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RETIREMENT ANNUITIES IN 
PERSPECTIVE 

An opportunity to save income 
tax and invest at a discount 

WARREN BUFFET 

Advice from the world’s second-
richest man 

FALLING OIL PRICES

What are the implications from 
a multi-asset perspective? 

USING PASSIVE FUNDS IN 
PORTFOLIOS 

Reasons to use an element 
of passive funds within a total 
investment solution. 

TAX-FREE SAVINGS SET FOR 1 MARCH 2015
While retirement reform has been delayed, the plan to introduce tax-incentivised savings is going ahead. As envisaged, investors 
will be allowed to contribute R30 000 per annum, up to a lifetime maximum of R500 000, into a tax-free savings or investment 
account. Over-contributions will be taxed at 40%. Certain product design restrictions are envisaged, and we are still waiting for 
these to be finalised. Should you have any queries, please do not hesitate to contact us.

22 JANUARY 2015

mailto:info@iwm.co.za


GREETINGS FROM YOUR FINANCIAL ADVICE TEAM
As the volatile and uncertain 2014 has 
drawn to a close, we would like to take 
this opportunity to thank all of our clients 
for the continued support. We wish you 
and your family a happy new year and 
look forward to another successful year 
engaging with each and every one of you.

2014 was certainly a year of ups and 
downs, with far more muted returns 
locally and globally then we have become 
accustomed to. The US seems to be one 
of the few places that have strengthened 
over the year, with most of the rest of the 
World struggling along. Locally, Listed 
Property has continued to surprise on the 
upside, with far more subdued returns 
across the other asset classes.

UNITED STATES
Although the economy is showing signs 
of improvement, the S&P500 can’t go 
up forever and 2015 could be a very 
different environment. The Fed has used 
significant and unprecedented monetary 
policies over the past few years and the 
verdict is still out on how the US will 
move away from these policies. The 

impact of which will be massive for 
global markets as many countries will 
raise rates in response to the US. Given 
the Fed Policy, it is also likely that the 
Dollar strength will continue, negatively 
affecting US Exports and the bottom-
line for many multinationals.

EUROZONE
Stagnant wages, lagging performance 
and falling into deflation are cause for 
serious concern. A weakening Euro will 
certainly help exports become more 
competitive, but the Eurozone has a 
long way to recovery and is likely to 
diverge from the stronger developed 
economies. A potential Greek exit is 
also back in the headlines.

CHINA
Numerous forecasts suggest that growth 
is expected between 6% and 7% in 
2015 as the giant seems to continue 
slowing. Due to China’s size and hopes 
for urbanization and a transition to a 
consumer and service based economy, 
growth of 7.2% is required just to create 
enough jobs for prospective workers.

SOUTH AFRICA
There are concerns that the impact of 
unemployment, load-shedding and 
industrial action will take its toll on 
economic growth in 2015. The 2014 
year closed out with a weaker Rand, 
but inflation lower than what was 
originally expected, largely assisted by 
the weaker Oil and Commodity Prices. 
There remains a lot of uncertainty around 
raising interest rates, given the potential 
for the US to begin in 2015, but a much 
weaker South African economy.

Whatever 2015 holds, investors should 
retain their long-term asset allocation 
strategy. For 2015, it is unclear which 
asset classes and geographic regions 
will outperform; diversification remains 
vital in uncertain times.

We trust that you will enjoy the 
contents of our newsletter and any 
feedback is always welcomed.
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Reasons to invest in Retirement Annuities 
(Tax breaks make a retirement annuity attractive, but that’s not the only advantage):

1 Preparing for retirement and ensuring sufficient savings – the structure helps 
you build up capital during your working life. The rule of thumb is that a saving 

of 15% of your salary over 35 years allows 75% of your salary as an annuity income.

2 Tax Benefits - Contributions to a Retirement Annuity fund are deductible from 
your Taxable Income up to a maximum of 15% of your Non-Retirement Funding 

Taxable Income (potentially increasing to 27.5% in March 2016, with a maximum of  
R 350,000 per annum). Contributions therefore reduce your Income Tax Liability; refer 
below for an example:

RETIREMENT ANNUITY CALCULATION  
 
Estimated Taxable Earnings for the Year Ending 2015      700 000 
Maximum Deductable Retirement Annuity Contribution     15%    105 000 
Estimated Income Tax Savings (Assuming a 40% Marginal Rate)     42 000

Effectively you will only contribute R 63,000 from after-tax cash for a total saving of  
R 105,000 (SARS adding the R 42,000).

Despite all the bad publicity 
and personal past experiences, 
we maintain that Retirement 
Annuities are an indispensable 
investment vehicle, with a wide 
range of benefits.

