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Retirement is 
when you stop 
living at work 
and start working 
at living.
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At Sanlam, we understand that every pensioner is unique in terms of their 
needs and circumstances. That is why we offer a variety of annuities, so 
that you can choose the one that’s right for you. 

The Sanlam With-Profit Annuity (SWPA) is a new addition to the Sanlam 
annuities product range, launched to enhance the range and quality of 
retirement solutions available to pensioners. It provides a guaranteed income 
for life and offers pension increases linked to market performance. Underlying 
investments, in SIM Balanced Fund and SIM Moderate Absolute Fund, are 
smoothed over six years before declaring pension increases.

You can choose from various Sanlam With-Profit Annuity options based 
on your preference for a higher starting pension or higher future pension 
increases. The guarantee offered ensures that pension increases are never 
negative, even in poor market conditions. Pensions are paid for as long as 
you, and if selected, your spouse, may live.

For a comfortable, secure retirement, now is the time to plan.

The Sanlam 
With-Profit Annuity 
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Risks in Retirement
There are many factors to consider when choosing a pension product in retirement. The various risks involved with each product 
need careful consideration: 

Inflation risk – the risk that the purchasing power of the income provided by the pension is eroded as it cannot keep up with inflation.  

Longevity risk – the risk of living longer than expected, which could result in running out of an income. This may happen if a living annuity is chosen.

Investment risk – the risk of market activity causing investments to decline in value, which can affect the amount and sustainability of the pension.
 
Capital legacy – certain pension products do not provide an inheritance for your loved ones.

Low Risk Moderate Risk High Risk

Type of annuity Guaranteed escalation and 
inflation-linked annuities

With-profit and other participating annuities, 
such as Sanlam With-Profit Annuity

Living annuities

Approach Pays a secure income with 
guaranteed, defined increases.

Guaranteed pension where pension increases 
are affected by the performance of an index 

or underlying investment.

Pays an income based on market 
performance and the choice of 

drawdown rate 

Considerations
Suitable for pensioners concerned with 

eliminating all longevity and investment risk, 
but may be more expensive

Suitable for pensioners who want 
some market participation while enjoying

 the benefit of longevity and 
investment protection

Suitable for pensioners who want more 
flexibility and are happy to accept all 

longevity and investment risk

Sanlam With-Profit Annuity is suitable for pensioners who want guarantees against living a long time, and protection against market crashes, while still enjoying 
the benefits of market participation.
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Why choose the 
Sanlam With-Profit Annuity?
The new Sanlam With-Profit Annuity strikes a good balance between affordability and strong 
projected pension increases, and has the following advantages for pensioners:  

Pensions are guaranteed to be paid for life and are guaranteed never to decrease.

By selecting a joint survivor annuity, including guarantee periods, or including a death benefit, 
pensioners can ensure their dependants are covered after their passing.

Strong underlying portfolios and smoothed averaging of returns mean pension increases 
participate in investment returns but are not exposed to short-term market volatility.

The transparency of the pension increase formula means that pensioners can trust even more 
in the pension increase declaration process. 

Pensioners who accept some investment risk can select an income from Sanlam With-Profit Annuity
at a more affordable rate than guaranteed pension alternatives.
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the PRI or IPR selected at inception

smoothed weighted average return on the underlying portfolio

annual product charge of 1.5%

At inception of the policy, you must choose the Post-Retirement Interest Rate 
(PRI) or Investment Participation Rate (IPR) you want. Pension increases will 
then be based on:

How are pension 
increases calculated?

1

2

3

profit experience (group longevity)4

The formula above is subject to the guarantee that increases will never be negative.

The complete pension increase formula explains these components in more detail. 
Each of these components is explained in this brochure. 

The increase formula can be simplified to the following:

Increases = (Smooth Averaged Return × IPR) - PRI - 1.5% charges + Profit Experience
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Careful consideration is important when selecting your Post-Retirement Interest Rate (also known as a purchase rate) and Investment 
Participation Rate (IPR). For a given series of investment returns, pension increases will be declared based on the Post-Retirement 
Interest Rate and Investment Participation Rate chosen, as shown in the simplified pension increase formula here:

The Post-Retirement Interest Rate acts as a hurdle rate for net returns to beat before increases are granted. So selecting a high 
Post-Retirement Interest Rate means future increases will be lower, but your starting pension will be higher, and vice versa.

