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ADVISORS CORNER

IS 5% REALLY A SAFE DRAW RATE AT RETIREMENT?

By Adrian Clayton (Managing Director & CIO)

Advisors have deep insights into structuring their clients’
wealth to meet their retirement requirements. We do not
want to regurgitate what highly competent planners al-
ready know, but considering the perilous state of markets
over the past five years (please see our first article: Are
South African equities expensive?), we thought it worth-
while to test the widely held view that drawing 5% of capi-
tal at the end of a hard working career would always lead
to safe and happy retirement. Figure 9 shows the probabili-
ties of an investor’s capital rising in real terms (after infla-
tion) when drawing an annual income of 5% of starting
capital. This draw-rate is assumed to grow by inflation each
year. Cash is represented by the blue line and a balanced

greater the probability of achieving a desired return, but is
“long-term” a slam dunk?

In the below chart, note that the probability of achieving
real returns whilst drawing 5% does not reach 100% - the
max probability gets to 96%, so there have been times
historically where a balanced portfolio over 15 years has
retreated in real terms as 5% is drawn annually. This tells
us that a draw rate of 5% can be too high!

With this in mind, we assessed our data series and noticed
that in 1968 when the market had high P/E’s and low DY’s
and was expensive, the subsequent 10 year returns were
negative in real terms to investors drawing 5%. We
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Figure 9. Probabilities of investment. Source: Northstar Asset Management.

portfolio (SA Equities, SA Bonds, SA Cash and Offshore as-
sets), the red line. The obvious observation is that cash over
all the rolling years has less than a 25% probability of grow-
ing an investor’s capital base in real terms when drawing
5%. It only produces real returns of about 1.7%, so draw
rates need to be low, no higher than this level, if cash is
used as the retirement asset of choice.

In the shorter-term, the balanced portfolio’s inflation-
beating prowess is just above 50%, but once past 7 years,
the numbers stack nicely in the retirees’ favour and the
odds shoot through 75%. Clearly, capital is well-protected
from inflation in a well-managed balanced portfolio even
when drawing 5%. Although it is sound advice to inform a
client that the longer the investment time horizon the

thought planners would want to know what the maximum
draw-rate would have been historically to ensure a client’s
capital remained intact with the knowledge that they
could retire comfortably and so we did this exact work.
The answer is 4.1% annual draw on the original capital
base.

We have not included all our workings in this article, but
should you be interested in this, we are very happy to
share our analysis with you. In time, Northstar will be
making our financial planning tools available to our sup-
porting advisors. These tools work in conjunction with our
risk-constructed suite of products which we have
launched over the years.
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CIS DISCLOSURES

Collective investment schemes in securities are generally medium- to long-term investments.
The value of participatory interests or the investment may go down as well as up. Past perfor-
mance is not necessarily a guide to future performance. Sanlam Collective Investments (RF)
(Pty) Ltd (the manager) does not provide any guarantee, either with respect to the capital or
the return of a portfolio. The manager has the right to close certain portfolios to new inves-
tors, in order to manage it more efficiently, in accordance with its mandate. Collective invest-
ment schemes are traded at ruling prices and can engage in borrowing and scrip lending. The
collective investment scheme may borrow up to 10% of the market value of the portfolio to
bridge insufficient liquidity.

Annualised returns are period returns re-scaled to a period of one year. This allows investors
to compare returns of different assets that they have owned for different lengths of time.
Actual annual figures are available to the investor on request. Income distributions, prior to
deduction of applicable taxes, are [included/not included] in the performance calculations.
NAV to NAV figures have been used for the performance calculations, as calculated by the
manager at the valuation point defined in the deed, over all reporting periods. Investment
performance calculations are available for verification upon request by any person. Reinvest-
ment of income is calculated on the actual amount distributed per participatory interest,
using the ex-dividend date NAV price of the applicable class of the portfolio, irrespective of
the actual reinvestment date. The performance is calculated for the portfolio. The individual
investor performance may differ, as a result of initial fees, the actual investment date, the
date of reinvestment and dividend withholding tax.

Different classes of participatory interests apply to these portfolios and are subject to differ-
ent fees and charges. A schedule of fees, charges and maximum commissions is available on
request from the manager, or is available on the website at www.sanlaminvestments.com.
Forward pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for
all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off time
should be 14h00, for portfolios except fund of funds, but execution is not always guaranteed.
If execution could not take place on the same day, it will take place the next business day, or
at the earliest possible opportunity. For fund of funds, the cut-off time for the execution of
trades is 14h00 on the day preceding the pricing date.

Foreign securities within portfolios may have additional material risks, depending on the
specific risks affecting that country, such as: potential constraints on liquidity and the repatri-
ation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; settle-
ment risks; and potential limitations on the availability of market information. Fluctuations or
movements in exchange rates may cause the value of underlying international investments to
go up or down. Investors are reminded that an investment in a currency other than their own
may expose them to a foreign exchange risk.

The terms and conditions, a schedule of fees, charges and maximum commissions, perfor-
mance fee frequently asked questions as well as the minimum disclosure document (MDD)
and quarterly investor report (QIR) for each portfolio are available on Sanlam Collective
Investments’ website at www.sanlaminvestments.com. Associates of the manager may be
invested within certain portfolios and the details thereof are available from the manager.

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP num-
ber 601, is the co-named partner and investment manager of the co-named portfolios within
the Sanlam Collective Investments Scheme and is an authorised discretionary financial ser-
vices provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002).
This information is not advice, as defined in the Financial Advisory and Intermediary Services
Act (No. 37 of 2002). Please be advised that there may be representatives acting under super-
vision.

The manager retains full legal responsibility for the co-named portfolios.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services provider in
terms of the Financial Advisory and Intermediary Services Act 2002. All information contained
in this document should not be construed, or relied upon, as advice. If you require financial
and/or investment advice, please engage the services of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document are provid-
ed by Northstar as general information about the company and its products and services.
Northstar does not guarantee the suitability or potential value of any information or particular
investment source. Any information in this document is not intended nor does it constitute
financial, tax, legal, investment, or other advice. Nothing contained in any service or any other
content in this document constitutes a solicitation, recommendation, endorsement or offer by
Northstar. Nothing contained in any service or any other content in this document constitutes
a solicitation, recommendation, endorsement or offer by Northstar.

Illustrations, forecasts or hypothetical data are not guaranteed and are provided for illustrative
purposes only; returns or benefits are dependent on the performance of underlying assets or
other variable market factors; there are risks involved in buying or selling a financial product;
past performances are not necessarily indicative of future performances; and no guarantees
are provided.
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Sanlam Collective Investments (RF) (Pty) Ltd
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Please refer to our website for directors & company secretary details

DISCLAIMER

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP number
601, is the co-named partner and investment manager of the co-named portfolios within the
Sanlam Collective Investments Scheme and is an authorised discretionary financial services
provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). This
information is not advice, as defined in the Financial Advisory and Intermediary Services Act
(No. 37 of 2002). Please be advised that there may be representatives acting under supervi-
sion.

Legal Information http://northstar.co.za/page/legal-information/
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