Retirement Annuities have evolved 
with new product providers offering 
lower cost structures, with flexibility in 
fund selection, transparent reporting 
and flexibility in making changes to 
premiums and administrators. 

AN OPPORTUNITY TO SAVE INCOME TAX 
AND INVEST AT A DISCOUNT
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3 Tax efficient nature of the structure - There is no 
income tax, dividends tax or capital gains tax on the 

growth of your capital within a Retirement Annuity Structure. 
Daniel Wessells, the editor of www.indexinvestor.co.za ran a 

4 On retirement, up to R 500,000 is available as a tax free 
lump sum – the cash commutation is limited to a maximum 

of one-third of the capital value, the balance must be used to 
purchase an annuity to provide income.

5 The power of compound growth and long-term growth – 
due to the long term nature of the savings, your investment 

benefits from earning growth on growth. In addition, short term 
market fluctuations are of less concern as your consistent 
contributions will average out the variability.

6 Disciplined Savings - You cannot access your capital until 
you are 55 years old. Some see this as a drawback (listed 

below); however, we view it as an advantage. This removes the 
temptation to deplete your savings for other purposes during 
your working years.

7 Providing for dependents – A Retirement Annuity Fund 
can be bequeathed to your stated beneficiaries upon your 

model comparing the amount of additional growth needed 
per year for a Discretionary Investment to overcome the tax 
benefits provided by a Retirement Annuity, refer below for 
the graph provided:

demise. The beneficiaries have the option to take the capital 
as a cash lump sum, purchase an annuity or a combination of 
both options.  

8 Flexibility of contributions – For many Retirement Annuities 
you can set up a monthly debit order that escalates over 

time or simply add lump sums on an ad hoc basis. The monthly 
contributions can be started, stopped and changed at any time 
without fees or penalties.

9 Diversified Portfolio and Freedom of Choice – You have 
access to a wide range of Unit Trust Funds and different 

asset classes in the Retirement Annuities, with the limitations of 
Regulation 28, which require that the following table is adhered to:

ASSET CLASS                REGULATION 28 LIMIT

Equity     75%
Foreign    25%
Property    25%
Commodities    10%
Hedge Funds    10%
Bank Debt     75%

10 There are no additional costs and the fees are 
identical to investing in a Discretionary Investment.

11 In the event that the full value does not exceed R 75,000 
(potentially increasing to R 150,000 from 1 March 2016), 

the full value of the fund may be taken as a cash lump sum.

MOST LIKELY SCENARIOS
Outperformance per annum required by discretionary investment - 
No return difference between retirement funded investment and discretionary investment over twenty-year period

Marginal tax rate at retirement

50% of proceeds 
from discretionary 
investment taxable

25% of proceeds 
from discretionary 
investment taxable
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Assuming the same underlying portfolio and fees, the 
two lines show the outperformance required per annum for 
a Discretionary Investment against a Retirement Annuity, 
based on various levels of contributions and therefore tax 
rates. The higher line is for an investor with a larger interest 
income and therefore greater taxable portion of proceeds, 
the lower line assumes less interest is taxable. If R 75,000 
is contributed to the two investments per annum and half 
the interest proceeds of the Discretionary Investment are 
taxable at 30%, the Discretionary Investment will need to 
outperform by more than 2% per annum to counteract the 
tax benefits of a Retirement Annuity Structure.
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Contact us
Should you wish to take advantage of the income tax 
savings by contributing to a Retirement Annuity Fund  
prior to the end of February 2015, please do not hesitate 
to contact us for further information and recommendation.

12 A Retirement Annuity Fund is not included in your 
Personal Balance Sheet; therefore upon your demise 

the funds invested in a Retirement Fund are excluded from 
your Estate and will not attract any Estate Duty. 

13 A Retirement Annuity cannot be ceded or attached  
by creditors.

Potential drawbacks to  
Retirement Annuities
In the past, prior to the introduction of the “new age” Unit 
Trust based policies, Retirement Annuities were sold that paid 
insurance agents sizeable upfront commissions, resulting 
in high costs and poor returns for clients. In addition, one-
sided and unfair contract conditions were imposed on clients 
(such as high penalties to move the policy or cease monthly 
contributions- as high as 30%). The portfolios were opaque 
and the reporting was poor; clients had very little insight into 
what was happening with their savings.

As previously mentioned, the investments have evolved over 
recent years, with far more transparency and flexibility and 
much lower fees. Refer below for some potential drawbacks to 
the “New Age” Policies:

1 You cannot access your capital until you are 55 years old.

2 After 55, if you’re Retirement Annuity is greater than  
R 75,000 (potentially increasing to R 150,000 from March  

2016), you cannot access more than one-third in cash on retirement. 
The balance must be used to purchase a compulsory annuity.

