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85   The ostrich strategy (by Samuel Rossouw)  
 

 

To stand on the sideline and direct the inside centre to straighten the line has more or less the same 

impact as the mother who asks her first-year student to behave himself.  As financial advisors, we 

often face the same challenge.  Decisions that can have a significant impact on a client’s future are 

simply being ignored or taken too lightly.  However, having an ostrich strategy and hoping for the 

best might not be the best route to go. 

 

This volume of 2Cents is directed at people who have just started working, those who do not have a 

pension or provident fund at work, and those who’s DVD collection and/or vehicle is worth more than 

their current provision for retirement.  Usually, these people don’t have a game plan with regards to 

their financial future and just hope for the best, adopting an ostrich strategy. (Those people who have 

already registered a third mortgage over their property to “consolidate” debt while they are driving a 

brand new car, should also take note.) 

 

Financial Planning is a continuous process.  The number of policies or products is not so important, 

but rather whether these products are relevant to your current financial situation and also whether 

they will assist you in reaching your financial goals.  Your investments must be monitored.  You must 

know exactly: 1) in which product  you are invested, 2) what underlying funds  are applicable, 3) 

what the asset allocation  looks like, 4) what the internal rate of return  is, relative to inflation and 

also similar products/benchmarks and 5) what fees are applicable , i.e. commissions, fund fees, 

platform fees, administration fees, etc.  I’m often stunned at how people casually make investments 

without reading the fine print, understanding the underlying investment or enquiring about fees, 

commissions etc.  They are willing to give 110% in their work, but when it comes to investing their 

hard earned capital, they make poor investment decisions.  Below is a list of aspects that are often 

found in financial products and which can “bite you from behind” if you are not aware of it.   

 

• Upfront commission .  Let’s face it, the day that your advisor proposes an investment 

product, he hasn’t really proved his worth, and why should a portion of the fees that he will 

receive over the term of the policy be paid upfront? Upfront commission is paid over by the 

insurance company to the advisor selling the product.  The commission (+ interest) is then 

deducted from the policy over the life span of the policy.   
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We are not a supporter of this remuneration structure, unless this is the way that the advisor 

is remunerated for his time ALREADY spent.  Thus, when you pay upfront fees or 

commission on a product, be sure that you know what it is for. 

 

• Investment Products where Cancellation Fees/Penalties  are applicable.  Take note of this 

and compare these fees with similar investment products.  Cancellation fees are deducted 

from your fund value when you stop/transfer your policy before the original maturity date (as 

stipulated in the contract).  One of the reasons for the existence of these penalties is 

because of upfront commissions.  A client of mine recently transferred her benefits in a 

retirement annuity fund (administered by an insurer) to a retirement annuity directly with an 

asset manager.  The client contributed to the policy for about 8 years and due to outstanding 

commission (paid to the broker) had to pay a penalty of 16.88% of the value of the policy.  

Total transfer penalty amounted to 22.90% of the fund val ue!, adding injury to insult.   

PS: The reason why we decided to transfer the funds was because of a return of 

approximately 3.90% per annum over a prolonged period.  (See effect of this in a later 

paragraph.) 

 

• Endowment Policies.  It is important to realize that these products are taxed internally at a 

rate of 30%.  In a pure unit trust investment, capital gains are taxed at a maximum rate of 

13.30% and with regards to money market instruments (@ 5.50% per annum), you can 

invest R 414 000 without paying ANY income tax.  (Assuming the investor is under the age 

of 65 and earns no other interest.) 

 
• Administration-/Platform Fees.  These are annual fees charged by the investment 

providers and are usually calculated as a % of the value of the investment.  It is easy to 

realize that the bigger the %, the bigger the fee, but these percentages can become 

misleading. Let me explain.  Suppose 5 investors each invest R 1 000 pm in the same unit 

trust fund, but on different investment platforms (LISP’s).  Their contributions increase each 

year by 6% (inflation) and the fund grows at an average rate of 12% per annum.  Below is a 

summary of their fund values after 30 years. 
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Investor 1, who pays an annual administration fee of 0.11%, investment grew to approximately R5.7 

million .  Investor 5 (with the same assumptions) invested on a platform that charge an annual 

administration fee of 2.28% and his investment has grown to only R 3.7 million  after 30 years.  Thus 

a 0.11% versus 2.28% administration fee = 34% less capital after 30 years.  For investor 5 to make 

up this difference, he will have to start with an investment of R 1500 pm, 50% more than investor 1!  

