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CONVERTING
A LUMP SUM TO A 
LIFETIME INCOME
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ANNUITY
STRATEGY

 Final default regulations issued during August 2017
 Investments
 Preservation
 Annuity

 Active participation

 Irreversibility of life annuities

 Access to counselling – not advice

 New funds after 1 September 2017 – must comply

 Existing funds at 1 September 2017 – have until 1 
March 2019 to comply
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BREAKDOWN OF SOURCES OF PENSION
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THE REAL 
OBJECTIVE OF 

RETIREMENT

 Lump sum?

 Beneficiaries?

 Inflation-linked income for life? 
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WHAT IS AN 
ANNUITY?
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TWO MAIN TYPES OF ANNUITY

■ Life Annuity (also called Conventional Annuity or Guaranteed Annuity)
■ Living Annuity

A Retirement Annuity (RA) is an accumulation 
product that does not provide “a stream of 

regular payments to someone”
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LIFE 
ANNUITY

 Guaranteed amount paid until death

 No benefit on death … unless specified 

 Various types
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Level Fixed escalation Inflation linked With profit

Starting income High Low/medium Low Medium – depends 
on PRI

Annual increases None Fixed % CPI - lagged Annual bonus 
declared depending 
on performance

Pros High starting income Some inflation 
protection
Cheaper than 
inflation linked

Inflation protection 
guaranteed

Inflation-related 
increases

Cons • Sensitive to 
interest rates

• Death benefit • Death benefit

• Low starting 
income

• Expensive 
underlying assets

• Death benefit

• Transparency
• Lack of control
• Costs

• Death benefit

Risks • Inflation

• Life company 
solvency

• Inflation higher 
than fixed
escalation %

• Life company 
solvency

• Life company 
solvency

• Poor investment 
strategy

• Life company 
solvency

LIFE ANNUITIES
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OTHER
LIFE

ANNUITY 
FEATURES

■ Guarantee periods
̶ Commutation to lump 

sum
■ Single life vs. joint life
■ Underwritten / impaired 

life annuities
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LIVING 
ANNUITY

■ Regular drawdown from an investment
■ No guarantees – may be depleted
■ Income limits: minimum – 2.5%; 

maximum – 17.5%
■ Annual review
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Living

Starting income Flexible
Low if sustainable

Annual increases Flexible
Often linked to % drawdown but 
can be matched to CPI

Pros • Flexibility
• Control
• Death benefit

Cons • Ongoing management
• Running out of capital

Risks • Longevity
• Poor returns
• Excessive drawdown
• Running out of capital
• Inflation

LIVING ANNUITIES
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KEY RISKS IN RETIREMENT
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Longevity
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THE PROBLEM WITH AVERAGES
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52% still alive

15% still alive
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ASISA STATISTICS - 2017

Income band by number of policies
Age band Average drawdown %

< 55 9.6%
55-59 8.7%
60-64 8.6%
65-69 8.7%
70-74 9.2%
≥75 10.0%

Overall 9.0%

14



This image cannot currently be displayed.

OLD MUTUAL CORPORATE CONSULTANTS

ASISA STATISTICS - 2017

Income band by value of assets
Age band Average drawdown %

< 55 7.3%
55-59 7.1%
60-64 6.9%
65-69 6.8%
70-74 6.9%
≥75 7.2%

Overall 6.9%
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Inflation
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COMPARING TYPES OF ANNUITIES
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COMPARING TYPES OF ANNUITIES
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Poor Decisions
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DECISIONS Upfront
■ Annuity type
■ If life annuity – spouse, guarantee period
■ If with profit annuity – PRI
■ Starting income / drawdown
■ If living annuity – investment strategy

Ongoing (if living annuity)
■ Drawdown
■ Investment strategy
■ Conversion?

■ Impaired cognitive ability
■ Trusted advice
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Early death / bequest
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Liquidity
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Unforeseen shocks
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Low starting income
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KEY RISKS IN RETIREMENT

RISK LEVEL FIXED ESCALATION INFLATION LINKED WITH PROFIT LIVING

LONGEVITY

INFLATION

POOR DECISIONS

EARLY DEATH / BEQUEST

LIQUIDITY

UNFORESEEN SHOCKS

LOW STARTING INCOME

Key risks in retirement. How different annuity types address key risks.
Mark how each annuity type addresses each key risk in retirement.

