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DIFFERENT KINDS OF PENSIONS PROVIDED 

What is a PENSION? 

A pension is a financial product that, in exchange for a specified upfront payment, will pay you a certain 
amount of money at regular intervals (for example monthly) for a certain period.  

Example: In exchange for R1100 you pay today, someone offers to pay you R100 per month for the 
next year - this is a form of pension.  

In this section we consider the main types of pensions offered by the insurance market. We explain what 
the key features of these pensions are. Of course, the final step is to match this with your preferred 
features of a pension. 

The two main types of pension offered by the market are a: 

 Life annuity (also known as a Life pension); and 

 A living annuity 

We highlight that the market offers many variations of these two annuities – this section focuses on the 
core elements of such annuities. 

Life annuity  

A life annuity is a type of pension where you pay an up-front amount to an Insurance Company when 
you retire, who will then guarantee to pay your monthly pension for the rest of your life.  

A life annuity typically has the following features:  

 The current amount of the pension is guaranteed for the rest of your life. (This guarantee 
depends on the party providing your pension paying meeting its obligation even in extreme 
market conditions.) 

 On your death typically 50% to 75% of your pension will be paid to your surviving spouse for the 
rest of her/his life. (You can elect the percentage pension that will be paid to your spouse on your 
death.)  

A concern that is sometimes raised about a life annuity is that you don't get the full value of your 
retirement capital if you and your spouse die soon after you retire. This is the "insurance 
premium" you pay for having the promise that your pension will be paid even if you live much 
longer than expected (e.g. to age 100).  

 The pension should increase each year. (However, in poor market conditions no pension 
increase may be granted.) Once an increase is granted, the new higher level of pension becomes 
guaranteed. (You can elect the basis on which the annual increase should take place).  

 You require no investment expertise in managing such a pension. The Insurer providing the 
pension will manage the underlying assets on your behalf.  

 The pension has a low cost structure. 

 With a life annuity you can decide at the outset on the basis on which your pension should 
increase each year and the percentage pension paid to your spouse on your death. However, 
you do not have the flexibility to change these terms once your pension starts to be paid. 

In summary, buying a life annuity means that you will not run the risk of outliving your money as the 
Insurance Company guarantees that payment of your pension will continue until you pass away. The 
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Insurance Company therefore takes on the risk should you live longer than they expected. Insurance 
Companies can sell life annuities to people because people who live longer than expected will be 
balanced out by people who pass away sooner than expected. 
  

In order to check your understanding of the features of a life annuity, please complete the following table 
by giving each of the key features a rating of 0 to 4. A rating of 4 indicates that this feature is strongly 
represented; a rating of 0 means that the life annuity does not contain this feature. 

Feature of a life annuity Your rating 

Choice   

You must have a high degree of investment expertise   

Security   

Inheritability   

Low cost structure   
 

 
The Fund’s rating of the features in set out in the table below. You can check your understanding of a life 
annuity by comparing your rating to the Fund’s.  
 

The rating is somewhat subjective so you should not be concerned if your rating is 1 point higher or 
lower than the Fund’s. On the other hand if your rating for a feature is much higher or lower than the 
Fund’s then you should revisit your understanding of a life annuity. 
 

Feature of a life annuity Fund’s rating Reason for rating 

Choice 1 
Only have choice at the start of the 
pension 

You must have a high degree of 
investment expertise 

0 
Insurer makes the investment 
decisions 

Security 4 
The current pension is guaranteed, 
subject to very small counter-party 
risk (but future increases are not) 

Inheritability 2 
Your surviving spouse continues to 
receive a pension on your death 

Low cost structure 4 This is cheap pension structure  
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Living annuity  

A living annuity operates like an Investment Account as is explained below.  

 At retirement your money is invested in your Investment Account.  

 Your Investment Account is credited with the investment returns (positive or negative) you earn 
on your money.  

 Importantly, you must decide how to invest your Investment Account. Of course, you may choose 
to receive expert advice in this regard.  

 Each year you need to decide on the level of your draw down. The draw-down limit is set by the 
South African Revenue Service and is as follows:  

- Minimum draw down: 2.5% of the balance in your Investment Account  

- Maximum draw down: The lesser of     

17.5% of the balance in your Investment Account  

            or  

The amount of a guaranteed non-profit single life annuity (with no guarantee and no 
increases) that can be secured   with the living annuity capital.  

 When you die, your dependants take over your Account. Those relatives that are financially 
dependent on you take over your Account first. When they die, the balance in your Investment 
Account can be paid to your financially independent children. In this way your retirement capital 
can have value beyond your death and that of your spouse. 

 Your Investment Account can run out of money and you may be left with a very low income in 
retirement. This can typically happen if:  

1. The investment return you earn on your Investment Account is low.  

2. The monthly drawings you make from your Investment Account are too high. 

3. You (and your spouse) live much longer than expected.  

 The cost structure of a living annuity is typically higher than that of a life annuity as the 
investment fees are higher and you need to pay for the on-going advice you receive from an 
advisor regarding your investment strategy and monthly drawings. 

 Some banks, depending on your level of income, offer services at a standard fee which is less 
expensive.  

 You can apply your Investment Account to secure a life annuity before age 75. The later you do 
this, the cheaper the life annuity becomes. 

In effect a living annuity works in the same way as your Member Share, but in reverse – instead of 
making contributions (paying into your Account), you are taking money out of your Account. 
 
As above, in order to check your understanding of the features of a living annuity, please complete the 
following table by giving each of the features a rating of 0 to 4.  
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Feature of a living annuity Your rating 

Choice   

You must have a high degree of investment expertise   

Security   

Inheritability   

Low cost structure   
 

Our rating of the features in set out in the table below. Again you can check your understanding of a 
living annuity by comparing your rating to ours. 

Feature of a living annuity Fund’s rating Reason for rating 

Choice 3 
You have the flexibility to vary to your 
income and investment strategy each 
year 

You must have a high degree of 
investment expertise 

3 
You will need to decide where your 
money is invested, although you may 
take advice in this regard 

Security 1 

There is a risk of running out of 
money investment returns are poor, 
you draw too much pension or you 
live too long 

Inheritability 4 
Your surviving spouse continues to 
receive a pension on your death 

Low cost structure 1 This is more expensive structure  

 

 


