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Part 2: The two-pot system - what we know for now

There has been a lot of noise in the past few months about the
changes that are being made to the South African retirement system
and what those changes mean for retirement savings. However, these
legislative amendments have not yet been finalised and some of the
details for the so-called “two-pot system” may be adjusted. In part 2
of our Two-pot chapter, Jaya Leibowitz discusses what we know for
now, following the release of National Treasury’s latest draft response
document on 25 October.

Splitting contributions

From the implementation of the new two-pot system, which National
Treasury has proposed to be from 1 March 2025, rather than 1T March
2024 as stated in the draft legislation, all contributions to provident,
pension and retirement annuity funds, including the Allan Gray
Retirement Annuity Fund and Allan Gray Umbrella Retirement Fund,
will be split into two components: One-third of the contributions will be
credited to a “savings component” and the remaining two-thirds will be
credited to a “retirement component”, as shown in Image 1 on page 2.

The savings component is intended to provide accessibility for
members in the event of an emergency where no other funds are
available. At any time prior to retirement, members will be entitled

to access a withdrawal of up to 100% of the amount that has been
accumulated in the savings component, subject to a minimum
withdrawal of R2 000. This “savings withdrawal benefit” will be limited to
one withdrawal per tax year. Importantly, the savings withdrawal benefits
will be taxed at the member's marginal income tax rate in the year of
withdrawal. (For a better understanding of how this benefit may impact
your retirement savings, please refer to The two-pot system and your

savings withdrawal benefit, available via the Allan Gray website).

The retirement component will be inaccessible before a member
retires. The total amount in this component must be used to purchase
an annuity-providing product at retirement, such as a living annuity or
guaranteed life annuity, which will provide the member with an income
after they retire. The amount to the credit of the retirement component
will only be accessible in cash in two instances: (1) if the member

has ceased to be a South African resident for a continuous period

of three years; or (2) if the amount in the member’s retirement and
vested components in the fund are less than an amount prescribed by
legislation (currently R247 500).

Existing retirement fund savings

Any savings that a member has in a retirement fund immediately
prior to the implementation of the two-pot system will be credited
to a “vested component’, as shown in Image 2 on page 2.

The current rules that apply to the member’s savings will continue to
apply to the vested component. Members will still be able to access
withdrawal benefits and cash on retirement, subject to the current
restrictions. These cash benefits will continue to be taxed in the same
way as they are currently.

Members of provident funds who were 55 and older
on 1 March 2021

Members of provident funds who were 55 or older on 1 March 2021
and have vested rights related to their ongoing contributions to that
provident fund will be treated differently from other retirement fund
members. These individuals will have a choice as to whether or not
they want to participate in the two-pot system. The contributions

of those who choose not to participate will continue to be credited
entirely to the vested component and the current rules will continue
to apply. In its latest draft response document, National Treasury
indicated that these members will be excluded from the two-pot
system by default, but will be able to opt-in if they wish to participate.

Immediate accessibility

To give members who need it access to cash, 10% of the amount

in a member’s vested component, subject to a maximum of R25 000
(or R30 000 based on National Treasury’s latest proposal), will
automatically be transferred to their savings component on the
implementation date of the two-pot system (see Image 3 on page 2).
Certain types of members, such as members of provident funds who
were 55 and older on 1 March 2021 and choose not to participate

in the two-pot system (as discussed above), and certain types

of retirement funds are likely to be excluded from this automatic
transfer, but this list still has to be confirmed.

Implementation date

There is uncertainty around the implementation date for the two-pot
system, which was scheduled for 1 March 2024, but may be pushed
out by a year, based on National Treasury’s proposal. Allan Gray is

in the process of developing its systems and processes to cater to
the new legislation and ensure that members who want to access a
savings withdrawal benefit will be able to do so.

We have been engaging with National Treasury and the South African
Revenue Service around the details of the changes that still need to
be confirmed and finalised and will keep clients and advisers updated
as new developments arise.


https://www.allangray.co.za/latest-insights/retirement/part-3-the-two-pot-system-and-your-savings-withdrawal-benefit/
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Image 1: The two-pot system — allocation of contributions on and after the implementation date
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Image 2: Putting the different components together
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Follows existing rules:

= 100% withdrawal on termination
of employment for Umbrella
Retirement Fund members

= 1/3in cash on retirement, unless
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amount then a full withdrawal
can be made

Savings component

1/3 of contributions made from
implementation date and growth

Accessible before and
at retirement, subject to
some restrictions.
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2/3 of contributions made from
implementation date and growth

Inaccessible in cash unless the
value is below a prescribed
amount. Must be used to
purchase an annuity.

Image 3: Seeding the savings component

Vested component

Savings component

Retirement component

N

Lower of:
10% and R25 000 (may be increased to R30 000)

Commentary contributed by Jaya Leibowitz, senior legal adviser, Allan Gray
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Copyright notice
© 2023 Allan Gray Proprietary Limited
All rights reserved. The content and information may not be reproduced or distributed without the prior written consent of Allan Gray Proprietary Limited ("Allan Gray”).

Information and content

The information in and content of this publication are provided by Allan Gray as general information about the company and its products and services.

Allan Gray does not guarantee the suitability or potential value of any information or particular investment source. The information provided is not intended
to, nor does it constitute financial, tax, legal, investment or other advice. Before making any decision or taking any action regarding your finances, you should
consult a qualified financial adviser. Nothing contained in this publication constitutes a solicitation, recommendation, endorsement or offer by Allan Gray; it is
merely an invitation to do business.

Allan Gray has taken and will continue to take care that all information provided, in so far as this is under its control, is true and correct. However, Allan Gray shall
not be responsible for and therefore disclaims any liability for any loss, liability, damage (whether direct or consequential) or expense of any nature whatsoever
which may be suffered as a result of or which may be attributable, directly or indirectly, to the use of or reliance on any information provided.

The Allan Gray Retirement Annuity Fund and the Allan Gray Umbrella Retirement Fund (comprising the Allan Gray Umbrella Pension Fund and Allan Gray
Umbrella Provident Fund) are administered by Allan Gray Investment Services (Pty) Ltd, an authorised administrative financial services provider and approved
pension funds administrator under section 13B of the Pension Funds Act 24 of 1956. Allan Gray (Pty) Ltd, also an authorised financial services provider, is
the sponsor of the Allan Gray retirement funds. The underlying investment options of the Allan Gray individual life and retirement products are portfolios of
collective investment schemes in securities (unit trusts or funds) and life-pooled investments.



