
 

 

 

What Monthly 
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With R800 000? 

 

 

  

We recently responded to another Moneyweb reader question which we believe could 
be a beneficial read for anyone approaching retirement. Please feel free to share this 
article far and wide.  
  



 

Question
 
"I am going on retirement in about 18 months. My current fund values are around 
R800 000. What monthly income can I expect if I want an income until I pass on? Does 
this whole investment fall away when I pass on or is there money available should I 
pass on?" 
  

Our response 
 
Dear Reader, 
   
You did not mention which type(s) of retirement savings products you currently 
have. According to the Pension Fund Act, the following applies at retirement: 

 Provident Fund / Preservation Provident Fund – You may take the full vested 
benefit (all the contributions that you made to your fund before 1 March 2021) 
as a lump sum, subject to tax. If the non-vested balance (all contributions 
after 1 March 2021, including the growth thereon) is below R247 500, you may 
also withdraw that as a lump sum, subject to tax. If the non-vested amount is 
above R247 500, it will be treated as a Retirement Annuity or Pension Fund 
(see below). 

 Retirement Annuity or Preservation Pension Fund – You may withdraw 1/3 as a 
lump sum subject to tax. The balance must be applied to purchase an 
annuity. This is a product that will provide you with an income every month.  

  
The following tax table will apply to the cash lumpsum you choose to take at 
retirement: 

 

 

Please note the following with regards to the tax-free portion at retirement:  

 The R500 000 tax free portion is a cumulative total in your lifetime. 
 If you have withdrawn from any pension fund savings prior to or after 

retirement it will reduce the tax-free portion available to you. 
 If you have taken a retrenchment package this will also reduce the tax-free 

portion. 

There are two types of annuities that you can consider for the remaining 2/3 of your 
fund value (if applicable): 
  
Fixed/Life Annuity    
With a fixed annuity you transfer your retirement savings to an insurance company 
who in turn guarantees to pay a fixed monthly income until death.



 

 Depending on the product you choose, your surviving spouse may receive an 
income after your death but on death of the last surviving spouse, all benefits 
and capital is forfeited. 

 You will not be able to nominate a family member as beneficiary. 
 Depending on the specific terms of your annuity, you may receive an annual 

increase in your income. 
 The income from the annuity is taxable. 

  
Living Annuity  
A living annuity is an investment linked annuity that provides you with an income 
based on the capital value and returns of your portfolio. 

 According to the Pension Fund Act you may set your income between 2.50% 
and 17.50% of the capital balance per annum. 

 The income is taxable and is paid to you annually, quarterly or monthly 
depending on your personal requirements. 

 The income level (percentage and frequency) may be changed annually on the 
anniversary date of the investment. 

 You may nominate beneficiaries. At death your nominated beneficiaries will 
receive the market value of the investment. If no beneficiaries are nominated 
the funds are paid into your estate. 

  
At Global & Local we generally prefer a living annuity as it is more flexible - your 
capital can enjoy market growth and be left for your family after death. Having said 
that, in certain situations (older investors, smaller investment values), a life annuity 
may be a safer alternative. 
  
Income from your annuity 
The below reflects income quotes on a life annuity that we obtained from 2 life 
companies. We assumed a retirement age of 60. 
 
Life Annuity  

 

  



 

Living Annuity  
 

  

 

You will note above that you are able to withdraw significantly more from the Living 
Annuity if you select the maximum income allowed, but this will erode your capital 
very quickly. The main risk in a living annuity is withdrawing more income than the 
growth rate of your investment. In general, we would usually not recommend a 
withdrawal rate of more than 5%, in order to ensure that you preserve and grow your 
capital. 
  
As you can see, there are a lot of variables to consider. The above quotes are not 
specific to you (we do not have enough information), so we are not able to 
conclusively recommend the one product above the other at this stage. As you 
approach retirement, we strongly recommend that you see a financial advisor for a 
personal evaluation and recommendation. 
  
Please feel free to contact us for further questions.

  

 