= Risk is addressed

= Risk is not addressed

?= Risk may/may not be addressed
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KEY RISKS IN RETIREMENT

RISK LEVEL FIXED ESCALATION INFLATION LINKED WITH PROFIT LIVING

LONGEVITY

INFLATION

POOR DECISIONS

EARLY DEATH / BEQUEST

LIQUIDITY

UNFORESEEN SHOCKS

LOW STARTING INCOME

Key risks in retirement. How different annuity types address key risks.
Please mark how each annuity type addresses each key risk in retirement.

= Risk is addressed

= Risk is not addressed

?= Risk may/may not be addressed
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MANAGING A LIVING ANNUITY
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Drawdown: 4% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 10% p.a.
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Drawdown: 4% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 10% p.a.
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Drawdown: 4% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 12.5% p.a.
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Drawdown: 4% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 12.5% p.a.
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Drawdown: 6.3% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 10% p.a.
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Drawdown: 6.3% initial then increasing by CPI
Total annual fee: 2% p.a.
Inflation: 6% p.a.
Growth: 10% p.a.
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Investment strategy
Starting capital: R1,000,000
Data from 1950 to 2016
Pre 1990
SA equities 50%, SA bonds 30%, SA cash 20%
Post 1990
SA equities 40%, SA bonds 25%, SA cash 20%, Global 
equities 10%, Global bonds 5%

Median: -- -- -- -- -- -- -- -- --
Real return: 5.5% p.a.
Drawdown: 6.4% p.a. at start plus 
inflation

Failing strategies: 43 out of 75
Earliest failure: 13 years

MANAGING 
A LIVING 
ANNUITY
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MANAGING 
A LIVING 
ANNUITY
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MANAGING 
A LIVING 
ANNUITY
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Investment 
strategy: Old Mutual Absolute Stable Growth Portfolio

Males Females Joint Males Age

Age Drawdown Age Drawdown Drawdowns 58 59 60 61 62 63 64 65

60 3.8% 60 3.2%

Fe
m

al
e 

A
ge

60 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 3.2% 3.2%
61 3.9% 61 3.3% 61 3.1% 3.1% 3.1% 3.1% 3.2% 3.2% 3.2% 3.2%
62 4.0% 62 3.4% 62 3.1% 3.1% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2%
63 4.1% 63 3.4% 63 3.1% 3.2% 3.2% 3.2% 3.2% 3.2% 3.3% 3.3%
64 4.1% 64 3.5% 64 3.2% 3.2% 3.2% 3.2% 3.2% 3.3% 3.3% 3.3%
65 4.2% 65 3.6% 65 3.2% 3.2% 3.2% 3.3% 3.3% 3.3% 3.4% 3.4%
66 4.4% 66 3.8% 66 3.2% 3.2% 3.3% 3.3% 3.4% 3.4% 3.4% 3.4%

LIVING ANNUITY: SUSTAINABLE DRAWDOWN RATES
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LET’S 
CONSIDER 

AN EXAMPLE

Meet Mr and Mrs R.E. Tired

Mr Tired has just turned 65. 
He was a salesman at an insurance company. 
Mr Tired earned a basic salary of R10,000 plus commission so 
he averaged R15,000 a month before tax.

Mrs V. Tired is a teacher and will be retiring when she 
reaches 65 in two year’s time. 
She currently earns R8,000 before tax.

Mr Tired has R1.1m from his company retirement fund.

Mrs Tired expects to have about R1m when she retires.

They have an outstanding bond of R100,000.
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EXAMPLE Mr Tired needs R100,000 to finish paying off their bond.

Income need – R11,000 now and R16,000 when Mrs Tired 
retires.
[This is a 70% replacement ratio]
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EXAMPLE Mr Tired has the following options in terms of life annuities:

Gap to need
Level annuity R9 503 R1 497
Fixed 5% increase R6 310 R4 690 
Inflation linked R5 951 R5 049
With profit – 3% PRI R7 314 R3 686
With profit – 5% PRI R8 663 R2 337

These are single life annuities with no spouse and no guarantee.

