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131 years

53 years
31 years
21 years

1887
JSE
1st Share
The Johannesburg
Stock Exchange (the
JSE) was founded by
Benjamin Wollan on 8
November 1887.
Johannesburg
Chambers and
Company (Benjamin’s
company) was the
first company to list.

1965
1st Unit
Trust

1987
1997
Defined
1st
Contributions ILLA

2018
Today

?

Sage launched the
first unit trust in 1965

Future:
• New solutions?
• New legislation?
• New companies?
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1. WHERE DID IT ALL START?
• Over the past 30 years South Africa has moved from a predominantly defined benefit
system to a defined contribution system
• Difference - how they provide income after retirement
• Defined Benefit funds - retirement funds (or their insurers) pay pensions to
individuals for life (some may pay lump sums)
• Defined Contribution funds - individuals use the accumulated balance of their savings
accounts to provide an income when they retire*

2. LEGISLATION
Legislation governing South Africa’s retirement system are the:
• Pension Funds Act (1956, as amended) and the
• Income Tax Act (1962, as amended)
These acts regulate all retirement vehicles in South Africa
There are public-sector exceptions

*National Treasury – Technical Discussion Paper B – Enabling better income in retirement 21 Sep 2012
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3. RULES
The Income Tax Act (1962, as amended) compels members of pension funds
and holders of retirement annuities to use at least two-thirds of their
accumulated fund balances to buy annuities. This is referred to as mandatory
annuitisation.*
Under mandatory annuitisation rules, two main types of product qualify as
annuities:
• a conventional life annuity and
• a phased-withdrawal product, known as a living annuity*
Both products can only be sold by registered life insurance companies
At retirement, more than one annuity can be purchased - “splitting” of annuity
After retirement, further splitting cannot be done (current rules)
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4. LIFE ANNUITIES
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4. LIFE ANNUITIES
Different types of Life annuities:
Escalation (increase)
• Level annuity: income never increases
Non-Profit annuities
• Fixed escalation: % increase is fixed throughout
8%
• Inflation-linked: increases in line with future Consumer Price Index
• With-profit annuity: increases are not guaranteed at a specific level, certain levels are targeted
* Traditional (1990+)
Bonus awarded based on the performance of a non-public, pooled investment fund

* New generation (2007+)
Increases are determined by means of a pre-defined, specific calculation, usually a formula

Additional benefits
Spouse annuity: when the main life dies, a pre-defined % of the income is paid to the spouse
Guarantee period: for how long income is guaranteed, irrespective of whether the main life (or
spouse, if applicable) dies
Underwriting
Enhanced annuity: Health and lifestyle underwriting done; higher income provided where one
or combination of factors lead to reduced life expectancy
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Source: Just Retirement Life (South Africa) Limited

4. LIFE ANNUITIES

How age affects your pension. Example of a pensioner with R10 million who
buys a retail level annuity with no guarantees and no pension for a spouse.

Retirement

60

62

65

67

70

72

75

R9 083

R9 351

R9 843

R10 233

R10 934

R11 494

R12 436

10.9%

11.2%

11.8%

12.3%

13.1%

13.8%

14.9%

age
Gross
pension
Initial %

Source: Alexander Forbes, January 2018
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4. LIFE ANNUITIES

What is the best retail pension for a single pensioner age 62 with R10 million?
Annuity Type

Gross Pension

Initial %

Level annuity

R9 351

11.2

Escalating annuity (5% p.a.)

R6 399

7.7

CPI-linked annuity

R5 288

6.3

Level annuity (10-year guarantee)

R8 865

10.6%

Escalating annuity (5% p.a.,10-year guarantee)

R6 097

7.3

CPI-linked annuity (10-year guarantee)

R5 008

6.0

With-profit annuity (3.5 initial discount rate)

R6 615

7.9

With-profit annuity (3.5 initial discount rate, 10-year

R6 249

7.5

guarantee)
Source: Alexander Forbes, January 2018
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4. LIFE ANNUITIES
What is the best retail pension for a married pensioner age 62 with a partner
aged 58, requiring 75 percent of the initial pension, with R10 million?
Annuity Type

Gross Pension

Initial %

Level annuity

R8 156

9.8

Escalating annuity (5% p.a.)

