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Background

The proposed Two-Pot system (renamed the Two-Component system) is an important retirement reform aimed at

addressing essentially two challenges:
(1) lack of preservation (pre-retirement leakage); and

(2) lack of access to retirement fund savings in cases of emergencies by members who are in financial distress but

who have assets within retirement funds.

The access challenge became more pronounced during the Covid-19 pandemic; COSATU supported by FEDUSA
called for members to have access to their retirement savings due to the dire financial position that they found
themselves in. During the February 2021 Budget Speech and November 2021 Medium Term Budget Policy
Statement (MTBPS) Speech, the Minister made an announcement of this intended retirement reform. These
announcements were followed by a discussion document published by National Treasury (NT) on 15 December 2021,

titted ‘Encouraging South African households to save more for retirement’ for public comment.




Legislation

RETIREMENT
POT




Legislation cont.

* However, in reality, it results in the creation of three

pots:
» Savings Pot;
> Retirement Pot; and

» Vested Pot — vested rights/fund values (pre — 1
September 2024 fund credits)

» Would not be impacted, hence, the creation of

the third pot.




Legislation cont.




Examples

Example 2:

Fund credit in vested pot as @ 31 Aug ‘24 = R1 000 000
10% up to R30 000 allocated to savings pot on 1 Sept ‘24 = R30 000
Savings pot seed capital = R30 000

« Any withdrawal from the savings pot (including seed capital) will be
subject to:
» Marginal tax rate; and
» Admin fees.




Examples cont.

Example 3:

Fund credit in vested pot as @ 31 Aug 24 = R19 000
10% allocated to savings pot on 1 Sept 24 = R1 900

Savings pot seed capital = Does not qualify

* Less than minimum withdrawal amount of R2 000.




Requirements for Two-Pot System
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Savings Pot/Component




Savings Pot/Component cont.




Savings Pot/Component Withdrawal Examples

Withdrawal amount = R30 000 Withdrawal amount = R30 000 Withdrawal amount = R30 000
18% Marginal Tax Rate = (R 5 400) 26% Marginal Tax Rate = (R 7 800) 31% Marginal Tax Rate = (R 9 300)

Administration Cost = (R__500) Administration Cost = (R__500) Administration Cost = (R__500)

Net amount = R24 100 Net amount = R21 700 Net amount = R20 200

Withdrawal amount = R30 000 Withdrawal amount = R30 000

36% Marginal Tax Rate = (R10 800) |} 39% Marginal Tax Rate = (R11 700)

Administration Cost = (R _500) Administration Cost = (R__500)

Net amount = R18 700 Net amount = R17 800




Retirement Pot/Component




Retirement Pot/Component

The retirement pot will not have any money in it to start =
with.
A member cannot make cash withdrawals from this pot.

A member cannot have access to this retirement pot upon \.i! /
) % Y

RET. IRE'MENT

resignation/dismissal or retrenchment from employment,

rather the benefit will have to be preserved.

The amount must be used to provide an annuity subject

to the de minimis amount of R165 000.
The annuity will be taxed as and when it is paid to the

pensioner.

Pl e T




Vested Pot/Component

"‘._\_ _F.,"

Includes the value of the member's
interest in the fund that exists
immediately prior to 1 September 2024
together with fund retumn;
. The member's interest in this component,
after taking into account the allocation of the
seed capital to the savings component, must
be paid in accordance with the rules of the
fund that exist immediately prior to
1 September 2024;

No contributions may be made to this
component on or after 1 September 2024,
save for arrear contributions and certain
exceptions.

Vested component
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Vested Pot/Component cont.

Vested component
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Transfers
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Application of two-pot legislation

* Application to all funds (DC) including Defined Benefit (DB) and Public

Sector funds, save for the following exceptions:

» Unclaimed benefit funds
» Pensioners

» Beneficiary funds

» Closed/Dormant Funds

» Legacy Retirement Annuity Funds may be exempted if it complies
with the conditions to be determined by the FSCA.




Members of Provident Funds 55 and over on 1 March 2021
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Defined Benefit Funds (incl. GEPF and other public sector funds)




Two-Pot
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Two-Pot System & the GEPF cont...

A member has 15 years vested service, 4 months savings
15 years service and 8 months retirement service. Such a member
has 16 years of total pensionable service. Assuming that
they have an actuarial interest of RBT3 000 and that they
withdraw an amount of R18 150 from the savings pot.
such a member would lose 4 months of service from
the savings pot. Hence after the withdrawal, the member
EAVINGS S8rice would still have 15 years of vested service, no savings
+ gervice and retirement service of 8 months. Such a

member would now have actuarial interest of R854 850

vegbed service

=

4 months

' - 8 th . .
s mMonths  and the total pensionable service would reduce to 15 years

B months. The withdrawal has led to them losing 4 months
of pensionable service. This will lead to them receiving a
lower benefit in retirement than if they did not withdraw.

reLinement Sennce
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https://www.gepf.co.za/wp-content/uploads/2024/05/Two-pot-system-brochure-1-PRINT-READY.pdf

Amendments to PFA and Public Sector Laws (in process)




Practical Implications

Requires system readiness.

FSCA published Communication 3 of 2024 and
Communication 16 of 2024 containing principles to be

contained in the rule amendments for submission to FSCA.

Rules submitted must only deal with the two-pot system.

Communication to members is key.




Member Communication
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Submission of Rule Amendments
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