report,

Trust interest received by the Fund is 42% higher than the previous year,

and comes on top of 32% growth in the year prior to that. There are a

number of positive factors giving rise to this growth:

- Cortinued mereases in the interest rate arvironment, with the most
recent increasa in tha SARB repurchase rate being in April 2016,

- Migration to the monthly transfer systerm by practitioners. The
compliance deadling of 31 March 2016 resulted in a prograssivaly
higher leved of compliance throughout the year, and is the most
important reason for the growth in interest collections, 2016 is an
exceptional year as it contains the positive impact of a transition
from an annual to a monthly collection system. As such, thers
was a spike in intarest collactions which will normalise during the
course of 2017,

- continuad growth in the number of practitionsrs, in the region of
2% per annum.

Theft claims payments ended the year at B107 million, before a recovery
of R11 million recaivad from the reinsurars, The fact that theft claims have
remained within buedget is entiney due to dalays in payment resulting fram
the excussion process. An accelerating trend in claims lodged effective
fram the 20152016 insurance year will result in & dramatic increass in
the cost of theft claims during the course of 2017, More detailed infor-
miation is contained in the Claims Executive's report, Claims on record
stand at R 544 milion at 31 December 2016 (as compared to R456
rmillion at 31 December 2015).

For the past five years the Fund was unable to mantain its asset growth
to accommodate the growth in its risk exposure. Over the long term the
Furd must maintain its value in relation 1o s risk pool, being the number
of attorneys in practice. Inflation averaged 6% during the 2016 year, and
the profession gresy in numbers by 2% over that period. To remain finan-
caally sustainable the Fund must accordingly grow by 8% per annwm on
average. Actual asset growth over the past five vears has averaged 6,0%
pEer anrurT.

The tables below demonstrate that the Fund's assets have increased in
value by 30% over five years, while theft claims exposure has increased
by 55%. Concems thus remain over the Fund's financial sustainability in
the longer term,

Five year history of growth in net assets

Curmiilative H
Yaar Todal Met Assats (Rand)  Annual % Growth Growdh in Assats
2011 3,581 milion
2012 3,798 rmillan 12,3%: 12,3%
2013 4114 milkgn 8,3% 21, 7%
2014 4,324 milicn 51% 27.9%
2015 4,264 milion 11,4%) 26,1%
20168 4,404 milicn 3,3% 30,3%
Five year history of growth in theft claims

Cumitative %

Claims an Record  Growth in Claims

Yaar Claime Paid (n Rands) [in Hards) o Hacord
20 94 milion 350 millian
2012 117 millicr 380 rmillian B.8%
2013 millicn 366 millkan 5.2%
2014 57 million * A17 millian 18,1%
2015 113 mnidlion 456 million 30.3%
26 107 million 5Hdd millian 55 4%,

The figures for claims paid include vear-end audit adjustrments, to
account for claims payments in the year in which approval for payment
was received from the Board, Such timing differences are not reflectad in
the report by the Claims Executive.

Future prospects

The Funds income stream from trust interest collections would benefit
fram an increase in trust account balances, and this will only happsn
with a greater kevel of business and consumer confidence. At the time of
writing 2017 is expacted to ba muted in terms of economic activity, and
there are no expectad increases in intarast rates,

The initiative to add a new income stream from Section TE(24) cliant
irvestments is vital to the Fund's future sustainzbility, and a suitable
prowvision is contaned in the Legal Practice Act, There will be no financial
benefits to the Fund from this source before 2018,

Also vital to future sustainability is managemeant of the Fund's exposure
to theft claims. The legislative cap on the Fund’s exposure per individual
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Report by the Finance Executive (continued)

claim is key in this regard. A suitable provision is contained in the Legal
Practice Act and will take effect in 2018,

The availahility of scarce resources for project funding has been on the
agenda since 2014, The funding of projects designed to enhance profes-
sional standards is capped at the 2014 level until the end of 2017,

The Legal Practice Act provides in s22ib) that the Fund will make an
annual apportionment to contribute towards funding of the regulatony
activities of the Legal Practice Council, to take effect in 2018, The Act
provides that the financial requirsments of the Fund will always take
pracedencs.

