
IN FUND LIVING ANNUITIES
issues to consider when retirement funds implement in fund living 
annuity strategies and the experience and learnings to date



SETTING THE SCENE …



National Treasury Concerns

“Currently workers benefit from a strong support structure provided by the retirement system while they 

are employed, which is effectively withdrawn for the vast majority of these workers after they retire.

At retirement the workers are then left to the retail market, where they must bear the risks of retirement 

on their own, including the risks of poor financial advice, poor decisions, and high charges.“

“In order to increase the competitiveness of the market for retirement income products, to 

provide a greater degree of assistance to members of retirement funds who retire, and to 

require funds to use their considerable purchasing power and skill to provide their members 
with cost-effective annuitisation options”



National Treasury Concerns

“National Treasury has put forward a series of regulations that all retirement funds are supposed to 

implement as of the second quarter of 2019, which will see the fund trustees being obligated to pay 

more attention to the retirement income products that their membership are offered and to 

potentially offer an in-fund default option, which the trustees can impose further limits on.” 

Jaco van Tonder, Advisor Services Director, Investec Asset Management

September 2018





Imagine you are reaching ret i rement age r ight now … 

Which of the following options would you choose?

All Respondents 503

A pension from your employer's retirement fund 240

47.7%

SANLAM BENCHMARK 2015



ASISA L i fe Insurance stat is t ics

For the period to 31 December 2016



ASISA L i fe Insurance stat is t ics

# Policies Single Premiums
Average Single 

Premium

Living Annuities 55,086 R 56,810,000,000 R 1,031,297

Compulsory Annuities 13,950 R 5,286,000,000 R 378,925

2016 New Business Statistics - Living Annuities

South Africans had R421.9 billion of their retirement savings invested in 447 560 living annuities

2017 Living Annuities Survey



Scope of research

• Living annuities are the de facto annuity of choice for retiring South Africans 

despite shortcomings

• Default Regulations specifically mention both In Fund and Out of Fund living 

annuities

• Therefore we aim to contrast these two types of living annuity and share 

experiences and learnings to date

• We are not specifically focusing on:

o Living annuity v life annuity

o Optimal transitioning strategies from living annuity to life annuity

though these are important subjects for further research



L iving annuit ies … 10 key di f ferences (besides costs)

In Fund living annuities Out of Fund living annuities (via insurer)

Subject to Pension Funds Act Subject to Long Term Insurance Act

Governance overseen by Board of Trustees Individual insurance contract

37C of Pension Fund Act (currently) applies on death Beneficiary nomination prevails on death

Regulation 28 applies Regulation 28 does not apply … yet

Regulation 39 applies – trustees to monitor sustainability No explicit sustainability monitoring by trustees

Can be converted to ex fund living annuity Cannot be converted to in fund living annuity

ASISA standards good practice (EAC & disclosure) ASISA standards mandatory (EAC & disclosure)

FAIS categorization debatable FAIS Retail Pension Benefits applies

FICA requirement less burdensome upon implementation FICA applies upon implementation

Section 37A & 37B – significant protection from creditors Less certain protection from creditors



SANLAM ADMINISTRATOR DATA ANALYSIS



Size of Book

June 2018 June 2017

Number of retirement funds offering IFLAs * 10 9

Number of IFLAs 698 557

Total IFLA asset values R2 091 543 014 R1 609 576 979

Average fund value R  2 996 480 R     2 889 725

* All retirement funds comprising R1b+ assets
+- 300 000 active members



Drawdown Analysis

Sanlam

June 2018

ASISA

December 2017

Average monthly pension R13 963 R7 133          

Average drawdown rate (unweighted) 7.39% 9.08%

Average drawdown rate (weighted by asset value) 5.59% 6.64%



Sanlam IFLA vs ASISA L iving Annuity data



The Power of Scale

R5 000 000 consideration and 1% cost saving per annum

= R50 000 extra annual pension 

= >R4 000 extra monthly pension
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Average Costs Analysis  (across the book)

Sanlam

IFLA

2018

Major LISP A

2018

Major LISP B

2018

Treasury

2012 *

Administration 0.05%      0.39% 0.52% 0.48%

Advice ** 0.44%   0.63% 0.47% 0.53%

Sub-total 0.49% 1.02% 0.99% 1.01%

Investment Management 0.76%

Total 1.77%

* Sample of one LISP mentioned in 2012 Treasury paper 

** Average advice fee for annuitants paying for advice



The challenge going forward will be to get somewhere in between, 

i.e. you cannot deliver a retail service and product at wholesale costs and vice versa