The reality is that there are investment platforms that charge annual fees of 2.28% and higher. 

 

If the above terms and numbers sound unfamiliar, it might be time to contact your advisor and find 

out exactly what is cooking in your investments.  Nowadays insurers and fund managers use 

financial ratios  like RIY (Reduction in Yield) and TER’s  (Total Expense Ratios) to quantify their cost 

structure.  This is big step in the right direction of uniformity, but as pointed out above, do not 

overlook the impact of a 1% RIY versus a 2% RIY, the effect on your future wealth is massive.  

 

Financial planning is much like a 5-hour accounting paper.  It is important that you plan your time.   

If you are halfway through your allocated time, but only 20% through your paper, you start making 

distressed moves and your answers become haywire to such an extent that 30 seconds before your 

time is up you balance out your financial statements manually.  However, because of your panic 

attack you made a mess of even the easy questions and therefore your entire paper. It often 

happens that clients at the age of 45 or 50 find themselves in the same position.  In a desperate 

attempt to accumulate enough retirement capital they throw their lifelong savings to every investment 

scheme that promises superior returns, without really knowing what these scheme actually do with 

their money or where they are invested.  Warren Buffet once wrote that you have to understand 

R -

R 1,000,000 

R 2,000,000 

R 3,000,000 

R 4,000,000 

R 5,000,000 

R 6,000,000 

'

Effect of Adminstration Fees on Fund Value

0.11% 0.57% 1.14% 1.71% 2.28%
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what you are investing in .  If you don’t understand it,

in 1 or 2 short sentences, stay away!

  

The earlier you start saving, the better

this approach actually gives you access to the 8

of interest.   Unfortunately this (early saving) is one of the aspects that is more often than not 

neglected by investors.  Why?  Could i

wellbeing? 

 

Suppose Mr Early Bird (age 25) plans to retire at age 65, with 100% of his current income, i.e.  

R25 000 pm, at his disposal (in today’s terms).  On retirement, he will need app

R 43 million to provide him with an income until the age of 85.  P.s., his income requirement would 

have grown to R 257 000 per month due to inflation!  Should he start saving today, he would have to 

save R 2 446 per month.  If he delays his retirement provisions, he will have to save proportionally 

more.  This is how much. 

 

Start saving on age 25 

Start saving on age 30 

Start saving on age 35 

Start saving on age 40 

*Assume an average return of 12% 

Ignore the effect of income tax and tax on pension fund benefits.

 

The more mature readers (age 40+) would agree that the older you are, the more difficult if becomes 

to save MORE (i.e. a higher % of your salar

bigger cars etc. etc.  What will happen if Mr Early Bird is not able to save a bigger portion of his 

salary but can only contribute a fixed 

savings will have on his income after retirement.

R -

R 10,000.00 

R 20,000.00 

R 30,000.00 

10% Savings Rate 

Start saving on age 25

Start saving on age 35
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.  If you don’t understand it, or the person selling it to you cannot explain it 

stay away! 

The earlier you start saving, the better .  You’ve probably heard this story hun

this approach actually gives you access to the 8th wonder of the world, i.e. the compounding effect 

Unfortunately this (early saving) is one of the aspects that is more often than not 

neglected by investors.  Why?  Could it be that they don’t realize the impact of saving on their future 

Suppose Mr Early Bird (age 25) plans to retire at age 65, with 100% of his current income, i.e.  