In summany, thara are a number of significant changes introduced by the
Legal Practice Act which impact fundamentally on the Fund's operations
from 2018 ormwards, The Organisational Re-design Project referred to
in mora detail in the CEO: report) addrezses all the issues and will be
completed in 2017,

A M Stansfield
Finance Executive
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Report by the Forensic Executive

The Risk Divizion of the Attorneys Fidelity Fund continues to focus on the
following activities during this financial period:

- Prosecutions

- Financial Forensic Investigations

- Racovaries

- Inspections

- Fizk Management

- Internal audit services for the Attorneys Insurance Indemnity Fund

Prosecutions

The prosecutions tearn handled 150 matters during the 2016 financial
year. The prosecution processes were succassfully concluded in respact
of thirtesn (13) matters as compared to seven (7) matters in the previous
year, We secured comactions in twebwe (12) of the matters while ona (1)
matter was withdrawn by the courts. In seven (7) of these convicted
migttars the court imposed direct prison sentencas ranging between four
{4) and fifteen {15} yvears imprisonment. There are thees (3} matters in
which the defaulting attorneys have fled overseas and in respect of which
extradition procesding have been instituted.

Wile have also registered twenty-five (25) new criminal cases against the
defaulting attomeys.

The Joint Stakeholder Committes (JSC) on the Attorneys Fidelity Fund
matters, which is made up of the various divisions of the South African
Palice Servicas and the National Prosecuting Autharity, continues to play
a pivotal role and has greatly contributed to the successful investigation
and prosecution of errant allomeays. The newest member of the JSO is
the detective unit of the South African Police Services. The Committes
senves as a forum where problems relating fo the investigation and
prosecution of AFF matters are discussed and rasohwed.

The prosecutions team has also successfully instituted cvil proceedings
against former directors/partners of some law firms who are jointly and
severaly liable with the firms for the claims paid by the Fund to ther
former clientz. Some of the said directors / partners have had their
movable assets attached and in some cases procesdings are undenway
to have their immovable properties declared specially exacutabla.

Financial Forensic Investigations

Investigations

The Financial Forensic Investigation team continues to conduct financial
forensic imeestigations and cash-flow analysis reports in support of the
Prosecutions teams (internally and externally), the Claims Department
and the Law Societies.

During the 2016 financial yaar, the team conducted and concluded three
cash-flow analysis reports as per mandate from the prosecutions team.
The tearn also conducted and concluded two imestigations for two Law
Societies. The team continues to support afore mentioned stakeholders
through imvestigations and cashflow analysis.

Internal Audit Services

During the 2016 financial peried, the team continued to provide internal
audit sendces to the Attorneys Insurance Indemnity Fund [(AlIF) in terms
of an audit plan approved by the AIF Audit Committes,

The team successfuly ssued six arickes for the Practise Managerment
column of Da Rebus during 2016. The aim of these anticles & to educate and
assist attomeys in the running of their practices, creating risk awareness,

Engagements with the Profession

The team also presented at the LEAD conference for attorneys in
September 2016. The team focused its presentation on managameant
of trust account and risk management. Similarly, we engage with trost
accounting system senice providers, presenting 1o their clients and
bookkeepers, who conduct bookkeeping services to the attorneys, on
these risk topics. We sea this as a positive engagement as it provides a
platform where we communicate the Fund's risks and expectations with
reqards to mitigation,

Fidelity Fund Certificates

The online portal for the application for the 2017 Fidelty Fund Certificals
opaned on the 11th October 2016, as opposed to 04 Movember 2015
when the system was first introduced in 2015, The Fund macde availabls
two tamporary resounces providing telephonic assistance to mambers
who require assistance with the online application system.

A comparative anakysiz of issued certificates reflects that as at 25 January
2016, 11 592 certificates were issued for the 2016 period while at least
11 800 certificates were issued for the 2017 period as at 25 January 2017

Audit Standards and Guidelines

The Independent Regulatory Board for Auditors' (IRBA) Committes
for Auditing Standards (CRAS) approved the relesse of the Proposed
Revized Guide for Registered Auditors: Engagements on Attomeys' Trust
Accounts (proposed Revised Guide) in Movermber 2016 for exposure for
public comment by 31 January 2017,

Thes proposed Revised Guide provides guidance 10 the registered auditar
when performing a reasonable assurance engagement on whether an
attorney's trust accounts were maintained in complance with sections
TB(1), TE(2)a) and {b), TRE2A)L, TEI), TA4) and 7BIE) of the Attorneys Act,
Mo, 53 of 1973 (the Act), and the Rules for the Attormeys” Profession, and
alsowhen reporting on the Attorney's Annual Staternant on Trust Accounts.

