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RETIREMENT PLANNING:
GUIDING CLIENTS TO
FINANCIAL INDEPENDENCE

An exclusive Blue Chip discussion with three of South Africa’s top investment professionals
focused on retirement planning and quiding clients to financial independence. Part one.

EXPERT PANEL

Fareeya Adam, Head of Product
Solutions, Momentum Investments
Fareeya Adam has been with Momentum

Investments for more than 16 years.

She started at Momentum straight after
university and has spent most of her time
in product development roles, with a
stint in the valuations team. Adam's team
is responsible for product development
and management for discretionary

and retirement solutions, traditional

life annuities as well as structured and
international products. Adam has a BCom
Honours in actuarial science (University
of Pretoria) and is a qualified actuary
through the Institute of Actuaries (UK).
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Tom Brukman, CFP®, Director,
Chartered Wealth Solutions
Western Cape

Tom Brukman is a financial planning
specialist and director of Chartered
Wealth Solutions Western Cape. Brukman
believes that helping his clients plan for
their futures plays a valuable role in their
lives. He focuses on consistently trying
to balance “return of investment” with
“return on life”. Brukman says that he

feels fortunate for the years that he has

specialised in dealing with families who
face major transitions such as retirement.

Wouter Fourie, CFP®, CEO, Ascor®

Independent Wealth Managers
Wouter Fourie is an Advanced

Postgraduate Qualified Financial
Planner and a Professional Accountant
(SA) with postgraduate qualifications
in advanced taxation. Fourie won the
2015/16 FPI Financial Planner of the
Year and was named by International
Adviser as one of the 100 most
influential individuals in the financial
planning industry globally. In 2018,
he co-authored The Ultimate Guide to
Retirement in South Africa with Bruce
Cameron and Secure your Retirement
in 2020. The third edition of The
Ultimate Guide to Retirement in South
Africa, sponsored by Alexforbes and
recognised by the FPI for verifiable
CPD points, has just been published.




You need to
understand
what your own
basket is and how
inflation is going
to link to that.

MODERATOR

lan Jones, CEO, Fundhouse

lan Jones has been with Fundhouse for
10 years. He is a qualified actuary who
started in the investment industry in
2001. Jones has extensive experience in
fund research, portfolio construction as
well as the broader asset management
and financial advisory industries, globally.
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IAN JONES (IJ): When a client asks you how much is enough, where do you start?
WOUTER FOURIE (WF): There is a simple answer to the question and that is as
much as possible. Retirement planning is different for everyone depending on
their age of retirement, whether they have dependants and their lifestyle. It’s
a very personal question and it is always difficult to give a simple answer to it.
That's why clients need the assistance of a financial planner to sit with them and
work out their budget.

Each one of us has different lifestyle needs and important information like
inflation and expected lifetime need to be factored into your budget numbers.
So the easy answer is as much as possible and the difficult answer is that you
need to sit down with the client and work through their personal budgets to
understand exactly what their needs are and how escalations would influence
the drawdown on their portfolios.

To give guidance in terms of planning, you need about R1-million to provide you
with R4 000 per month income. This is not a calculated amount but at least it gives
you a guidance number to work from.

1J: And Tom, your thoughts on the same question but if you could also touch on
the 4% rule. (South Africans seem more conservative — we look at the 5% rule as
the maximum amount of potted retirement to withdraw.) Is this a concept that
you consider when dealing with your clients?

TOM BRUKMAN (TB): | agree with Wouter. It is a very individual question and it is
difficult to give a blanket answer. The 4% or 5% rule has been thrown around for
decades and is interesting because it is so blanket and covers many factors.

The factors around the growth in an investment do not really, in my view and
where | sit as financial planner, get to the core of giving the person the confidence
and security they are looking for in knowing that they can retire successfully or the
way they want to.

Spend time to look at the picture of what that retirement looks like. | think that’s
important. That picture then helps you advise on the factors most important to the
person — what's going to make a difference and how they’re going to plan to get
to that successful retirement.

The maths is there but as we have seen in the last few years, the maths gets
skewed in extreme times and so if you can just keep people focused on the picture
and the context around that picture, | think they have a far more secure and better
chance of reaching that successful retirement period in their life.

1J: Fareeya, what factors do you consider when you propose a retirement solution
to your clients?

FAREEYA ADAM (FA): We have started to think more practically around how clients
can approach retirement and then we apply rules of thumb. One concept gaining
traction over time is to start by having a reasonable estimation of what you think
your living and your life expenses in retirement are going to be.

We think of life expenses as those expenses that you must cover; these
expenses are for the things that you cannot do without; your medical aid, place
to live, grocery and electricity bills every month. Then there’s the living expenses
where you have a little bit more flexibility. This will start to give people a range
of what their expenses are likely to look like in retirement and then you can more
easily apply the rules.

Another rule of thumb that floats around is the rule of 300 that says if you have
your monthly expenses, you can multiply the total figure by 300 and that should
give you enough to cover 25 years' worth of expenses.
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The higherincome earners may be experiencing something
similar. There are certain things like insurance that increase at
a lower rate. At the same time, medical inflation is expected
to be 2% to 3% higher than inflation.

Everyone needs to understand what their own basket
is and how inflation is going to affect it. This need must
then translate into a retirement solution and an investment
strategy that gives a client the best chance of achieving
their preferred lifestyle.

1J: Wouter, Fareeya raised an interesting point in that we
have seen, with rates going up, life annuities becoming a
more popular option for certain clients and advisors. What
are your thoughts on using life annuities or blending them
with living annuities?

WF: It is important to understand where annuities fit in
financial planning: the two-thirds that is withdrawn from a
pension at retirement is used to buy a compulsory annuity.
The compulsory annuity gives you the option of two types of
annuities, the one is what we call a life annuity and the other
is a living annuity.

