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Understanding South Africa’s New 'Two-Pot Retirement System' for Retirement
Funds

South Africa is set to introduce a significant reform in its retirement funding system with the implementation of the ‘Two-Pot
system’1. The Two-Pot system aims to address several key issues within the current retirement savings framework by balancing the
need for long-term savings with the need for short-term financial flexibility, addressing both immediate financial pressures and future
security.

The new legislative amendments governing this system are due to come into effect on 1 September 2024.

Challenges the new system aims to solve

Low savings rates: It’s widely accepted that only 6% of South Africans retire comfortably, highlighting a pressing need for
improved retirement planning.
Preservation challenges: A mere 9% of retirement fund members preserve their retirement savings when changing jobs,
which can jeopardise their future financial stability (AlexForbes – Member Insights 2021). The current legislation allows
retirement fund investors to withdraw all their savings when leaving employment, which can negatively affect their financial
futures. The pending changes seek to limit the amount that investors can withdraw and encourage the preservation of
retirement funds. 

Key goals of the new system

Improved retirement savings: By mandating that part of the savings must be preserved until retirement, the system
aims to provide better financial security and stability for individuals in their retirement years.
Increased flexibility and accessibility: By introducing a structure where one pot of savings is accessible for
emergencies. This provides members with the ability to access funds when urgently needed without compromising their long-
term retirement savings.
Encouragement of continued contributions: The system encourages continued contributions to retirement funds by
providing a clear and structured approach to savings, with defined pots for different purposes.

Who does it affect?

The Two-Pot system will apply to all retirement funds, including members in the private and public sectors, except for certain legacy
retirement annuity policies, or funds without active members. Members aged 55 or older as of 1 March 2021 can choose whether to
participate.

How will it work?

From 1 September 2024, retirement funds will be divided into three components or “pots”. The diagram below aims to illustrate
how each of these components integrates.
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Important information for each component

1.  Savings component

On 01 September 2024, a maximum of 10% of retirement fund members’ existing retirement savings, capped at R30 000,
will be transferred to their savings component. This amount is referred to as the ‘seeding’2 amount. This is a once-off event
and will be applied on an account level. Therefore, a member may have access to more than R30 000 in total, depending
on the size of their various retirement savings accounts.
A member will have full access to withdraw from their savings component once per tax year, with a minimum withdrawal
amount of R2 000 and no maximum amount. Withdrawals will be taxed at the marginal tax rate.
When members reach retirement age (55), they have two options: either add the savings pot to the retirement pot to buy an
annuity3 or withdraw the entire amount, which will be taxed, along with per the retirement lump sum tables.

2.  Retirement component

The retirement component will be made up of two-thirds of all contributions made from 1 September 2024 onwards and
is not accessible before the retirement age of 55 (exclusions apply).
From the retirement age of 55 onwards, members will have to allocate the full amount in their retirement component to
purchase an annuity.
The retirement component may only be accessed as a cash lump sum before retirement in the event of a member’s
emigration, the cessation of South African tax residence as per the current "3-year rule", or on the expiry of a non-resident
member’s South African work or visitor’s visa. 

3.  Vested component

All funds accumulated in a member’s retirement fund up until 31st of August 2024 will be ring-fenced in a separate
“vested4 pot”. These retirement savings will continue to be regulated in terms of the rules that apply up to 1 September
2024.

Other important information

No transfer can be made out of the retirement pot, but transfers can be made into it from other pots. No transfers can be
made into the savings pot, unless from other savings pots.
The retirement pot and the savings pot must be held in the same retirement fund – for example, members cannot hold the
savings pot in their old employer’s fund and the retirement pot in their new employer’s fund.
All defined benefit funds, including the Government Employees Pension Fund (GEPF), will be included in the new regime but
different calculations may apply.

Exemptions

Certain legacy retirement annuity policies will be exempt from the Two-Pot requirements.
Members of provident funds who were over 55 as of 1 March 2021 have a choice to either continue contributing to their
vested provident fund pot as they have been or choose to opt into the new Two-Pot system. 

The Two-Pot system represents a big step forward for retirement planning in South Africa. Splitting funds into separate savings and
retirement components encourages careful long-term planning while allowing for some flexibility in case of emergencies. One hope
for the industry would be that clients should only be encouraged to access retirement savings as a last resort in order to maximise
retirement savings and capitalise on the effect of compounding growth5.

As we approach the start date of 1 September 2024, retirement fund members need to understand these changes. Consulting with
your financial adviser can help you navigate these reforms and make the most of your retirement savings.
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[1] Two-Pot system: The new structure dividing retirement funds into a savings component and a retirement component.

[2] Seeding: Refers to the initial capital or funds to start the investment or in this case the savings pot.

[3] Annuity: A financial product that pays out a fixed income stream to someone each year, typically for the remainder of their life.

[4] Vested rights: Accumulated rights that cannot be forfeited, typically related to retirement benefits.

[5] Compounding growth: Is when the money you earn on an investment also earns money, causing your investment to grow faster
over time.
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  Fundhouse is a leading investment adviser specialising in fund research, ratings and portfolio construction services. We help clients
manage investments on behalf of the end investor. Our experienced team understands the complexities of the fund management world.
We apply this knowledge alongside a client first mindset to improve the outcome for the end investor.

Fundhouse was founded in 2007 by professionals from the investment management industry. We currently operate from offices in the
United Kingdom and South Africa, where we cover the local and global fund industry first hand. Our business is 100% independent and
owner managed which means we can offer objective advice and services in the best interests of our clients.

Email: adviser@fundhouse.co.za  |  Web: www.fundhouse.co.za
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