….the pricing gap is big, but some of it is for a reason 

… Institutional businesses are not geared for retail

Dawie de Villiers
Chief Executive
Sanlam Employee Benefits 

‘

’



RETIREMENT FUND SURVEY



Survey Overview

• Retirement funds offering In Fund Living Annuities (“IFLAs”)

• Various administrators

• Voluntary participation

• Fund officials with knowledge of offering

• Online survey software

• Respondents identifiable

• Responses during September 2018

• 45 questions

• Average completion time of 26 minutes

• 15 retirement funds

• 22 respondents

o 1 trustee, 8 principal officers, 8 consultants, 3 valuators & 2 employers

EXTREME CAUTION : SAMPLE SMALL … BUT RESPONDENTS CREDIBLE!!



Est imates of IFLA membership 

• 3 890 annuitants at 30 June 2018

• 291 new annuitants in past year

• 72 annuities ceased in past year

• 19% of retirees opt for an IFLA

Survey results

When IFLA introduced? # Responses

Before 2011 10

2011 to 2014 0

Since 2015 12



3 Main Reasons for Trustees Introducing IFLA?

Possible Responses # Selections

Administration cost savings 18

Investment management fee savings 15

Wary about the quality of financial advice in retail market 6

Wary about the cost of financial advice in retail market 5

Continue with pre-retirement investment strategy 5

Seamless transition at retirement 5



3 Main Reasons for Ret i rees Choosing IFLA?

Possible Responses # Selections

Investment management fee savings 18

Administration cost savings 14

Wary about the cost of financial advice in retail market 10

Continue with pre-retirement investment strategy 8

Seamless transition at retirement 8



INVESTMENT & DRAWDOWN RATE RISKS



Do Trustees formal ly  regular ly  review?

IFLA investment 

choices

IFLA selected 

drawdown rates

Yes 13 14

No 9 7

I am not sure 0 0



Would T rustees intervene?

Sub-optimal 

investment 

choices

Unsustainably 

high drawdown 

rates

Definitely 3 10

Probably 10 5

Might or might not 3 1

Probably not 5 4

Definitely not 0 0



Has such intervent ion ever been necessary to date?

IFLA

Investment Choices

IFLA selected 

drawdown rates

Yes 1 9

No 20 13

I am not sure 1 0



Is there a cap imposed by the trustees for drawdown rates?

# Selections

No cap aside from the regulatory 17.5% limit 10

A flat cap of X% (answers ranged from 6% to 10%) 3

An age-related cap below the regulatory 17.5% 9



Would you prefer  a f ixed drawdown review date each year? 

Yes

12

Maybe

3

No

6

# Selections



Number of Avai lable Investment Port fol ios for IFLAs?

# Selections

1 1

2 – 4 10

5 – 10 7

11 - 20 4

> 20 0



Would you prefer  that Regulation 28 does not apply to IFLAs?

Yes

7

Maybe

2

No

13

# Selections



Focus on r isks

Path dependency / sequence of returns risk

• Poor returns upfront reduce likelihood of successful retirement

• To maintain real income drawing down many “cheap” units

Reckless conservatism

• Too conservatively invested

• Need appropriate CPI+ return over 20-30 year horizon

• Else income not keeping pace with inflation



Sequencing of returns

R0

R1

R2

R3

R4

R5

R6

R7

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Years

Sequence

Reverse sequence

Cumulative returns over 20 years for  every R1 invested

Years

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Sequence 20% 10% 18% 13% 10% 19% 26% 9% 5% 31% 7% 14% 22% -5% -8% -12% 10% 1% -9% -4%

Reversed -4% -9% 1% 10% -12% -8% -5% 22% 14% 7% 31% 5% 9% 26% 19% 10% 13% 18% 10% 20%

article by Glacier



Sequencing of returns

R1m l iv ing annuity - 6% inf lat ion;  s tart  6% drawdown (inf lat ion escalation)

R0

R200,000

R400,000

R600,000

R800,000

R1,000,000

R1,200,000

R1,400,000

R1,600,000

R1,800,000

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Years

Sequence

Reverse sequence

Years

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Sequence 20% 10% 18% 13% 10% 19% 26% 9% 5% 31% 7% 14% 22% -5% -8% -12% 10% 1% -9% -4%

Reversed -4% -9% 1% 10% -12% -8% -5% 22% 14% 7% 31% 5% 9% 26% 19% 10% 13% 18% 10% 20%

article by Glacier



Mitigating sequence return risk

Real pension & 5% drawdown

 -
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Conservative; 5% Max 25% SB; 5% Aggressive; 5%