R5 050

6.1

CPI-linked annuity

R4 102

4.9

Level annuity (10-year guarantee)

R8 051

9.7

Escalating annuity (5% p.a.,10-year guarantee)

R4 995

6.0

CPI-linked annuity (10-year guarantee)

R4 075

4.9

With-profit annuity (3.5 initial discount rate)

R5 271

6.3

With-profit annuity (3.5 initial discount rate, 10-year

R5 200

6.2

guarantee)
Source: Alexander Forbes, January 2018
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5. LIVING ANNUITIES
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5. LIVING ANNUITIES
• Life insurance policies sold under life licenses
• Initially sold directly by life insurance companies
• Recently linked investment service providers (LISPS) operated by asset
management firms under rented life licenses have started dominating the
92%
market.
• Living annuities are tax-protected phased-withdrawal products
• Purchasers choose a drawdown rate between 2.5 per cent and 17.5 per cent of
the total assets, which is paid to them as an income each year
• When owner dies, remaining capital reverts to beneficiaries
• Guarantees prohibited.
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5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
Factors to consider:

•

Draw down %

•
•
•
•
•
•
•

Inflation
Investment returns
Sequence of Return Risk
Fees
Investor behavior
Longevity
Dementia

Projecting what the cohort
would look like in 2017:

2.5%-5.0%

5.0%-7.5%

10.0%-12.5%

17.50%

17.520.0%*

55-59

1.0%

0.5%

0.7%

0.9%

0.8%

60-64

6.4%

2.0%

3.1%

4.1%

1.4%

65-69

8.3%

4.1%

4.7%

5.1%

2.2%

70-74

8.3%

5.0%

5.2%

5.1%

2.9%

>=75

7.6%

5.3%

4.7%

5.8%

5.0%

All

31.6%

16.9%

18.4%

20.9%

12.3%
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Source: Just Retirement Life (South Africa) Limited

5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
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Inflation

•
•
•
•
•
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Investor behavior
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Source: Prudential Investment Managers

5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
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•
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•
Inflation
•
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Sequence of Return Risk
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•
Investor behavior
•
Longevity
•
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Source: Prudential Investment Managers
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5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
Factors to consider:
•
Draw down %
•
Inflation
•
Investment returns
•
Sequence of Return Risk

•

Fees

•
•
•

Investor behavior
Longevity
Dementia

BIG Challenge faced by the Industry with the compulsory introduction of “InFund” Options being offered to all Fund Members, with effect from March 2019,
when they retire, at “Institutional Costs” as opposed to the IFA “Retail Costs”
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5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
• United States 72,000 over age of 100 and projected close to 1
Factors to consider:
million people of 100 years of age or more by 2050
•
Draw down %
• In 2045, the number of people 60 or older will be higher than
•
Inflation
the number of children worldwide for the first time in history.
•
Investment returns
• Among older people, the fastest growing group is people age 80
•
Sequence of Return Risk or over. Today, about one in seven older adults is over 80.
Source: Danish Research for United Nations
•
Fees
•
Investor behavior

•

Longevity

•

Dementia

The approximate, current costs of frail care for
the hours required per day (per month):
Source: Finefocus Financial Planners website
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5. LIVING ANNUITIES
With a Living annuity you run the very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.
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•
Draw down %
•
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•
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Sequence of Return Risk
•
Fees
•
Investor behavior
•
Longevity

•

Source: Journal Neurology

“Mental deterioration is a reality in retirement, with two main threats:
1.

Dementia

You will start making bad decisions, from unwise investments to even firing a very
good investment adviser and taking on a rogue.

2.

Your savings will become the target of rogues, who will do such things as getting
you to sign over assets, making them beneficiaries to your assets, and changing
your will.”

Source: Ultimate Guide to Retirement in South Africa – Bruce Cameron & Wouter Fourie (Launch Date June 2018)
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5. LIVING ANNUITIES

Source: Prudential Investment Managers
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6. PROS AND CONS

PROS
• Life annuity - guaranteed an income for the rest of your life
• Living annuity - gives you more control over and access to your
capital, and the ability to grow your capital through investing in
the markets
CONS

• Life annuity - doesn’t allow you access to capital in case you really need
it, and if you die earlier than expected, the insurance company – not your
kids – keeps your retirement savings (unless you’ve opted for a portion of
your income to continue being paid to your spouse).

• Living annuity - very real risk of running out of money before you die and
becoming a burden on your nearest and dearest.

“damned if you do, damned if you don’t” scenario.
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7. CHOICE
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7. CHOICE
8%

92%

Source: ASISA statistics

92% of the total annuity purchase amount in RSA is currently invested into living annuities at retirement every year
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7. CHOICE

8%

About 90 per cent of
conventional life annuities
sold are “level” annuities payments do not increase
over time*

Source: ASISA statistics

*National Treasury – Technical Discussion Paper B – Enabling better income in retirement 21 Sep 2012
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22 Steps to Constructing the right Investment Strategy
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.

