Family Fract

Finance for doctors

Retirement
financing

strategies

J anuaty and February are the
months when many doctors’
thoughts tirn to their retirement an-
nuity funds as a way of easing the
burden of tax income.

Contributions to RA’s have to be
made by February 28 to count as a
deduction from gross income in the
current tax year.

Because there is no longer a fived
limit in rands on the amount you can
contribute to RA’s — the limit is now
15 per cent of earned income — a
decision has to be made every year
whether to increase contribution up
to the full 15 per cent.

A decision also has to be made
whether to put all that increase into
your existing RA, or to lake out anew
contract for the additional amount.

This raises the guestions of how
good RA's are as investments, how
effective they are likely to be in pro-
viding for your retirement, and
whether there are better alternatives.

According to a study by Personal
Finance newsletter, the actual
returns that policy holders have
recelved on  conventional (bonus
type) contracts has averaged only
nine per cent a year over vanous
periods, up to 20 years.

The figures suggest that you need
to contribute to an RA for more than
15 years just to achieve a return that
keeps up with inflation,

These days linked contracts are
more popular than conventicnal
ones, but they have not been going
long enough to provide convincing
proof that they are better.

What figures | have seen suggest
that linked contracts have perfformed
better than bonus-type ones, but on-
Iy two-thirds as well as an equivalent

| irvestrment in mutual fund units,

by
Martin Spring
author of
"Martin Spring’s
Money Book’
and
'Personal Finance
newsletter

This 5 not the whole story,
because of the large tax benefits you
enjoy when contributing to an RA.

¥our contributions are fully dedue-
tible from gross Income up to the 15
per cent limit, This means that if your
rmarginal rate of tax is 40 per cent —
a level you reach when your taxable
income exceeds R2 167 a month —
the Receiver effectively pays 40 per
cent of your contribution.

If your marginal rate is 45 per cant,
he effectively pays 45 per cent.

Any income earmed through in-
vestrient of your contributions within
the retirernent annuity fund is free of
tax. However, the other side of the
coin is that 53 per cent of yvour con-
tributions has to be invested in
‘prescribed assets’ paying rates of in-
terest that are usually not even suffi-
cient to keep pace with inflation,

When your contract matures, you
can draw up to one-third of your ac-
cumulated capital in cash, with up to
RE0Q 000 of that amount free of tax,
and any surplus taxed on an advan-
tageous basis. The balance of your
capital has to be invested to buy you
an annuity (pension) for life.

However, the sting in the tail is that
that annuity is fully taxable as income
in wour hands,

To meke a comparison between
RAs and alternative kinds of invest-
ment-for-retirement  plans  requlres
many ?.Iﬁﬁl.'l:TL[.'lti.D."'IS.

In the typical case | constructed,
for a very successful doctor paying
the maximum marginal rate of tax
{50 per cent), and contributing from
age 40 to age 65, he could expect an
average annual yield after taking all
tax factors into account, of slightly
under 20 per cent.

That may sound high, but other
kinds of investment have done rather
better in recent years, such as shares,
mutual funds, ordinary Kruger rands
and collectables.

Another thing you should
remember about RA's is that one of
thedr major attractions is that you are,
at least, about to draw one-third of
your capital on maturity as a lump
sum, to invest how you wish,

Many doctors signed up for RA
schemes because it seemed to them
that they could get back all their con-
tributions in tax-free cash, plus part
of the Receiver's contributions and
part of the tax-free growth as well ...
enjoying the pension virtually for
nothing.

The danger is — wou can no longer
be sure that you will be able to draw
the full one-third of your capital in
cash when you retire, but a much
lesser proportion.

The Louw Committee, and the
Preservation of Pensions [nterests Bill
that flowed from it, both established
the new concept of a ‘protected an-
nuity’, or portion of pension benefils
that may not be commuted for cash
in any circumstances.