This proposed Rewvsed Guide has been updated for amendments to
the International Standard on Assurance Engagements (ISAE) 3000,
Agsurance Engagements Other than Audits or Feviews of Histarical
Financial Information, and the Rulas for the Attomeys' Profession as
published in the Government Gazette Mo, 39740 on 26 February 2016
[affective from 1 March 2018).

The Task Group will corvens n February 2017 10 review and consider
the comments received.
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Report by the Forensic Executive (continued)

Further engagement with the Law Societies are required in respect of
scope changes relating 1o the inclusion of estate matters and the appro-
priate levels of assurance required by the Regulators and the related
audit costs.

Risk Management

The team continue to support the Fund’s Risk Committes in executing
their risk management responsibilities in terms of its charter, strategy and
rigk management framework.

Recoveries

The activities of the recoveries depariment focus on the recovary of
claims and costs paid by the Attormeys Fidelity Fund from defaulting
attorneys. This also includes all costs ncurred when striking off the
attorney, related legal costs and curatorship costs.

The Attorneys Fidality Fund recovered R8 871 795.25 during the 2016
financial year in respect of BY matters. The Funds recovery team
contributed RE 076 300.63 to the total amount recovered. In the recovery
process 41 repayment arrangements were concluded during 2016 to the
nstalment or setlement valuoe of B4 806 61262 and ssued lettars of
demand in respect of 21 matters.

22 ATTORNEYS FIDELITY FUND
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Inspections

Compliance Support Program

The Compliance Support Program was ralled out in January 2015 in the
kwaZulu-Matal Law Society as a compulsory program for new firms, As
at the end of Decamber 2016 there were 251 firms on the program.

The basis of this program continues to be a routine inspection process,
with support as an integral componeant with the objective of ensuring a
significant compliant practice envircnment before the firm exit and enter
the mainstrearn extemal audt process.

The program runs for a pericd of 24 months and has now regched that
point where firms that opened during the perod January 2015 (o Jung
2015 will start to exit the program after their February 2017 inspection.
Ary recurning qualifications or qualifications of & serious nature will be
considared by the KwaZulu-Natal Law Society to take the appropriate
action against the firn, as part of their normal disciplinary processes
protecting the public.,

Any extended participation in the program remains &t the discretion
of the Fund, depending an the firm's risk assessment and compliance
environment, in consuttation with the practiioner and the KwaZulu-Natal
Law Society.

Inspections

The Compliance Support Program inspectorate were appointed by
the KwaZulu-Matal Law Sockety council to assist with nine (3) Council
inspactions which reflect on risks to the Attcrneys Fidelity Fund.

JB de Beer
Foransic Exectilive
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Report by the Investment Executive

Investment management

Introduction

Trust imterest income is the primary source of revenue for the Fund.
The extent to which the Fund invests surplus monies is dependent on
operational funding requirements. In years when trust interest receaipts
exceed operational funding reguirements, the surplus is invested, guided
by Regulations 8 and 9 of the Attorneys Act 53 of 1979, A symibiotic
relationship exists between investment resarves and trust income.
The sustainability of the Fund iz a balancing act between prudent
managerment of investment assats, trust interest ncome and operational
expansas. This is achieved through an investrment strategy that is guided
by investrment regulations and is cogmsant of future trust interest flows
and the liability profile of the Fund.

Investment Strategy

The Fund has a liability focused investment strategy in place which is
driven by a core-zatellite investment philosophy. The primary objective
of the Fund's imestment programme is 1o grow asssts at a rate that s
greater than or equal to the growth of its liabilities. Special attention is paid
1o the level of the Fund's liabilities and how they are funded in the short,
miedium, and kang term. Asset allocation is a reference point for measwring
the performancs of the Fund's investment portfolio over tme and imohes
the sefting of target asset alocations for permissinle asset classes as
contained in the Regulations 8 and 9 of the Attorneys Act 53 of 1978,
Tactical assst allocation provides a framewark to minimize drawdown risk
when financial markets are volatile thereby presenving capital.