Prepare for a marathon
Get your mind right
Get good advice
Get rid of debt
Decide whether you need capital growth or income or both
Draw up a written budget
Determine you income needs
Understand the risk you need to take to provide your required income
Diversify your investments
Understand market sectors
Find your investment style
Consider liquidity
Consider guarantees
Consider costs
Consider tax
Choose your investment product
Choose a product provider
Measure the results
Rebalance your portfolio
Revisit your investment strategy
Reinvest maturing investments
Start all over again ……

Source : Bruce Cameron – Editor Personal Finance
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8. THE “ANNUITY PUZZLE”

“A significant majority of individuals state that their preference is for a
guaranteed income for life, but data from the South African market
shows that almost all retirees opt for living annuities……….”
SOURCE: THE RETIREMENT INCOME FRONTIER AND ITS APPLICATION IN CONSTRUCTING INVESTMENT STRATEGIES AT RETIREMENT – Paper by John Anderson and Steven Empedocles

• A survey conducted by Just SA in

2016 revealed that 86% of individuals surveyed, who were aged between

55 and 85, preferred a guaranteed income for life in retirement.
• The 2015 Sanlam Benchmark Survey showed a similar result, with 87% of those surveyed saying they wanted
certainty of income for life. Yet recent Association for Savings South Africa data reveals that approximately 90% of
annuity sales in the country are in draw-down accounts (living annuities) which invest in a range of asset classes but
which provide no explicit longevity protection.

30

Award Winning Paper
by
John Anderson and Steven Empedocles
“THE RETIREMENT INCOME FRONTIER AND ITS
APPLICATION IN CONSTRUCTING INVESTMENT
STRATEGIES AT RETIREMENT“*
*The paper won two awards at the Actuarial Society of South Africa’s 2016 Convention (the RGA prizes for
Best Paper and Best Paper by First-time Authors) and will be presented at the International Congress of
Actuaries in Berlin in June 2018
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THE RETIREMENT INCOME FRONTIER AND ITS APPLICATION IN
CONSTRUCTING INVESTMENT STRATEGIES AT RETIREMENT

• The paper really brought home how the retirement funding industry has shifted over
the past 15 to 20 years towards living annuities instead of life annuities, and how this
shift is resulting in more people running out of money in retirement. It means we all

have a major problem coming down the line.

• The model based on this framework is intended to improve draw-down decisions by
making use of ‘consumption framing’ rather than ‘investment framing’.
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THE RETIREMENT INCOME FRONTIER AND ITS APPLICATION IN
CONSTRUCTING INVESTMENT STRATEGIES AT RETIREMENT
Formula:
Lifetime Spending Needs

Award Winning Paper
by
John Anderson and
Steven Empedocles

Formula:
Expected Financial Reserve upon Death

SOURCE: THE RETIREMENT INCOME FRONTIER AND ITS APPLICATION IN CONSTRUCTING INVESTMENT STRATEGIES AT RETIREMENT – Paper by John Anderson and Steven Empedocles
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Discussion of Results

• Living annuities with fees at retail rates, as opposed to group-negotiated institutional
rates, do not maximise lifetime spending needs or expected financial reserve.
• With-profit annuities provide more favourable results than inflation-linked annuities
when annuitising.
• An initial drawdown rate of 4% was found to be sustainable for single males and single
females aged 65 years (considered to be an Lifetime Spending Needs of 90% or more)
• Use of life annuities to improve expected financial reserve, reduce reliance on
dependants and improve legacy potential
• If used only on their own, living annuity strategies with very high allocations to growth
assets are optimal in terms of maximising the expected financial reserve, but are suboptimal when the objective is to maximise the need to meet lifetime spending needs.
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Discussion of Results
• Where guaranteed life annuities are introduced in combination with a living annuity, more
aggressive asset allocations need to be made in the living annuity component in order to
maximise lifetime spending needs. More aggressive strategies can therefore be afforded
as an increasing amount of initial capital is invested in guaranteed life annuities.

• Investing a portion of initial capital in guaranteed life annuities improves Lifetime Financial
Spending Needs Being Met
• Blended strategies combining living and life annuities were found to be the most optimal
when balancing the objectives of lifetime spending needs and expected financial reserve
upon death.
• The strategies that maximise lifetime spending needs are those with a high proportion of
the initial income requirement provided by a guaranteed life annuity. By increasing the
initial income provided by a guaranteed life annuity, it was found that higher lifetime
spending needs are met, but only up to a point. A point is reached at which having some
assets invested in a living annuity allows for improved lifetime spending needs being
met. For higher initial income requirements, guaranteed life annuities therefore improve
lifetime spending needs but up to a point, but after that, investing further capital in
guaranteed life annuities becomes sub-optimal.
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9. Four Simple Steps Retirement Recipe
1. Cover your basic expenses with guaranteed lifetime income
2. Optimize the rest of your portfolio to protect you against inflation
3. Make a plan for long-term care
4. Find most efficient way to pass wealth to children/grandchildren/charities

“Retirement is all about income and not assets”
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10. Hybrid Annuities
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10. Hybrid Annuities

•

At retirement, you can split annuities

•

We now have hybrids, which offer a combination of life and living annuities
giving you the best of both worlds

•

Various designs available in the market with different increases, features and
guarantees and more to come.