Negative return environment (5% Percentile)

Conservative
25% Smoothed 

Bonus
Aggressive

Percentile 5% 5% 5%

Sustainable Years 14.6 14.8 12.8



Mitigating sequence return risk

Real pension & 5% drawdown

 -

 10,000

 20,000

 30,000
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 50,000

 60,000

0 5 10 15 20 25 30 35

Conservative; 50% Max 25% SB; 50% Aggressive; 50% Conservative; 5% Max 25% SB; 5% Aggressive; 5%

Negative return environment (5% Percentile) Average return environment (50% Percentile)

Conservative
25% Smoothed 

Bonus
Aggressive Conservative

25% Smoothed 

Bonus
Aggressive

Percentile 5% 5% 5% 50% 50% 50%

Sustainable Years 14.6 14.8 12.8 23.0 31.1 31.4



Does the Fund faci l i tate l i fe annui ty quotat ions 

Yes

12No

7

I am not sure

3

# Selections



Conversion to a guaranteed annuity

60 65 70 75 80

R1m available at retirement in guaranteed annuity 

5% guaranteed escalation annuity

• start with a pension of R99 978 p.a.

• increase each year with 5% p.a.

• pension of R121 524 p.a. at age 70



Conversion to a guaranteed annuity

60 65 70 75 80

R1m available at retirement in living annuity 

living annuity – withdraw same income as guaranteed annuity

• 5 years later - to buy guaranteed pension of R121 524 p.a. (age 70) need R1.050 m

• Yield curve and mortality basis unchanged

• what living annuity return needed - to afford guaranteed annuity after 5 years?



Conversion to a guaranteed annuity

60 65 70 75 80

R1m available at retirement in living annuity 

after 5 years - 14.13% 

after 10 years - 15.29%

after 15 years - 16.01%

fixed 5%

escalation

annuity

return needed

to afford same

pension



DEFAULT REGULATIONS



Wil l  IFLA form part of  Fund’s annuity 

strategy i . t .o.  Regulation 39?

# Selections

Yes 17

No 1

I am not sure 4

# Selections

Yes 8

No 3

I am not sure 6

Wil l  IFLA be preferred annuity i . t .o 

Regulation 39 for  qual i fy ing ret i rees?

Regulat ion 39



Ant icipated changes to IFLA to comply wi th  defaul t  regulat ions?

Possible Responses # Mentions

The minimum Rand amount to enroll will be reviewed 2

The drawdown caps will be reviewed 4

The number of available investment options will be reviewed 6

The current fees will be reviewed 2

None 7

We have not yet considered 7



ADVICE



UWRF Default  Annuity Experience

• The University of the Witwatersrand Retirement Fund offered all retiring members 

a default annuity from the mid-to-late 1990s to its discontinuance in 2003. Here 

the default annuity was a Guaranteed Annuity in the name of the Fund 

attractively priced and on a commission free basis.

• The actual experience was that no retiring member elected the default annuity 

option upon retirement, and all chose to invest their retirement proceeds 

elsewhere. It might be that the Fund’s default annuity option did serve a useful 

purpose as a reference point for retirees to benchmark other options against, 

but from a commercial / take-up perspective, it was a dismal failure.



Features of a good default  annuity st rategy

 Make access simple &  unpressurised

 Same member experience pre- and post-retirement

 Contributions cease and pensions begin

 Seamless

 Align with pre-retirement investment strategy

 No time out of the market

 No up front costs

 Avoid discontinuities

 Not irreversible

 Can switch to ILLA or guaranteed annuity at any point

 Optionality is very valuable for retirees with >20 years life expectancy

 Accommodate financial advisers

Inertia is the most powerful force in the universe!



Institutional v retail

… worlds are colliding



Financial  Adviser Feedback

Living annuities are complex when compared to conventional life annuities

Owners of living annuities make / review several choices annually. These decisions could have 

serious consequences that only become apparent years later.

Buyers of living annuities must:

• Choose an investment mix from extensive options

• Choose a drawdown rate (between 2.5% and 17.5%)

• Select a provider or change their existing provider

Decisions are dependent on a range of factors that vary from individual to individual, including:

• The level of support they can expect from family

• Access to post-retirement medical aid cover

• Risk aversion

• Bequest motives

• Life expectancy

‘

’



EB Consultant Feedback

• Make provision for advisers’ fees (I was against it initially) but cap it!! Most of the 
advice work is done by the Trustees (with age banded caps aiming to ensure 
sustainability and the investment menu is vetted).