Over the past few years, the industry has used living
annuities on a huge scale. | think it is because the rates that
were offered by life annuities were never very competitive but
over the last year, we have seen a change in the environment
where bond rates started spiking and inflation rates have
picked up, so life annuity rates are becoming very attractive.

In our own business, we converted a large portion of our
living annuities into life annuities and new hybrid annuities
are available where you can have a combination of the two in
your portfolio.

This provides a client with certainty. It provides a client with
certainty of income, certainty of escalation rates and it also

As Tom and Wouter mentioned, it is very personal because you addresses that important aspect called longevity. It provides
don’'t know how long you're going to live, and you don’t know what an income for life as none of us have the benefit of predicting
the effects of inflation are, but this at least starts to give yousome  our own life or date of death. The life and hybrid products
guidelines around what you should be targeting. are a good way of combining certainty into portfolios now

especially with the higher rates that are available.

1J:When people look at inflation, they consider the CPl basket ~ TB: The advent of the hybrid model has really been huge and
which sits on average at 5.5%. How do you think about inflation we look at it very closely for our clients because our clients
when you are talking to clients approaching or in retirement? convert their whole living annuity, or at retirement stage,
FA: CPI rates are based on a basket that is not necessarily relevant; their compulsory annuity, into a life annuity. It may give them
if you look at the cost of food, for example, it is much higher than certainty, but a lot of them want a legacy and for their living
that. What we see is that lower income earners feel a much higher annuity to be passed on to their children.

level of inflation because their basket is made up of more of those The hybrid annuity addresses concerns around certainty,
items that are inflating higher. longevity and legacy. They are a great addition to the

48 www.bluechipdigital.co.za



ROUND TABLE SERIES | Retirement Planning

The hybrid annuity addresses concerns
around certainty, longevity and legacy.

industry, solving the issue around taking risk and spreading
it between the client, us and the life company doing the life
annuity side.

1J: Are hybrids being used more broadly in your business?
FA: At the start of Covid-19, guaranteed life annuities really
started to pick up. As an industry, we saw that the amount of
money flowing into life annuities doubled and year-on-year that
trend continues to increase.

People are starting to appreciate their guaranteed nature and
the passing-off of inflation, investment and longevity risk to an
insurer rather than keeping all the risk themselves.

Wouter mentioned the returns on life annuities. In the
current environment, you can lock into between 9% and 12%
per year at the level of income that you are guaranteed to receive
depending on your type of income.

There are lots of options in terms of ensuring that you
get an income for yourself or your partner and locking into
increases talks quite nicely to the CPI risk we mentioned
previously. CPl annuities tend to be a little more expensive
but fixed increases, where you lock into an income that
increases by for example, 5% every year, can provide
valuable security.

And | agree 100% with Tom and Wouter that the advent
of the hybrid annuity is special because previously we saw a
situation in the market where the choice was between a living
annuity and taking on all the risk or a life annuity where clients
did not keep any of the upside potential.

Now we are starting to blend these in a way that makes
sense for each individual client, and | think it is quite powerful.
The hybrid annuities are being offered now at Momentum
Investments - including to existing living annuity clients.

1J: Fareeya, please discuss the use of retirement annuities,
tax-free investments and endowments and how they can
benefit an individual. Let’s use a high-net-worth individual
who is saving towards retirement and has a higher tax rate
as an example.

FA: Retirement annuities are a good tax-efficient vehicle
for all tax brackets because there is a tax deductibility on
contributions. All the growth inside of the retirement annuity
is tax free.

If you consider that you invest for about 20 to 30 years in both
the pre-retirement and the post-retirement periods, the benefit
can be substantial. When you convert the money to an income
at retirement, you pay tax at your marginal tax rate.

Another one that | think is very interesting is the tax-free
investment, also referred to as the tax-free savings account. It
is limited, so the total yearly contribution in a tax year may not
exceed R36 000, while the total lifetime contribution may not
exceed R500 000. However, the tax-free nature of the investment
growth is not limited in total. The longer you stay invested, the
more you can benefit.

This makes it very suitable for retirement provision. If you
withdraw from a tax-free investment, you cannot put that money
back in to the investment. Once you have used your R36 000 per
year it is gone so ideally you shouldn’t be withdrawing from it.
You should deposit it into a tax-free investment and leave it for
the longer term.

The tax rate for endowments is 30% but here is where it is
suitable for a high-net-worth individual because the maximum
tax rate on individuals is 45%, which is quite a big saving that
you make.

The first five years of an endowment are restricted but thereafter
there is flexibility in accessing the money or adding more money
when you need to and so definitely for high-net-worth individuals,
the endowment should be considered as an opportunity.

1J: If a 35-year-old family member approached you for your
pearl of wisdom regarding retirement, what would you advise
them in terms of the next 30 years as they approach retirement?
WF: Number one, start with the end in mind. | would also add that
steady plodding not hasty speculation brings prosperity.

TB: Empower yourself now, empower yourself and be proactive.
No-one is going to hand you a detailed, bespoke financial life
plan without you taking the steps to understand what the plan
means for yourself. Speak to people, read and engage with
a professional that makes you feel comfortable that they are
going to help you.

If you empower yourself, you

become aware. You can make
the decisions now and over time
they will provide the life, the
independence or whatever your
objective is. So, start now and
empower yourself.
FA: There will come a point
in your life where you will be
responsible for paying yourself
a salary so start to plan for that
today and plan consistently until
the day comes. ®

- -

Scan the QR code to watch the
full Retirement Planning Round
Table online.

49

www.bluechipdigital.co.za



