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Must
Read

Y
ou first started working about 
40 years ago. Now, it’s time to 
retire. The questions you are 
asking yourself include: ‘Have I 
saved enough? What happens 
if I live to 100? What happens 

if my partner or I become ill? Can I actually 
afford to retire?’

The main question is ‘How much is enough?’
Is a pension equal to your current income 

sufficient, or is 80 or even 60 percent of it 
feasible? If it isn’t, what do you do?

Is an income of R10 000 or R100 000 a 
month adequate for you?

The important questions you need to 
consider are these:

•  Do I have enough to maintain my 
current lifestyle and do the things I 
want to do in retirement?

•  Have I paid off all my debts?
•  Do I have enough to pay higher 

medical bills?
If you can answer yes to all three, then you 

are financially ready to retire.
But South African estimates are that fewer 

than 10 people in 100 retire financially secure. 
This definition is normally assessed on a 

retiree receiving what is called a replacement 
rate or ratio of between 60 and 75 percent. A 
replacement ratio is the percentage of your 
final pay cheque that you receive as an initial 
pension. So, for example, if your salary before 
retirement is R300 000 a year and your annual 
pension is R180 000, your replacement ratio 
is 60 percent (R180 000 divided by R300 000 
and then multiplied by 100).

Most employer-sponsored retirement 
funds are based on you receiving a pension 
of about 60 to 75 percent of your final annual 
pensionable salary (excluding things such as 
motor vehicle allowances) after 40 years of 
contributing membership.

The reason why the amount is lower than 
your final salary is that it is assumed by the 
industry that most people require less money 
in retirement.  The reasons for this include 
that you will no longer be saving for retirement; 
that there is greater tax relief for pensioners 
of 65 and older; that you should have paid off 
all your debts; and that work expenses, such as 
travelling to the office and requiring expensive 
clothing, will have fallen away.

This may, however, not be enough. This 
gap between what you believe you require in 

retirement and what you receive is known as 
the ‘retirement gap’.

If there is a gap between what you want 
in retirement and a lesser amount that you 
receive as a pension, you will need to find 
ways of filling the pot. The main ways to do 
this are either to:

•  postpone your retirement; or
•  get a job in retirement.
Your personal targeting of a required 

replacement ratio should not have been 
a matter of picking a random amount of 
money or simply saving 10, 15 or 20 percent 
of your annual income for your working life. 
Ideally, you should determine two levels of 
retirement income:

•  A realistic best-scenario retirement 
income that will meet your desired 
lifestyle in retirement (a ‘wants’ list).

•  A basic minimum level of income that 
will cover the essentials (a ‘needs’ list). 
Your retirement planning should always 
aim to provide at the ‘wants’ level, but 
there should never be a risk that your 
replacement ratio will drop below the 
‘needs’ level. 
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