3 To take your Retirement Annuity savings abroad, you need 
to emigrate formally and submit emigration papers to the 

Reserve Bank. The proceeds will be taxed according to the 
withdrawal lump sum tax table. 

4 After Retirement, the portion that is used to purchase a 
compulsory annuity cannot be transferred offshore. You will 

therefore be restricted to an annuity that pays out in South Africa. 

5 Regulation 28 attempts to limit investment choice and 
risk by restricting the allocation to risky assets, such as 

Equities and Offshore. For long term investors that seek global 
exposure, these restrictions can have an adverse effect if your 
Retirement Annuities make up the bulk of your portfolio.

Most of the drawbacks discussed above refer to the restricted 
access to the funds, however, if managed effectively, your 
Retirement Annuity proceeds can be used to purchase a 
Compulsory Annuity, providing you with an income over your 
lifetime. A Living Annuity allows an income withdrawal of between 
2.5% and 17.5% per annum. In addition to the Tax Benefits of 
using the Retirement Annuity structure, we also feel this provides 
a further security over the capital invested, ensuring that you 
direct it towards your Retirement.

ARTICLE PROVIDED BY:  

Independent Wealth Managers (Pty) Ltd
SOURCES: 

1 Retirement Annuities – any good? – Warren Ingram,  
30 June 2010

2 Retirement Annuities in perspective – Van Rooyen and Raath 
Financial Advisors (Pty) Ltd

3 Do you need a Retirement Annuity? – Lee Cairns, Wealth 
Manager at Anchor Capital

4 10 Reasons to invest in a Retirement Annuity – Fiona Zerbst, 
published in Mail & Guardian, 7 February 2011

5 Saving for retirement – Daniel R Wessels, August 2013
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WARREN BUFFET
WARREN BUFFETT BECAME THE WORLD’S SECOND-RICHEST MAN AFTER SHARES OF BERKSHIRE 
HATHAWAY INC. HIT A RECORD HIGH ON FRIDAY 5TH DECEMBER 2014. BUFFETT IS NOW SECOND 
ONLY TO BILL GATES, THE FOUNDER OF MICROSOFT CORP.
 

ON EARNING
Never depend on a single income. Make  
an investment to create a second source.

ON MARRIAGE
The secret of a great 
marriage is not looks, 
nor intelligence, 
nor money – it’s low 
expectations.

ON INVESTMENT
Do not put all your 
eggs in one basket.ON TAKING RISK

Never test the depth of 
a river with both feet.

ON SPENDING
If you buy things 
that you do not 
need, soon you will 
have to sell things 
you need.

ON SAVINGS
Do not save 
what is left 
after spending, 
spend what is 
left after saving.

ON EXPECTATIONS
Honesty is a very expensive 
gift. Don’t expect it from 
cheap people.
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FALLING 
OIL PRICES  
WHAT ARE THE 
IMPLICATIONS FROM A  
MULTI-ASSET PERSPECTIVE?

Throughout 2013 and into the early 
part of 2014, Brent crude oil prices 
remained in a stable range between 
$100 and $110 per barrel (bl). However, 
in June 2014, the price rallied up to 
$115/bl following concerns about the 
increasing involvement of the Islamic 
State in Iraq and resulting fears about 
the impact on oil production. These 
fears were assuaged once it became 
clear that southern Iraqi production 
would be unaffected by the turmoil, 
although the instability in the region 
continued. Oil prices quickly reversed 
their gains and went back to the 
previous levels.

However, over September, prices continued 
their downward trend, breaking through 
the psychological level of $ 100 / bl, and 
have continued to fall by a further 10-15%.

Impact of falling oil prices

Arguably all else being equal, the 
medium-term consequences of lower oil 
prices, if sustained, should be beneficial 
for global consumption. According to 
Citigroup, the decline in energy prices 
would generate an annualised global 
boost to the tune of US $ 660 billion, 
while in the United States alone, a 20% 
fall in oil prices would lead to a household 
windfall of US $ 600 per annum, assisted 
by gasoline prices returning to 2011 levels.

For energy exporting countries this move 
has negative implications as government 
revenues will run short of budgeted 
expectations – Russia, Canada, Saudi 
Arabia and the Middle East will be the 
most obvious countries affected by this 
revenue shortfall. For energy importers 

this has quite the opposite effect. 
Countries like India and South Korea are 
net beneficiaries of lower energy prices. 
For example in India, oil accounts for 
the largest share of commodity imports. 
This energy cost is a substantial annual 
drag on the overall trade deficit. If crude 
oil prices were sustained at these lower 
levels for the next year, we would expect 
to see a substantial improvement in 
the country’s overall trade balance – 
something we feel adds conviction to 
our overweight Indian rupee exposure.