We recommend choosing a Post-Retirement Interest Rate that provides sustainable future increases and not deciding on one based 
simply on the initial pension available.

Pension Increase = (Smoothed Average Return × IPR) – PRI – 1.5% charges + Profit Experience

Selecting your Post-Retirement 
Interest Rate (PRI)
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To check what starting income you qualify for on each option and request a quotation, please contact us.

For example:

Using backtested portfolio results, the average increase for a 3.5% PRI SWPA is 5.16% (103% of CPI) over the past 10 years, 
while a 2% PRI would have provided pension increases of 6.71% (134% of CPI) over the same period. 

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

2.0% PRI 7.5% 9.8% 10.7% 9.4% 7.2% 7.3% 3.6% 3.7% 2.6% 5.3%

3.5% PRI 5.9% 8.2% 9.1% 7.8% 5.7% 5.8% 2.1% 2.2% 1.2% 3.7%

CPI 5.6% 5.5% 5.9% 4.7% 6.4% 4.8% 5.1% 3.7% 3.3% 5.0%
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Smooth Pension
Increases are dependent on the Investment Participation Rate (IPR), set out at policy inception.
Investment returns do not have to beat the Post-Retirement Interest Rate before increases are granted.
Increases are granted according to this formula:

   Pension Increase = (Smoothed Average Return × IPR) - 1.5% charges + Profit Experience

Pension increases are more stable and consistent from year to year.
There is a smaller chance of a zero increase being granted to pensioners.

Traditionally, selecting a With-Profit Annuity involves choosing a Post-Retirement Interest Rate. Sanlam With-Profit Annuity offers 
pensioners Smooth Pension as an alternative, where:
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A 65% IPR Smooth Pension would have produced pension increases 
of 5.22% (104% of inflation) over the past 10 years.

A 65% IPR Smooth Pension SWPA is available and we expect 
this selection to target increases in line with CPI in the long run. 
The backtested increases of the 65% IPR Smooth Pension are 
compared to the 3.5% PRI SWPA here:

For smoothed average gross returns of 10%, the pension 
increase for a 4% PRI SWPA is 4.5% after the 1.5% fee deduction. 
A 65% IPR Smooth Pension will offer a 5% pension increase.
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Smooth Pension Increase Example

4% PRI SWPA 65% IPR Smooth Pension

FeeIncrease PRI Deduction IPR Deduction

 1.5%
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Annual increases will depend on the returns of two funds:

50% invested in SIM Balanced Fund which provides medium to high, 
long-term investment growth and is suitable for investors with a long-term 
investment horizon. This fund drives long-term performance.

The other 50% is invested in SIM Moderate Absolute Fund which aims to 
achieve a return of inflation +5% over rolling three-year periods while also 
protecting capital over rolling 12-month periods. This fund ensures 
stability while targeting inflation-beating yields.

Investment Strategy

50%50%
SIM Moderate Absolute Fund

SIM Balanced Fund
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Smoothed 
Average Returns
Sanlam With-Profit Annuity relies on market performance to drive 
pension increases. The smoothed average return, which determines 
pension increases, uses a six-year history of performance on the 
underlying portfolio. Averaging returns over six years ensures more 
stable long run pension increases for pensioners.

The weightings for the past years’ returns are higher for more recent 
years, decreasing as time passes, to assign more relevance to recent 
market performance. 

The impact of any one year’s investment performance never contributes 
more than 25% to the calculated increase, limiting the extent that one 
year’s poor returns can negatively impact your pension increase.

For bonus periods prior to 1 December 2019, returns of 9% are used, in 
place of actual portfolio returns, to add initial stability.