Can Mr Tired ignore Mrs Tired?
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EXAMPLE So Mr and Mrs Tired have the following options in terms 
of joint life annuities:

Level annuity R8 334
Fixed 5% increase R5 251
Inflation linked R4 887
With profit – 3% PRI R6 183
With profit – 5% PRI R7 485

These are joint life annuities reducing to 50% on first death, 
no guarantee
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EXAMPLE When Mrs Tired retires:

Single Joint
Level annuity R8 726 R8 334
Fixed 5% increase R5 580 R5 251
Inflation linked R5 212 R4 887
With profit – 3% PRI R6 530 R6 183
With profit – 5% PRI R7 859 R7 485
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EXAMPLE What about a living annuity?

Living annuity: Combined investment – R2m 

Sustainable drawdown – 4% R  6 666 
ASISA average drawdown – 6.4% R10 666
Needed to reach objective – 9.6% R16 000
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COMBINATIONS OF ANNUITIES

Excess assets

Legacy

Lifestyle expenses

Basic living expenses
(Lights, water, food, rent, rates, clothes, toiletries, 

petrol, telephone, insurance, medical aid)

Living annuity

Living annuity

Living annuity

Life annuity
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RETIREMENT PLAN

Excess 
assets

Legacy

Lifestyle expenses

Basic living expenses
(Lights, water, food, rent, rates, clothes, toiletries, 

petrol, telephone, insurance, medical aid)

Excess assets
None

Legacy
None

Lifestyle expenses
Need: R6 500 p.m. Achieved: R2 290 p.m.
Solution: Living annuity

Capital Income p.m.
Mr Tired R   192 000 R1 040 (6.5%)
Mrs Tired R   273 000 R1 250 (5.5%)

R   465 000 R2 290

Mr and Mrs Tired’s retirement plan

Basic living expenses
Need: R9 500 p.m.
Solution: With profit annuity – 3% PRI, joint life, no guarantee

Capital Income p.m.
Mr Tired R   808 000 R5 000
Mrs Tired R   727 000 R4 500
Total R1 535 000 R9 500
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KEY RISKS IN RETIREMENT

RISK LEVEL FIXED 
ESCALATION

INFLATION 
LINKED WITH PROFIT LIVING HYBRID

LONGEVITY

INFLATION

POOR DECISIONS

EARLY DEATH / 
BEQUEST

LIQUIDITY

UNFORESEEN 
SHOCKS

LOW STARTING 
INCOME

Key risks in retirement. How different annuity types address key risks.
Please mark how each annuity type addresses each key risk in retirement.

= Risk is addressed

= Risk is not addressed

?= Risk may/may not be addressed







?
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SUMMARY Retirement Plan
Date: 13 June 2017
Name: Mr R.E. Tired and Mrs V. Tired

Capital Income p.m. Gap
Mr Tired R1 000 000 R  6 040 R4 960

With profit R   808 000 R  5 000
Living annuity R   192 000 R  1 040

Mrs Tired R1 000 000 R  5 750
With profit R   727 000 R  4 500
Living annuity R   273 000 R  1 250

Total R2 000 000 R11 790 R4 210
With profit   R1 535 000 R  9 500
Living annuity R   465 000 R  2 290
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ISASA’S 
ANNUITY 

STRATEGY

Pension Provident
Defined 
Benefit

Defined 
Contribution

Defined 
Contribution

In fund pension 
based on rules 

Default is Fund 
Select Annuity –
with profit 
annuity 
provided by Old 
Mutual

Default is Fund 
Select Annuity –
with profit 
annuity 
provided by Old 
Mutual

• Member may purchase a pension outside of fund
• Committee investigating:

• Living annuity – Momentum & Old Mutual 
shortlisted

• Hybrid
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BOTTOM 
LINE

 Need is an inflation-linked income for life

 Lump sum MUST be converted to an income

 Choice of annuity is complex 

 Good decisions matter

 No one-size-fits-all

 Advice is very valuable … cost effective advice 
is imperative

 Knowledge is extremely valuable
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DISCLAIMER
This presentation should not be construed to be advice

No pensioners were harmed during the making of this presentation
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QUESTIONS
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