Strategic Asset Allocation and Tactical Asset Allocation

Strategic asset alocation is the greatest driver of investment perfor-
mance in the mediem o long term. During the year undsr review, the
assumptions of the strategic asset allocation framework set in 2012 were
renvisited 1o ensure consistency wilh imvestment objectives given growth
differentials in the strategic asset allocation mix. As at 31 December
2016, total investrment assets under management stood at R4 545
millicn. Local equities stood at 37 85% of the Fund's total assets and
offshore equities stood at 6.90% (3% at the end of 2015) of the Funds
tatal assets, with the balance in fixed interast instruments comprising of

Figuire T shows the asset alocation of the Fund as at 37 Decembear 2076

B LocaL EQUTES: 41.47%
LOCAL NORAMAL: 16.38%

LIOCAL IMFLATION LINKED
BOMDE: 15.80%

LOCAL CASH: 17.38%
B FOAEIGN ECUMES: 6.8%

cash and money market instruments at 17.368% (20% in 2015), nominal
bonds at 18.38% (14% in 2015) and inflation linked bonds at 15.89%
(18%: in 2015).

The purposze of tactical asset allocation is to retain the necessary flexi-
bility in the Fund's investment strategy by enhancing capital protection
when financial markets are volatile. This contributes to the achievemant
of medium and long term investment objectives, Tactical asset allocation
is viewsd as a cost-effective mechanism to synthatically adopt a strategic
aszet allocation stance that mitigate drawdown risk in the compaosite
portfolio without incuring trading and market impact costs that are
associated with liquidating investment assets. A total of four tactical
aszet allocation meetings chaired by the Imwestment Executive wera held
during the financial year ended 31 December 2016,

Investment Performance

During the financial year endad 31 Decamber 2016, tha Fund investmarnt
portfolio delivered a risk adjusted return of 6.79% on the composite
portiolic, This was a result of sound asset allocation and tactical asset
allocation during the period under review. Table 1. shows how the Fund
performed relative to its strategic asset allocation (S44) midpoint and
relative to its peer group.

Tahle 1. Investmeant Perormance of the Funad’s Composite Portfolio

Investment Period Compaosite Portfolio SAA Midpoinit Peer Group
1 Yaar 6.79% BB % 1.49%
3 Years 5695 T.35% 6.46%
5 years 10,005 10.82% 8.30%
Since incaplion 10,05% 10.20% 8.48%

Despite two key constraints of no capital kass over a rolling twehve-month
perod and the delivery of CPI +5% over a roling thres-yvear period, he
Furd on a risk adjusted basis delivered good performance compared to
its peer group with greater investment. freedom.

The Fund earned a total of B212.8 milion in irvestrment income during
the perod under review, which s 8 13.28% higher compared to the
previcus year. This comprized of BS5.2 milion in dividends (RE3.8 million
in 2018), and R157.6 milion from nterest beanng investments (R138.7
million in 2015). The growth in interest bearing investments is a result of
higher allccated weight of this asset class because of nsk aversion from
equity markets, and the impact of rising inferest rates.

During the financial year ended 31 December 2016, an equity only asset
manager was terminated and two equity a2sset managers (one local and
one offshors] were appointed. The termination and appointrment of new
assat managers rasulted in the asset transition of assets. The process
was conducted cost effectvely and at the same tme placed the Fund in
a better off position.

Offshore Investments

As previcusly reported, the decision taken by the Board of Control in
2073 to expand the investment universe of the Fund by including
affshora assets to optimize diversification. The rationale for this decision
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was the appreciation that asset allocation was the primary source of long

term investment performance, The Board of Conirol akso recognized that

despite the Fund's Hand dencminated liabilities, there was need to invest

surplus assets in offshore markets o;

- Diversify the imvestiment universe of the Fund.

- Inwest in companies in dynamic sectors that are not locally
available.

- Diversify earmings as a result the concentration of the local market.

- Enhance the value of the Fund when measured in Band tarms
when the local currency depreciates.

The committes resohed that an additional A250 milion should be
imvested in an M3C! World ESG portiolio in a staggered manner to avoid
taking currency bets. It can be reported that by the 31st of December
2016, a total of two tranches in the amcunt of R170 milion had been
invested i the earmarked portfolio. This brought the tolal offshore
investment assets to 6.90% of the Fund's total investments assets.

