
 

Two-pot retirement reform hits teething problems...again

Retirement fund managers have until the end of the month to comment on the 2024 Draft Revenue Laws Second
Amendment Bill, which informs the framework around which the two-pot retirement reform system will operate.

Source: Supplied. 123RF

The Bill seeks to make the language of existing laws in it clearer and to streamline the directives system for administrators
and Sars as a means of streamlining the tax collection process.

The proposed two-part retirement system allows for the withdrawal of a third of pension-fund savings for emergencies, prior
to retirement - which Finance Minister Enoch Godongwana says will be possible from September this year.

However, While Treasury and Parliament have settled on 1 September as the designated implementation date, it hasn't
been officially confirmed in either the draft- or final legislation. What can be expected to happen between now and then is
that the National Council of Provinces must formally pass the bill, and then the president must sign it, at which point it will be
enacted.

Already, concerns have arisen regarding the phrasing in the current draft as pertaining to death benefits and tax
deductions as highlighted in Section 37 of the Pension Funds Act. But Treasury has reassured the industry that the aim is
to maintain the current treatment of death benefits.
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Another issue that requires resolution is the requirement for retirement fund managers to seek a nil-tax directive when a
member is transferred from one retirement fund to another, regardless of whether the transfer is voluntary or compulsory.

Under the current legislation, nil-tax directives must also be sought for transfers within the same fund, such as from the
vested component to the retirement component. Sources confirm Treasury is addressing this.

Tax implications and savings protection

In the meantime, all retirement funds affected by the two-pot system must amend their fund rules, which must then be
submitted to and approved by the Financial Sector Conduct Authority.

According to the 2024 National Treasury Budget Review, contributions to the fund remain tax deductible and tax free while
growing in it.

Furthermore, Godongwana has reassured the public that savings accumulated up to the date of implementation will not be
affected, except for the initial seed capital amount.

“This amount will be the lower of 10% of the fund value on 31 August 2024 or R30,000, and will be transferred from
accumulated retirement savings to the savings component to assist fund members who may prefer an immediate withdrawal
due to a financial emergency. This seeding will be a once-off event. If not used, it will still be available in the future,” he
said.

Pre-retirement withdrawals from the savings component will be taxed at marginal rates, like all other income. However, when
taxable income is lower, taxpayers will be taxed at lower rates.

“Only one withdrawal may take place in a tax year, and the minimum withdrawal amount is R2,000. The optimal option is still
to preserve retirement savings as long as possible, as the amounts grow at compound rates and can attract lower tax rates.

“Amounts left in the savings component on retirement can be withdrawn and will be taxed according to the retirement lump
sum table, which includes a tax-free lump sum of R550,000,” National Treasury said.

Critiques of the system

The two-pot retirement system was first proposed in February 2021. At the time the Bill was published, the plan was initially
for the amendments in the Bill to take effect on 1 March 2023.

This was changed to 1 March 2024 by National Treasury, and the new proposal date is now 1 September 2024.

The proposed two-pot system has come under fire, with some industry experts arguing that it could undermine the
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retirement-savings plans of South Africans.

"There is a concern that the funding that will be made available for people to withdraw could be used for consumptive
purposes - or to pay off debt," says George Glynos, head of research at ETM Analytics. "This would be less than ideal. But,
the funding could also be used constructively - for the purposes of starting a small business.

"Whether or not the two-pot system is a good idea depends on what the funds are ultimately used for."

ABOUT KATJA HAMILTON

Katja is the Finance, Property and Healthcare Editor at Bizcommunity.
Dubai bounces back: Arabian Travel Market spotlights surging visitor numbers - 8 May 2024
SA Post Office: Union deal halts layoffs at the 11th hour - 24 Apr 2024
Transition to ZiG currency sparks trade disruption in Zimbabwe - 11 Apr 2024
Nthabeleng Likotsi champions the first majority Black women-owned mutual bank - 18 Mar 2024
African Bank: Championing youth-led small-business solutions at GEC+ Africa - 14 Mar 2024

View my profile and articles...

 
For more, visit: https://www.bizcommunity.com

https://www.bizcommunity.com/article/dubai-bounces-back-arabian-travel-market-spotlights-surging-visitor-numbers-451479a
https://www.bizcommunity.com/article/sa-post-office-union-deal-halts-layoffs-at-the-11th-hour-120376a
https://www.bizcommunity.com/article/transition-to-zig-currency-sparks-trade-disruption-in-zimbabwe-564060a
https://www.bizcommunity.com/article/nthabeleng-likotsi-champions-the-first-majority-black-women-owned-mutual-bank-672891a
https://www.bizcommunity.com/article/african-bank-championing-youth-led-small-business-solutions-at-gec-africa-561770a
https://www.bizcommunity.africa/Profile/KatjaHamilton

	Two-pot retirement reform hits teething problems...again
	Tax implications and savings protection
	Smart IDs: From government grants to payment cards? The deal that's raising eyebrows

	Critiques of the system
	#BudgetSpeech2024: South Africa taps contingency reserves to limit rising debt

	ABOUT KATJA HAMILTON