The exact weightings per year, are shown in the following table:

w1 = 25% w2 = 25%

w3 = 20% w4 = 15%

w5 = 10% w6 = 5%

Most recent bonus year Two years ago

Three years ago
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SMOOTHING AND AVERAGING
Weighting in Smoothed Average Return

25%

25%

20%

15%

10%

5%

Four years ago

Six years agoFive years ago
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Increases are granted based on gross returns, net of charges. The annual charge 
for Sanlam With-Profit Annuity is 1.5%, which is included in the pension increase 
formula and covers the following:

A guarantee charge is required to insure against a fall in asset values and ensures that 
pensions cannot decrease, even following unexpectedly poor market conditions.

Charges

Investment management fees

Charges included in increase calculation

Guarantee charge 

1

2

Upfront charges 
included in the premium

Administration charges of R40 per 
pensioner per month and a once-
off policy issuing fee of a maximum 
of 0.40% of the purchase price are 
included in the purchase price and 
do not affect the pension or pension 
increases after policy inception. 
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Pension increases may be subject to small adjustments based on profits and 
losses experienced, due to longevity differences and trading.

If the longevity experience of all pensioners is, on average, shorter than 
expected, there will be longevity profits within the product that will be released 
back to pensioners by granting higher pension increases. Similarly, members 
living longer leads to longevity losses and lower pension increases. 

Essentially, longevity profits are able to be released because investments from 
pensioners who lived shorter than expected can be distributed to the remaining 
policyholders. 

The profit experience item may also include profits and losses due to trading 
and hedging. 

Profits and losses are smoothed over four years, dampening the impact of these 
profits and losses on pension increases. 

Profit Experience
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Backtested pension increases, which differ based on the Post-Retirement 
Interest Rate and Investment Participation Rate selected, are shown 
below, for selected increase options offered, from 2012 onwards:2

Annual pension increases
Pension increases are granted to pensioners every year in March1 based on returns on the underlying funds, as recorded during the bonus period. 
The bonus period runs between 1 December and 30 November and the smoothed averaging formula uses returns on these periods for the 
previous six years. Prior to 1 December 2019, returns of 9% are used, in place of actual portfolio returns, to add initial stability.

The new pension, once granted, is also guaranteed for life and subject to non-negative increases going forward. 

Whilst 3.5% PRI SWPA and 65% IPR Smooth Pension SWPA have 
on average beaten inflation in the past 10 years, we suggest a 3.5% 
PRI or a 65% IPR Smooth Pension provides the best chance of 
continuing to receive inflation targeting increases.3

Increase Option 10-Year Average Compared to CPI

2.0% PRI 6.71% 134% 

3.5% PRI 5.16% 103% 

65% IPR 
Smooth Pension 5.22% 104%

CPI 5.00% 100%

Note 1: In some cases, pensioners may receive increases in September instead of March. The period 
that returns are calculated on per year is then from 1 June until the following year’s 31 May. 

Note 2: Profit experience is assumed to be zero. Backtested increases are calculated using actual 
returns on SIM Balanced Fund and SIM Moderate Absolute Fund.

Note 3: There is no direct link between pension increases and inflation. Past performance is 
no guarantee of future performance.

Historic Pension Increases

202120202019201820172016201520142013 2022
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For a pension starting at R20 000 per month in 2001, we demonstrate the impact of pension increases on the total 
pension payable. An inflation linked pension and a 5% Guaranteed Escalation pension are included for comparison:

The starting pension for each increase option will differ in practice and varies based on pensioner-specific details 
and economic indicators at the time of quotation.  

For a quotation to determine the starting income you will receive on your preferred option, please contact us.
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FAQ
What is a With-Profit Annuity?
A With-Profit Annuity is a guaranteed pension whereby the income payable depends on 
investment growth and the longevity experience of pensioners. Higher pension increases 
can be granted when investment performance is better than expected and conversely 
increases are lower in periods of poor returns.  

1

2

3

What happens if I live a long time, how long will my 
pension last?
The Sanlam With-Profit Annuity pension is a guaranteed pension and will pay you as 
long as you survive, even if you live to 120 or older!

What happens when I die, will my spouse and loved ones 
be taken care of?
The Sanlam With-Profit Annuity is available with all the standard features of other 
guaranteed pensions, including joint survivor pension, guaranteed periods and death 
benefits. This means you can decide to what extent you want your spouse and loved 
ones to benefit from your Sanlam With-Profit Annuity pension.  