As at 31 Decernber 2016, the Iniial investmeant of R100 millon placed
with Vunani in Movember 2014, had increased in value to R136.02
million, Since inception, the portfolio s 4.08% ahead of its benchmark
and 3.38% ahead of the peer ground.

It can be reported that the final tranche of BE0 milion was deposited into
the OMIG MSCI portfolio on the 13th of Januany 2017, bringing the total
invested in this portfolio to B250 million,

Tranche Amourit Forex Rate-ZAR'% Cate
1 RES 000 000 13.2460 109082016
2 BBs 000 020 13,4800 04/11/2018
3 REO 000 000 13.5283 1302m7
Todal R250 000 020

Total assets imvested offshore are still approximately 1.25% below the
Board of Control approved limit of 10% of the Fund's total assats, Thig
Is consistent with the Beoard approved resclution to gradually increase
offshore asset to a maximum of 10% of the Fund's total assets, It must
be noted that the Fund is stil underweight offshore assets relative to
short term insurance companies who have a similar lizbility profile.

Investment Withdrawals and Liguidity Management

Cash at hand has been kept to a mimmum o benefit from the yield
differentials between current, call and money market accounts. Active
managerment of the relationship between the Fund's current account and
call account was established during the year under review and resulted in
improved interest sarned by the Fund by an average of 300 basis points,
Thiz rasulted in the Fund minimizing cash at hand in retumn for a higher
vield. A total of BS milicn was withdrawn from the imsestment portfolic
during 2016, relative to & budgetad R150 milion, The withdrawals during
2016, were significantly lower than the R160 milion withdrawal made
during 2015 due to improved trust interast collections that improved the
Furd's liquidity position.

Trust interest portfolio management

Trust interest Income

The Fund has seen a steady increasa in the trust interest receipts over
the past five years, It can be reported that a total of RE32.7 milion
[R445.8 million in 2015) in trust interest was received during the twelva-
month ended 31 December 2016, Thiz amount is 41.9%: higher than
trust interest collected over the same perod in 2015, Trust interest paid
via the automated maonthly transfer system (AMTS) increased to 43.7%
af total trust interest receipts during the 2016 fimancial year compared
to 35.1% during the 2015 financial year. This significant increase was
& result of the lifting of the blanket exemption by the Board of Control
effective from 1 March 2016,

Automated Monthly Transfer System

The Fund has seen a steady increase in balances contained in accounts
an the AMTS from RZ.6 bilion in 2012 to A8.68 bilion &t the end of
Decermber 2016, The number of accounts participating in the AMTS have
alzo steadily increased from 5717 at the end of December 2015 to 7830
accourts &t the end of December 2016. As 4131 December 2016, a total
of A277.1 milion had been collected via the automated monthly transfer
systern compared to F156.1 milion dunng the 2015 financial year,

Since January 2014, the Fund has seen a strong performance in trust
interest income collected via the sutormated maonthly transfer systam,
from R7.2 milicn per month to R24.5 milion per month at the end of

Figura 2: Trust interast raceipts received via the Automated Maonthly Transfer System
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December 2016, This growth has been on the strength of the number
of accounts participating in the AMTS, a growing base of halances, and
increases in interest rates. As previously reported the implementation
of the AMTS has increased the liguidity position of the Fund, thereby
reducing the naed to withdraw from investmeant portfolios. The growth
in trust interest income in future is going to be driven by enhanced trust
interast portfolio managameant at a national keval.

Unidentifiable/Unclaimed Trust Money

Az at 31 December 2016, the total unidentifiablesunclaimed trust
mioney collected since inception in 2006, stood at BE1.6 milion net of
reimbursaments in the amount of B4.2 milicn. The number of firms that
paid over unidentifiable’unclaimed trust money over the past 11 years
currently stands at 512 firms. The total collected during the year under
review was R14.6 milion mostly as a result of business develcpment
efforts relative to an average of B4.5 milion per annum over the past 10
vears. Payment of unidentifiable and unclaimed trust monies to the Fund
will becomea compulsony in the Legal Practce Act dispensation.

Looking ahead

Investments

The focus of the investment strategy remains the presenvation of capital

through the enhancement of risk adjusted Investment retumns through

a strategic asset allocation framework that is resilient to changes in the

local and global financial markets, The fallowing investment proposals

will be made to the investment committee at its meetings held on the 6th

and Tth of February 2007, to further align its strategy to its investment

objectives,

- Review of the strategic asset allocation mix for better alignment
of the strategy.