R25 000 pm, at his disposal (in today’s terms).  On retirement, he will need app

R 43 million to provide him with an income until the age of 85.  P.s., his income requirement would 

have grown to R 257 000 per month due to inflation!  Should he start saving today, he would have to 

delays his retirement provisions, he will have to save proportionally 

Salary Contributions 

 R         25,000   R                     2,446  

 R         33,456   R                     4,481  

 R         44,771   R                     8,334  

 R         59,914   R                  15,852  

*Assume an average return of 12% pre-retirement, 10% post-retirement and an annual escalation rate of 6%.  

Ignore the effect of income tax and tax on pension fund benefits. 

The more mature readers (age 40+) would agree that the older you are, the more difficult if becomes 

to save MORE (i.e. a higher % of your salary).  Think about buying a house (eventually), children, 

bigger cars etc. etc.  What will happen if Mr Early Bird is not able to save a bigger portion of his 

salary but can only contribute a fixed 10%.  The graph below shows what the effect of delayed 

after retirement.  

1

10% Savings Rate - Effect on Income

Start saving on age 25 Start saving on age 30

Start saving on age 35 Start saving on age 40
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or the person selling it to you cannot explain it 

.  You’ve probably heard this story hundreds of times, but 

the compounding effect 

Unfortunately this (early saving) is one of the aspects that is more often than not 

t be that they don’t realize the impact of saving on their future 

Suppose Mr Early Bird (age 25) plans to retire at age 65, with 100% of his current income, i.e.   

R25 000 pm, at his disposal (in today’s terms).  On retirement, he will need approximately                

R 43 million to provide him with an income until the age of 85.  P.s., his income requirement would 

have grown to R 257 000 per month due to inflation!  Should he start saving today, he would have to 

delays his retirement provisions, he will have to save proportionally 

% van Salary 

9.78% 

13.39% 

18.62% 

26.46% 

irement and an annual escalation rate of 6%.  

The more mature readers (age 40+) would agree that the older you are, the more difficult if becomes 

y).  Think about buying a house (eventually), children, 

bigger cars etc. etc.  What will happen if Mr Early Bird is not able to save a bigger portion of his 

The graph below shows what the effect of delayed 

 

Effect on Income
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If you save 10% of your salary from age 25 until 65, you would be able to withdraw a monthly income 

of about R 25 500 pm (in today’s terms), approximately 2% more than your current income.  If you 

only start saving at age 30, your income post-retirement would decrease to R 18 662 pm (in today’s 

monetary terms), 75% of your final salary on age 65.  If you only start saving on age 40, your income 

after retirement would decrease by almost 60%!  The crux of the matter is this, to argue that you are 

going to start saving later, you are not delaying the problem, but rather increasing it and you might 

just find yourself in financial quicksand. 

 

Before I finish (and because we are now in the tax season), I want to leave you with this:  Use the 

tax benefits at your disposal effectively . There are not many clients who reinvest the money that 

they receive back from SARS each year.  If you contribute R 1 000 per month to a retirement annuity 

and pay tax at annual rate of 25%, SARS will give you a tax credit of R 3 000 per year.  This is not a 

bonus, but rather SARS rewarding you for saving.  In the example of Mr Early Bird, suppose he 

saves R 3 057 per month (R 2 446 + R 611 worth of tax credits) he would have 25% more capital 

available at retirement.  Put differently, if he still wants to retire with 100% of his salary, he would be 

able to retire 3 years earlier at the age of 62. 

 

If you feel a bit down in the dumps after reading this article, cheer up.  The reality is that only a few 

people are textbook examples of how financial planning should be done.  The important thing here is 

that when it comes to your finances, you should have a GAME PLAN  and not follow an ostrich 

strategy of sticking your head in the sand and hoping for the best.  Also, you must be aware of what 

the impact of certain financial decisions (like buying a house, upgrading your car) will have on your 

future financial wealth. It is also important to realize that a decent financial planner should add 

significant value to your planning processes.  However, this sometimes means that they have to 

point out stuff that you don’t necessarily want to hear.  The fact that the truth is uncomfortable 

doesn’t make it any less true.  Thus, make sure that neither you nor your children have to sit with the 

effects of poor financial planning. 

 

The end  “The only way to ensure a financial future is to save enough in the present” : AG (1972 -  ) 