•

A hybrid solution is however still 2 separate legal structures i.e. a life annuity
alongside a living annuity

Source: Just Retirement Life (South Africa) Limited
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Hybrid Annuity
Flexible drawdown 2.5% - 17.5%

Traditional asset
classes
Equity

Lifetime Income
(Life Annuity)

Bonds
Cash

Advisors can blend with other asset classes within a single living annuity solution.
This is being included in a comprehensive range of retirement income solutions.
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10. Hybrid Annuities
• Most hybrids are no longer “living annuities” - once a guaranteed
component is added it becomes non-transferable as it is a non-linked product
which does not need to comply with Directive 135.
• Ongoing fees typically charged on the entire piece
• JUST SA has a blender tool that helps advisors to show their clients the
trade-off and then to arrive at a more optimal solution. This is a practical
way to implement what was set out the research paper (mentioned
above)

Source: Just Retirement Life (South Africa) Limited
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11. Case Study 1

Male 65, Female 61
Total savings = R 1m
Risk profile = Conservative to Moderate
Required starting income = R55 000 p.a. (5,5%)
Increase in line with inflation.
Main life expectancy = 18 years
Joint life expectancy = 29 years
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Swapped for safety net
of Lifetime Income

Expected bequest in standard living annuity
very small: R50,000 in real terms
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Benefits
•

Vulnerable widow: 75% in lifetime income provide safety
net for life

•

Dementia: lifetime income covers frail care needs before
decisions made with failing mind

•

Healthy & wealthy: e.g. 20% in a diversifying asset class
could generate survival credits as they outlive their peer
group
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12. Case Study 2

Male 65, Female 61
Total savings = R 1m
Risk profile = Moderate to High
Required starting income = R25 000 p.a. (2,5%)
Increase in line with inflation.
Main life expectancy = 18 years
Joint life expectancy = 29 year
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13. Glide-Path Approach

48

FSB stats
Financial Service Providers (FSP’S)
5,400
Retail Pension benefits (1.5) Life Annuities
40,000 approx.
Participatory interests in Collective Investment Schemes (1.14)
Living Annuities

Living annuities in numbers
“At the end of 2015, South Africans had R331.6 billion (R278.9 billion in 2014) of their
retirement savings invested in 410 898 living annuities (360 894 in 2014). In 2015 living
annuities attracted new inflows of R58 billion compared to R46.5 billion in 2014.”
Media Release ASISA 27 July 2016

49

BN 60 of 2010 – amendments to fit and proper requirements
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How can somebody with only 12 months experience be
allowed to give advice on Life and Living Annuities –
especially Living annuities?
These are products that need detail knowledge and
experience of the Pension Fund Act, Tax Acts and
Investment strategies.
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Is this good advice?
Client age: 65
Drawdown % advised by broker: 12%
Asset Allocation: Money Market and fixed Interest.
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14. CLOSING COMMENTS:
• There is definitely a place for guaranteed annuities i.e. a living annuity is not
always the most appropriate option for an investor (this may be for a number
of reasons e.g. amount saved and room available to withstand potentially poor
outcomes, risk appetite, desire for certainty etc.)
• Level, fixed escalation and inflation linked guaranteed annuities in South Africa
historically have not offered very good value for money i.e. they are too
expensive for what you get.
• With-profit annuities on the other hand typically offer better value but are
generally still poor when it comes to transparency (e.g. transparency around
fees, underlying investments, how increases are determined etc.)

• When it comes to hybrid offerings, I feel that if an investor is able to combine a
good value and transparent guaranteed annuity with a good value and
transparent Living Annuity, the combination, if managed properly, can add
much value.
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15. MY SUGGESTIONS:
1. Reduce minimum withdrawal rate to 0% on LA
2. Allow companies selling living annuities to provide guarantees

3. Cap Administration fees
4. Rating risk of guaranteed annuities should be more sophisticated based on age, sex, health and postcode (living standards) – same as in
the UK
5. Mandatory financial advice required when a client chooses a level
premium guaranteed annuity or a living annuity
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16. CLIENTS COMMENT:

“As I enter my 12th year of retirement (2005-2017)
and look back at my initial investment, my current
investment and the markets during that time, in
particular the past 12 months, I am really aware of
your expertise in keeping my finances in a healthy
state. Thank you !”
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An Introduction to our 2018
Post-Retirement Planning Course& Program

“Post-Retirement Planning Course & Qualification” (PRPC® & PRPQ®)
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Thank you
South African Independent Financial Advisors Association
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June 2018

58