• Don’t underestimate the power of the adviser (I made that mistake) their relationship 
and influence over the retiring member is such that they will talk the members out of 
it.

• I will see the Board as seriously failing their fiduciary duties, being complicit to or 
facilitating the fleecing of members and to quote John Vorster “too ghastly to 
contemplate”.

‘

’



Has Fund Approved a Restr icted Panel of  Advisers for  IFLAs?

# Selections

Yes 11

No 11

I am not sure 0



Does Fund Faci l i tate Payment of  Advice Fees to IFLA Advisers?

# Selections

Yes 9

No 13

I am not sure 0



I f  no, who provides advice on IFLAs?

# Selections

Salaried retirement counsellor paid by the Fund 4

Salaried retirement counsellor paid by the Employer 3

Member must seek and pay for own advice outside the Fund 6



Economics 101 for f inancial  advisers …

viable 

based on Sanlam Umbrella Fund exits 2016

Fund Credit # Retirements Retirement Amounts

> 1m 312 R804m 

500k-1m 157 R106m 

150k - 500k 371 R103m 

25k - 150k 380 R28m 

0-25k 175 R2m 

Total 1,395 R1,042m

> R500k 33.6% 87.4%



Impact of Advice

With advice Without advice

Number of pensioners 88 610

Average drawdown rate 5.03% 5.66%

Average fund value R  2 651 170 R  3 046 295



LEARNINGS & RECOMMENDATIONS



Describe up to 3 features you l ike about IFLAs

Our Categorisation # Mentions

Cost effective 19

Seamless transition at retirement 12

Flexibility of living annuities 7

Trustees can add value post-retirement 5



Describe up to 3 features you dis l ike about IFLAs

Our Categorisation # Mentions

Monitoring burden for Trustees 10

Administration burden for Trustees 8

Fear of possible risks e.g. drawdown rates & investments 8

Death benefit complications 5

Communication & reporting challenges 5



Better Ret i rement Outcomes

“Provided that the Board can do a decent job (and are prepared to take on the extra governance), 

the odds favour a better retiree outcome with an in-fund strategy.”

Ant Lester, Willis Towers Watson

August 2018



• In Fund Living Annuities are a viable / compelling option for many retirees

• Savvy affluent retirees are the initial base of investors

• Pricing differences between institutional and retail likely to narrow over time

• Good advisers should be putting these options on the table

• Retirement funds must consider solutions holistically e.g. how to assist all members on a 
national basis

• Important to guide members on switching to other annuity products over time e.g. 
guaranteed or hybrid annuities to protect longevity risk.

• Product in infancy and retirees relatively young – longer term risks might not yet be 
apparent

SAIFAA Presentation 2017 – Final  Thoughts



• Recent emergence of institutionally priced Out of Fund Living Annuities
• Not clear to what extent fees quoted represent marketing ahead of implementation of default 

regulations

• Worth analysing costs in future research

• Will be interesting to see the outcome of default regulations post 1 March 2019
• Some retirement funds only at start of deliberations on Regulation 39

• Planned FSCA notice on maximum drawdown rates, sustainability and communication

• IFLAs are a valid product proposition with pros and cons compared to other annuity options
• Main raison d’etre is lower costs compared to other living annuities so long term take-up will be 

impacted by cost reduction trends in respect of such alternative annuities.

• Possibly not a viable option for retirement funds with <R1 billion assets?

2018 – Addit ional  F inal  Thoughts



• Strengthen competition and improve client value proposition by allowing consolidation 
of IFLAs and Out of Fund Living Annuities

• Strengthen competition by opening transferability between IFLAs and Out of Fund Living 
Annuities

• Beneficiary nomination not S37C desirable for allocation of IFLA death benefits

• ASISA standards should be implemented for IFLAs (requires legislative change)

• Retirement fund trustees need to rethink advice and support for IFLAs

• Annual drawdown rate reviews at a fixed date per retirement fund an improvement

• FAIS categorizations need rethinking to cater for In Fund preservation and annuities 
(based on skill set as opposed to licensing) 

7 Recommendations – Level  p laying f ields (where appropr iate)



Derek Smorenburg 2017 living annuity workshops

Annelie de Kock data extraction

Wagieda Pather survey support

Lorraine Loubser presentation formatting

Anton Swanepoel legal wisdom

PG Marais legal technical detail

Grant Base official reviewer

Jaco van Tonder expert criticism

Survey participants sharing experiences

Credits
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