- Relaxation of the short-term constraint of no capital loss over a
relling 12-mionth period,

- Increasing the size of the tactical asset allocation mandate to
bestter manage draswdown risk,

- Tha inclusion of the emerging markets as in offshore assets to
further diversify the portfolio.

- Implemantation of a flexible fivad interest mandate —to provide
alpha from fixed interest assets.

- Review of the adequacy of the current eguity only mandate.

The abovementioned actions will contribute o the pressrvation of
capital and to further diversify asset classes available to the Fund since
asset allocation is the greatest driver of investment performance. The
use of specialised technology will be adopted to monitar compliance
and concentration risk in our multimanager envircnment to enhance the
oversight of the Fund's inestment assets,

Trust Interest

ey to the success of the maximization of trust interast is the recognition
that the world is changing. This change is driven by technological that are
migking some business models redundant, From a strategic perspective,
the complexity of the trust interest value chain requires a robust trust
interest portfolio management strategy that aligns interests of all partici-
pants in trust interest value chain thouwgh the design of appropriate

incentves, Management will engage the appropriate govemnance struc-
tures 10 explore incentives that will contribute the maximezation of trust
interest. The principle of trust interest portfolic management will bring low
performing trust accounts towards the efficiant frontier, resulting in better
yield on the trust accounts at a portfolio level and aligned recoverable
hank charges that are strictly associated with the administration of each
trust account. These proposed solutions will be velted based on their
desirahility, feasibiity, transferability and systemicity to ensure that there
is minimization of costs and value creation throughout the value chain,

The Fund also remains vigilant in the management of disruptive techino-
logical innovations that have a negative impact on the primary source of
revenus — trust interest income, and is working with its stakeholders to
enzurne the long-term sustainability of this revenue stream. The naturg of
the trust interest value chain calls for greater collaboration with partici-
pants in the trust interest value chain,

The management of the Fund's revenue strearmn is paramount to the
sustainability of the Fund. Trust interest portfolio management will be
applied to incregse the operational efficiency of all attorneys’ trust
accounts since trust intarest wests with the Fund. The trust interest
portfolic managers will drive the execution of the trust interest maximi-
zation initiatve, It is expacted that the need to withdraw from investmeant
resarves will decrease in the short to medium term bacause of rising
interest rates, increased participation in the automated monthty transfer
system and a new revenue stream emvisaged contained in 586 (4) of
the Legal Practice Act 28 of 2014 which is soon to be operationalized.
The risks azsociated with this new revenue stream have been carafully
considered by the Treasury Committes and the Board of Control.

With 43.7% of practitioners are cumently paying over trust intarest via
the automated moanthly transfer systern platforms operated by banks.,
It is ervizaged that during 2017, more practitioners will migrate to the
automated monthly transfer system thereby reducing manual payments.
This process is beneficial to practitionars as it will reduce the adminis-
trative burden of manual trust interest payments to the Fund via Law
Society and incraase the completensss of trust interest sarned,

Management will make a proposal that includes the matching of trust
interest receipts with the refund of banks charges. The current list of
banks charges will be reviewed to ensure that the Fund is carrying the
corract charges, Engagament with regulators will ke made 1o establish a
more aquitable form of refunds of bank charges and audit fees to practi-
tioners,

Additional rezowrces are earmarked to assist the Investment Executive
with enhanced trust inferest portfolio management.

Robert Burawundi
Invastment Executive
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Human Resources

Executive Summary

Attorneny Fidedity Fund recognises that its employees are its most valuable
resource and that the expertise of our staff is vital to the achievement of
the organisation's vision and strategic oblectives, hence ensuring that
employeas are angaged and motivated for the success of the comparny.
In 2016 the Fund embarked on a Transformation Project; the People
Stream of the project resultad in the development of the comprahansive
Human Resources Strategy aligned to the business strategy with various
programmeas aiming at improving efficiency and effectivensss of HR
process and procedures.

