RAs over last 20 yrs?

PERFORMANCE: [F MANAGED WELL, THE YIELDS WOULD BE SATISFYING

» Factors such as
older legacy platform
fees and offshore
allocations play role.

Suzean Haumann

Moneyweb reader
asked: Please can
you do an article on
the performance of
retirement annuities
(RA) over thelast 20 years? [just
looked at mine with Sanlam and
Momentum and they are shock-
ing. I was also not aware that
you can move your funds to an-
other RA.
The answer:

Thisis a tricky one - partly be-
cause you didn’t provide a lot of
information, but also because one
cannot compare RAs, as they dif-
fer from platform to platform and
have different underlying funds.

I will answer based on my ex-
perience and the industry knowl-
edge I have accumulated.

Firstly, contributions

In many instances we see that
the initial monthly contributions
were relatively small amounts -
R300 to R500 with maybe a 10%
annual escalation.

If you had started with R500
per month and an annual esca-
lation of 10%, over a 10-year peri-
od, this will have accumulated to
around Rg5 618.

Depending on the investment,
this amount may have grown sub-
stantially, or have decreased.

Returns
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Fees and commissions
On top of this, one has to factor in
the fees.

Older generation products
were still hosted on older legacy
platforms with extremely high
administration fees, [rather than
the “new age” open platforms
where fees work on a sliding
scale]. We have seen annual fees
on some of these investments in
the region of seven percent a year.

In the past, advisors received
their “sign up” commissions
and all servicing commissions
(based on the term of the retire-
ment annuity they signed) up-
front. The investor then “repays”
the administrator over the term
of the “policy”.

In other words, from a month-
ly contribution of R500, say Ri50
is deducted for “repayment” fees
and only R350 is invested. So, if
you stop your contributions or
want to move your investment to
another platform before the term
maturity date you are “penalised”
by a certain amount which equals
the outstanding fees that would
have been generated had the an-
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nuity continued to term.

In all honesty, [some] clients
did not understand all these
terms and conditions when they
initially signed the contracts and
now, years later, are shocked
when they see how they have per-
formed.

Continuous management and
reviewing of investment portfoli-
os is very much needed.

Without these, clients are left
behind when new opportunities
arise or when certain sectors are
underperforming over multiple
periods.

The older generation retire-
ment annuities on the older plat-
forms also have (or had) a limited
choice of investment funds and
options.

The above graph shows a com-
parisonldid overthelast 20years
on different funds and combina-
tions of portfolios.

Another aspect one needs to
keep in mind is that in the “olden”
days Regulation 28 of the Pension
Funds Act, which limits the de-
gree to which retirement funds
may invest in certain assets, was
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not a compliance requirement.

Regulation 28 has now been
around for a number of years, and
the limit on offshore allowances
was increased earlier this year.

Even if the local market has
outperformed offshore markets
on a year-to-date basis, you have
to look at things over the longer
term.

By having sufficient offshore
allocation within your invest-
ment, you would have benefited.

Being diversified and manag-
ing your portfolio will give you a
better opportunity for long-term
investment growth.

Being invested in one sector
or market will at times give you a
greater return, but the risk is also
much higher when there is mar-
ket volatility. Most retirement an-
nuities are transferrable between
platforms these days.

It is known as a Section 14
transfer and is neutral in terms of
fee and tax implications. The only
cost might be the “fee repayment”
settlement.

» Haumann is a certified finan-
cial planner at Brenthurst Wealth