Apart from growth, falling energy prices 
also have implications for inflation. 
Energy has a relatively high weighting 
in the European-wide consumer price 
index (CPI) for example. We estimate 
that the recent falls in energy are likely 
to knock just less than one percent 
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off the level of the harmonised index 
of consumer prices. Not only does 
this suggest dovish implications for 
European policymakers but it has world-
wide implications for monetary policy if 
energy prices are sustained at these low 
levels. In the short term any expected 
tightening in policy will likely be pushed 
further out, and central banks that are in 
easing mode will likely continue easing 
policy further. These moves would 
benefit shorter duration bonds as prices 
rise and yields decline to match the re-
pricing of rate expectations.

Over the medium term, the fall in yield 
curves and energy markets are likely to 
support economic growth and growth 
sensitive asset classes like equities. From 
a sector perspective, energy equities 
have been the main underperformer 
during the recent sell-off. The sector is 
looking attractive on the framework we 
use to assess opportunities, where we 
look at fundamentals, valuation and 
market price behaviour. Fundamentally, 
operating cashflows should be well 
underpinned by our constructive view 
on oil prices from these levels, and 
from companies’ ability to cut operating 

expenditure and capital expenditure. 
Valuations across all subsectors are also 
low relative to long-run history. From a 
market behaviour standpoint, crude & 
energy equity sentiment has become 
extremely bearish, a contrarian positive. 
The sector is also extremely oversold 
and positioning has lightened up a lot.

The other interesting potential short-
term beneficiary in equities is the 
airline sector. We think the cyclical 
case is strong given lower fuel costs 
and very attractive valuations and a lot 
of bad news headlines are now in the 
price (e.g. due to pilot strikes and the 
outbreak of Ebola). Structurally, however, 
there are concerns for the industry 
given low returns on capital. Autos & 
tyres are another potential beneficiary 
but the historical evidence of this is 
not convincing. Miners are also more 
attractive where energy is a key input 
cost; however, one has to take a more 
positive view on demand, which we 
need more evidence for at the current 
moment in time.

In the short term, markets have 
reacted to the oil price falls as being 

reflective of a weakening of demand 
and compounding the disinflationary 
expectations that have taken hold in 
Europe. These short-term effects should 
give way to a view that reflects the 
supportive impact of an effective tax cut 
for consumers to feed through to growth. 
Moreover, a lack of inflationary pressure 
allows rates to be kept low, implying a 
still, relatively attractive risk premium. 
The world remains characterised  
by widespread divergence, however, 
and we continue to emphasise the 
importance of being selective and to 
sizing positions appropriately.

SOURCE:  

Viewpoint by Investec
COMMENTARY: 

1. Michael Spinks - Co-Head of  
Multi-Asset

2. Paul Carr - Portfolio Manager
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Three reasons to use an 
element of passive funds 
within a total investment 
solution

1 The fee discount is 
material 

Passive funds often come in at 1% or 
more cheaper per year than their active 
counterparts. This is a guaranteed benefit.

2 Portfolio  
diversification

By their nature, passive funds offer an 
investment style which is different to 
most active managers. This means you 
can combine a passive fund with an 
active fund and diversify the investment 
risk, which can provide a ‘smoother ride’.

3 A hedge against 
active managers 

doing a poor job
Manager selection is an imprecise 
science; however we aim to increase our 
odds of success by applying substantial 
experience to fund evaluations to pick 
the winners.

There is much debate in the investment industry around the use of active or passively 
managed funds. In the one corner you have the active funds which aim to beat the 
market with various investing strategies and buying/selling decisions, but charge a 
higher fee.  In the other corner you have passive funds who aim to replicate (track) the 
market, at a low fee.  By market we mean the individual asset classes such as equities, 
bonds and property securities, which investors need in order to generate returns.

The debate comes in due to the fact that quite limited numbers of active funds beat 
the market globally over time. Using higher fee managers who underperform is a net 
cost to the client.

Historically passive funds have been asset class specific – for example, passive equity 
funds. More recently we have seen the launch of passive balanced funds; these are 
multi-asset class funds which offer a diversified low cost investment solution within a 
single fund.

Over the past few years we have evaluated the options available to arrive at a 
diversified and cost effective fund solution for clients; always considering not only the 
fees, but after-fee performance. It is important to emphasise that although there is a 
place for the inclusion of passive solutions to the overall portfolio, well managed active 
funds should be used to generate returns in excess of the market. Passive Funds can 
be added to reduce overall fees, but it is important that this does not detract from 
portfolio performance.

ARTICLE PROVIDED BY:  

1. Fundhouse Investment Advisors (Pty) Ltd 
2. Independent Wealth Managers (Pty) Ltd

USING PASSIVE FUNDS 
IN PORTFOLIOS

Going forward we 
expect the prevalence 
of passive funds to 
increase in an industry 
which is becoming 
increasingly 
discerning and less 
tolerant of fees.
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