In a typical case | have con-
structed, this would mean that a GP
retiing in 1987 on an annuity of
RZ2 000 a month would not, at that
point, be able to commute 33,3 per
cent of his benefits for cash, but only
17 per cent,
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= Retirement financing strategies

One of the most attractive alter-
native options is to have a regular
savings plan with a mutual fund.

Diepending on your tax position, a
mutual fund savings plan started now
is likely to outperform an RA
schemne, even after allowing for dif-
ferent tax treatment, over a period of
plus/minus 20 years.

The explanation for this is that the
capital growth of mutual fund units
has exceeded that of even the best
RA funds by a wide margin over the
past ten years or 50, and this trend is
likely to continue, because mutual
funds don't have to put a high pro-
portion of their capital into dud in-
vestments — nonperforming ficed-
interest stocks.

Even over periods significantly
sharter than 20 years, mutual fund
savings plans could be more attrac-
tive than RAs because, when you
retire, you have all your resources
available in cash to invest how you
wish, instead of having maost of them
locked up to provide a pension.

My adviee is to continue con-
tributing to your RA the amount to
which you are committed by your
contract, but not to increase that

amount, Better to pay tax on your in-
come ‘surplus’ and invest the balance
in growth investments such as
mutual fund units, shares, property,
Kruger rands or collectables.

As you have probably read in the
newspapers, the Bill that would have
brought the protected annuity
systemn into effect was withdrawn in
Movember because of resistance by
Black workers to some of its other
provisions.

The concept seemns to have been
sufficiently accepted for it to be in-
troduced as part of a revised Bill
within the next two or three years.

If your retirement date is ten or
mare years away, | think you would
be wise to assurme that you will never
see the full one-third of your RA
benefits in the form of a lump sum,
as you have been counting on, but a
lesser proportion ... and plan accor-
dingly.

The first principle of your alter-
native planning should be to swallow
your medicine and pay full tax, At
least you are then free to invest the
balance in any way you want, without
the many restrictions and limitations
of an RA contract, and in In-

vestments likely to provide major tax
benefits as well as high rates of
retum, (]
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- Retirement of the General Practitioner

Continued from page 9

We as doctors know that the solu-
tion lies not in special foods and
extra-powerful vitamins. The solution
is a PLAM based on an exciting and
challenging idea.

You're younger than you
think

Ten or thirty years ago you were
preparing for the role yvou play in
medicine today. Are you preparing
now for the role you will play ten or
twenty or thirty years from now?

You cannot start fishing or collec-
ting stamps or restoring furniture and
old motor cars or investing yvour sav-
ings in the stock exchange the day
after you retire,

Mow is the time te make interest
and participation in all phases of life a
settled habit. Mow is the time “to
learn what is new Is to remain ever
yvoung!™ (Aeschylus),

Many middle-aged doctors feel like
failures when they are not failures at
all. They have built air castles of suc-
cess and fame. They may have seen
themselves as renowned
neurosurgeons, as rich and powerful

surgeons, as reversed professors or
microbe hunters swathed in acclaim.

Fortunately we know that the fame
that meant so much s in itself no
route to happiness; wealth and ac-
claim have little to do with the inner
peace and self-realization. The
mature person becomes aware of his
own limitations, realistic about the
goals he still would like to achieve,

Although we have the assurance of
a number of “lekker-aftree-jippies”
after 60, we as doctors must take
note of the tremendous boom in
adult education. The people who
wish to grow mentally after 50, make
use of tape-courses, correspondence
courses and are even attending
universities etc.

According to Vedder et al they fall
into four groups:

A They take courses to make them
maore valuable in their work and
make it possible for them to earn
maore money;

B this group consists of women (doc-
tors” wives tool) who want new
skills in home-making;

 they go in for cultural enjoyments
— sculpting, painting etc;

[ this group study difficult new sub-
jects like law and foreign
languages for mental stimulation
and continued growth. Some of
them even graduate at 70 and start
a second career!

{What about giving the ™. Prax.

Med-another go at 80!).
| do not have to remind you that

additional knowledge and qualifica-

tions make you less dependent on
the so-called sheltered medical
employment!
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