Joint survivor pension: Typically, pensioners with spouses choose a joint survivor pension, 
which means the pension continues to be paid to the pensioner’s spouse, even after the 
pensioner passes away. 

Guaranteed period: Pensioners may select a guaranteed period of up to 20 years during 
which time pensions continue to be paid, even if the pensioner passes away before the 
guarantee period ends. 

Death benefit: Some pensioners also choose to include a death benefit, whereby a lump 
sum is payable after the pensioner’s passing, to their dependants. 

What is a Post-Retirement Interest Rate (PRI)? 
Pensioners can choose a Post-Retirement Interest Rate at the inception of their policy. 
The Post-Retirement Interest Rate serves as a hurdle return above which investment 
returns are converted to pension increases. A higher Post-Retirement Interest Rate 
means that returns need to be higher in order to grant increases. A higher Post-Retirement 
Interest Rate selection means a higher upfront pension will be available as there is a smaller 
portion of funds set aside for future increases. 

4

What is an Investment Participation Rate (IPR)?
An Investment Participation Rate is a variable that adjusts the level of investment 
participation to ensure steadier pension increases. Sanlam With-Profit Annuity is launched 
with Smooth Pension increase options which offer greater stability of pension increases. 
The Smooth Pension has a 0% PRI and currently offers investment participation at 65% IPR. 
By participating in a proportion of returns rather than excess returns above the PRI, the 
impact of variation of the underlying investment return is dampened by the IPR.

5

Since my money is invested in a mixture of underlying assets, 
what happens if the markets crash?
Sanlam With-Profit Annuity is set up with the guarantee that pensions, once granted, can 
never decrease, even following very bad investment performance – Sanlam takes this risk. 
Future pension increases will be negatively affected by poor market returns but, as increases 
are based on smoothed average returns over a six-year period, the impact of any one year’s 
performance on the overall smoothed average return used to calculate pension increases is 
25% at most. The selection of stable underlying funds limits exposure to investment volatility.

6

What fees do I pay on Sanlam With-Profit Annuity?
Pensioner administration and policy issuing fees are included in the upfront premiums. 
Annual charges of a total of 1.5% cover investment management costs as well as the cost 
associated with setting up investment and mortality guarantees. This 1.5% is deducted before 
determining the final increase applicable to pensioners and is set out in the pension increase 
formula disclosed to pensioners.

7

Can I cancel or transfer my policy later if I change my mind?             
No. Guaranteed life annuities, like Sanlam With-Profit Annuity, consider pensioners’ life 
expectancy in quotations. Health, investment markets and other factors change continually, 
making it impossible to accurately estimate the value of the policy after inception.

What pension income can I get on a 3.5% PRI SWPA and a 65% 
IPR Smooth Pension SWPA?              
For a quotation and any other information you need, please contact us.
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Quotations, support and questions:

Toll-free: 0800 247 248

Email: annuitysupport@sanlam.co.za

Free SMS: 38300

Contact us
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Appendix

Sanlam Life Insurance Limited Reg no 1998/021121/06. 
Licensed Financial Services and Registered Credit Provider (NCRCP43).

Complete Pension Increase Formula
The complete pension increase formula details the mathematical application of geometric averaging and sets 
out how the increase is calculated mathematically. Increases are, in practice, calculated as follows:

1+(i×IPR)
1+PRI

Increase = Max {        × (1 - Product Charge) - 1 + Profit Experience ; 0}

The formula uses variables, defined as follows:

PRI: Post-Retirement Interest Rate

IPR: Investment Participation Rate

Product Charge is 1.5%

Profit Experience: Adjustment for mortality and trading impact

i: Smoothed Average Underlying Investment Return

1+i = (1+i
1
)w1 × (1+i

2
)w2 × (1+i

3
)w3 × (1+i

4
)w4 × (1+i

5
)w5 × (1+i

6
)w6

Weightings: w1=25%; w2=25%; w3=20%; w4=15%; w5=10%; w6=5%

i
1
= underlying reference portfolio return of most recent bonus period

i
2
= underlying reference portfolio return of 2nd most recent bonus period, etc.
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