
‘Mandatory annuitisation’ or the mandatory purchasing of an insurance or investment 
product to secure your retirement income at retirement is not without its difficulties. 

This article explores the two main retirement income options at retirement.

SECURING YOUR RETIREMENT
INCOME NEEDS WITH AN ANNUITY 

Our purpose at Atleha-edu is to help ordinary South Africans save and invest for a 
better tomorrow.  

We do this through Financial Sector Code (FSC)-compliant awareness and 
interactive education programmes focused on retirement fund trustee, management 
committee member; and fund member awareness and education initiatives, such as 

this short article. 

We would like to thank Just SA for funding this short articles series.

CHOOSING WHAT’S BEST FOR YOUR 
NEEDS AT RETIREMENT

I’M ABOUT TO RETIRE. WHAT NOW?

During their working life, South African employees are 
compelled to join a pension or provident fund if their employer 
provides one. Contributions to such a fund are deducted from 
their salaries and invested on their behalf. The aim of this 
structure is to ensure employees have funds at retirement with 
which they can use to earn a retirement income.  

Unfortunately, most South Africans still don’t save enough 
towards retirement and many fund members often withdraw all 
their retirement funds at retirement. This leaves many retirees 
having to look to the retail market, where they must bear the 
risks of managing their retirement income on their own – and 
can expose them to the risk of poor or commercially biased 
financial advice, as well as high charges. 

Do your homework and seek professional financial advice! 
Most members of pension funds who retire choose the products 
on offer without much advice, and often end up choosing an 
inappropriate product that leaves them even more vulnerable 
as they age, and are no longer as able to earn their own income.  

Retirement regulations require you to use at least two-thirds 
of your retirement fund to buy an annuity when you retire. An 
annuity is a product that provides you with a monthly retirement 
income or pension at retirement. The Income Tax Act (1962, 
as amended) compels members of pension funds and holders 

Do you have a question that you would like us to address in a subsequent article? 
If so, please send your questions or suggestions for article topics by email to:  

info@atleha-edu.org
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Pre- and post-retirement investment products 
It’s important to understand the difference between a retirement 
annuity, or RA, and retirement income options associated with 
annuities that are purchased at retirement. A retirement annuity 
is a pre-retirement savings vehicle. Anybody can contribute 
to and become a member/investor of a retirement annuity 
fund, whereby you contribute to the fund on a monthly basis 
and these contributions are then invested in an endowment 
policy – known as a retirement annuity policy selected by the 
member – or in a collective investment portfolio selected by 
the member. The member’s retirement benefit is that value of 
the policy or the collective investment portfolio (whichever the 
case may be) when they retire. An annuity is then purchased 
at retirement to generate regular income in retirement.

Historically, retirement income products were limited to a choice 
between an investment product or an insurance product

of retirement annuities to use at least two-thirds of their 
accumulated balances to buy products that legally qualify as 
annuities to secure their retirement income at retirement. This 
is commonly referred to as mandatory annuitisation.

Not to be confused with retirement annuities – or RAs 
– purchased during an employee’s working life, people at 
retirement stage must choose between a life annuity or a living 
annuity solution to convert their lifelong savings into a monthly 
income to see them through their golden years. In the past, 
retirees have been limited to choosing between a life or a 
living annuity product at retirement. However, the landscape 
has evolved, and increasingly new-generation ‘hybrid’ annuity 
solutions are available to suit an investor’s unique circumstances 
and risk appetite at retirement. Read more about these options 
in the upcoming articles in this article series.

Insurance product: LIFE ANNUITYInvestment product: LIVING ANNUITY
Convert retirement savings into regular income
• Guaranteed monthly income for life
• Death benefit options for partner and dependants
• Never decreases
• Various ways to protect against inflation

Investment strategy determines your income and you
self-manage your drawdown rate to:
• sustain living annuity income for life
• leave some capital for beneficiaries

In summary,
• Living annuities are similar to a bank account: 

purchasers bear the risks of the underlying assets and the 
risk that they will outlive their assets.  

• Life annuities provide an income for life, guaranteed by 
an insurance company or a pension fund, regardless of 
how long the purchaser lives. 
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