Headcount

The staff complement as at 31 December 2016 was 81 staff members.
This number has increased by 11 staff members as compared to 2015
which was 70 staff compliment. There has been a steady growth in
nurmibier of staff within the Fund since the previous years,

Resourcing

Acquining a takented and diverse workfonce 5 a key priority, as Attorneys
Fidelity Fund shways strives to ensure that the company has enough
human capital capacity and capability to execute current and future
husiness strategies. In 2016 there were alaven (11} appointments made,
one (1] at senior management, two at middle management kevel and
seven (7] general staff; 90.9% of these appointments are blacks; 72%
are fernales and 27% black males.

Employment Equity

The Attomey's Fidelity Fund is fully committed to transtormation and
reflecting the diverse demographics of South African soclety in its
workforce by embwacing a culture of inclusion; through Succession
Planning and Development Programs empowering women o increass
their level of representaticn in senior positions and providing processes
and systems that are inclusive of pecple with disabilities.

The tables betow illustrate the Employment equity status at the end of
December 2016. Currantly 78% of staff in the organisation are black with
48% of black females.

hale Famaka Tatal Total
African Caoloured Aslan White African Coloured Asian White hale Famalke
Exgcutive Management 3 1 o 2 [u} a a i} 2 B
Senlor Management 2 L] ] i) 0 4] 4] 2 1 3
Middle Management 1 ] o 1 2 2 1 2 3 11
7 1 "] 7 2 il 33
) 1 | £ 45

General Stall 18
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IMALE FEMALE
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staff Turnover

Looking at the staff turnover rate within the Fund, we can safely say that
it has been healthy or low in the past few years, which indicates high
employess' satisfaction levels, In 2016 turnover rate is 2,46 %{in-voluntary
which has decreased by 3% compared to the presious years staff
turnover rate which was 5.5%. Bt intendews are conducted to establish
reasons for employess keaving the organisations and feedback can also
be used in improving our retention strategies. Reascons for leaving cited
by the 2 ex-employeas during their exit inlerviews werg family responsi-
bility and carear growth.

Performance Management

Cur effective Performance Management and Development Systern aims
at aligning our employess, building competencies, mproving employves
performance and development, and driving better results for the organi-
aation. At the Fund Staff performance is managed and monitored theough
quarterty parfarmance reviews and annual appraisals.

Training and Development

Attorneys Fidelity Fund is committed to promeoting a learning culture which
enables emplovees to develop and grow 1o reach theair full potential, in
our attempt to meet this chjective we offer bursaries and direct training
to &l staff for empowerment; the fund invested R315 825.00 (including
short courses) of direct training and sponsored 13 employeas theough
the Fund bursary scheme,

External Bursaries For Llb Students And Grants To
Universities Law Faculties

The Fund is committed to provide financial supoort to the Law Faculties
and Law Clinics at South African Universities in terms of the Attorneys
Act, 1979 {Act Mo, 53 of 1979 thus In 2016 the Minister of Justice
approved an amount of RS,514m towards sponsoring LLE bursaries; of
which Rddd 000 for practicing and candidate attormeys, A total of 473
students were awarded bursaries for mainly LLB and 67 students for
LUK, For the vear 2016 the Fund embarked in a pilot project of funding
first wear 50 LLB students and R1 027 232 was allocated towarnds this
project; furthermore B2 567 8562 was awarded for grants to university
Law Faculties,

Employes Wellness Initiatives

Attorneys Fidelity Fund is committed to fostering an environment that
maintzins the health and wellness of its employees, A holistic approach
to employes health and wallbeing that encompasses a broad specirum
of programmes including HIV/Aids and campaigns is being adopted to
improve employes wellness, Thase wellnass programs halp employees
make smart and healthy choices that can reduce healtth care costs,
increasa vitality and kessen ahsantasism,

Employee Relations

Our management team valuges mantaining a cooperative and collegial
working relationship with staff as we continued our focus on resolving
grievances, Cur company recognises that every emploves is entitled to
fair labour practices. The Fund continues to apply progressive disciple
as opposad to punitive messures, We believe that progressive disci-
pline ensuras fair, equal and justifiable treatment of all your employees in
regands to unacceptable behaviour and repercussions for that behaviour
and helps the organisation 1o retain employvees, In 2016 thare were no
incidents that resulted in formal disciplinary procesdings.
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Report by the Chairperson of the Remuneration Committee

The remuneration of the Chief Executive Officer, executive management,
middle managemeant and general staff is determined by the Board of
Contral on the recommendation of the Remuneraticn Committee which
consists of Non-Executive Bosrd and ather members supported by a
spacialist member. The Remuneration Committes i independent of the
Board's management. The work of the Committes is governed by a
Board-approved Charter, and a remuneration policy and strategy which
iz framed largely slong the lines recommenced by King IV, and also
approved by the Board,

During the course of 2016 the Board critically re-evaluated the rarmunar-
ation policy and strateqy with the assistance of an indepandant remunar-
ation consultant. The cutcome of this exercise confirmed that the policy
and stratagy currantly applied by the Committae, in accordance with its
Charter, remains appropriate to the circumstances of the Fund.

In Bne with progressive remuneration frends Board and Committes
members are remunerated by way of an annual retaner and whera
applicable an attendance fea with or without a retainer. Thig regime fairly
compensates Boand and Committes memibers for their ongoing respon-
aibilties in respect of the attendance of meetings and the work under-
taken in between such meetings. Board and Committee remuneration
ig generally benchmarked below corporate rates of remuneration as
there is universal recognition of an elamant of serdce to the public, the
priotession and other stakeholders by those who serve on the Board
and its Committess. Following a query Dy the Board in 2016 relating to
the disparate manner in which committees are remunerated, the Board's
independeant remuneration consultant confirmed that the remuneration
of governance committees should never be uniform, but should differ
based an the kevel of responsibility and the skills required of committes
members in order for them to successfully perform their particular
functions.

The Committee meets at least twice a year or more either in person or
by teleconference with additional meetings when required at the request
of the Board or Management. During the course of 2016 the Committea
el three meetings to, inter alia, make recommendations to the Board
on the framework of Board, Committea, Executive and staff remunar-
ation.

Mechanisms are in place to recognise, respond and manage any
potential conflicts of interest by way of a strong governance framewaork
applicabla to the work of the Committes and the Fund genarally.

The responsibilities of the Committee Include:-

- Designing, monitoring and communicating the Fund's remunear-
aticn policies

- Determining the remuneration of the Chef Executive Officer and
mampers of the executive and sanior management

- Determining levels of the annual ncreases of general staff
mambers
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The Chisf Executive Officer and members of the exacutive management
attend tha mestings of the Committes by imnvitation. However, the CEC
and management are excused from attendancs during the actual delib-
eration of the quantum of remuneration of the management team, save
for the CEO who is a resource to the Committee in respect of the input
required on the issue of mansgement remunerstion arsing from the
asymmetrical natura of that knowledge. However, the CEOD is not presant
during the Committee's delibsration of the CEOQ remuneration.

A comprehensive performance management system is applied to all
members of managemant, as wall as to the general stafi. Remuneration
decisions are predicated on performance scones.

The Committes's recommendations with regard to 2016 were approved
by the Board, In accordance with that decision, the Board and Committes
remuneration structure was upwardly resised in nearly all instances by
approximately 8%. Similarty general staff rermuneration was upwardly
revisad by an average of 8%, dependent on performance, and a further
2% was allocated to accommodate internal promotions, Remuneration
of all staff was aligned with job grades.

Executive member remuneration was dealt with using documented input
by Deloitte Consulting and predicated on the nead (o ensure that the
AFF provides cost effective packages which are suitable to attract and
retain executives of the highest calibre and which mativates them to
perform to high standards thereby ensuring alignment with the AFF and
its stakeholders, In most instances the rermunaration is benchmarked on
thie basis that senior staff are attracted from the corporate universe and
return to such universe on leaving the AFF As the legal structure of the
AFF s nat given to the establishment of a long term incentive schame,
executive remuneration consists only of a fixed pay component and a
short terrn incentive, The cumulative guantum of remuneration recog-
nisas this inherant limitation.

The recommendations of the Remuneration Committee for 2017 ware
referred to the Board and after thorough interrogation were accepted for
implarmentation,

The pending implementation of the Legasl Practice Act gave rise to
the Funds organisational re-design project, scheduled for completion
in 2017, The project has highlighted the need for succession planning
at sznice lavel, and the Committaa, in conjunction with the Policy and
Governance Committee, is addressing the matter. The contract for the
CEQ has been finalized, and & succession strategy will be developed for
other members of senicr manzgement in the near future.,

| extand thanks to my fellow Committes members for thelr wisdom and
support during a challenging year.

E A Moolla
Committes Charpearson










































































































