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1. Introduc�on 

 

The South African Policing Union was asked to submit a response regarding the publica�on 

of the dra� legisla�on for the “Two Pot” Re�rement System open for public comment of 09 

June 2023. 

The revised 2023 Dra� Revenue Laws Amendment Bill incorporates the following key tax 

proposals that were men�oned in Chapter 4 of the 2023 Budget Review: 

• Implementa�on date of the “Two Pot” re�rement system. 

• Proposal for seed capital. 

• Legisla�ve amendments to include defined benefit funds in an equitable 

manner. 

• Treatment of legacy re�rement annuity funds. 

Extreme cau�on was advised in determining outcomes as the compound effect of a rushed 

decision might have disastrous consequences for members represented by the South African 

Policing Union. 

With aforemen�oned, the current sta�s�cs show that an es�mate of only 6% of South 

Africans can re�re financially independent, those in the unfortunate posi�on to form part of 

the remaining 94% might have to either, dras�cally cut living expenses, work beyond normal 

re�rement age or depend on children to financially sustain them. 

The proposed amendments were inves�gated to ensure that the South African Policing 

Union is aware of the impact which these proposed reforms would have on its members in a 

quan�ta�ve manner. The proposed reforms and legisla�on changes was extrapolated with 

several different aspects of scenario planning to illustrate the real or net effect of these 

proposals over the long-term for individuals. The real effect of proposed legisla�on was 

derived to illustrate that there would in theory be a “Three Pot” system, which is made up 

by the Vested Benefit Pot, Savings Pot, and the Re�rement Pot. 

It is understood that the inten�on of the proposed amendments is to allow enhanced 

preserva�on of re�rement benefits which will ensure that more members can re�re 

financially independent, but also to allow for some sort of flexibility, access, or emergency 

funds without termina�on of employment or eroding of their pensionable interest for 

extreme events such as the Covid 19 pandemic. 

It is an extremely difficult �ght rope to navigate to find the equilibrium for all stakeholders 

involved. Thus, we have done an in-depth analysis of the effect of the proposed 

amendments, under certain assump�ons, to hopefully provide clarity regarding the pros and 

cons of the proposed amendments on members. 

We have also focused on the areas of concern highlighted by the South African Policing 

Union on which they would like clarity before submi>ng their official response. 



 

 

 

2. South African Policing Union – Areas of Concern 

 

• GEPF Inclusion  

 

As per the Budget Review of 2022 the GEPF and Public Sector Funds were not ini�ally 

included for the re�rement reforms as it is governed by its own legisla�on. The 

proposed reform entails several complex aspects which must be aAended to before 

the legisla�on can be included in the proposed consolidated “Re�rement Fund Act”. 

Stakeholders involved includes Na�onal Treasury, GPAA, GEPF, the PIC and 

amendments to the current Pension Funds Act. There are several difficul�es which 

must be approved or exemp�ons which must be applied for should the proposed 

amendments be accepted and given the �me constraints; it seems very improbable 

that this would be concluded with sufficient �me prior to the proposed 

implementa�on date of 01 March 2024. 

 

• Choice of Par�cipa�on 

 

Dra� legisla�on proposes that members of Provident Funds aged 57 years and older 

will par�cipate in the two-pot system, unless they opt-out. They would need to 

exercise an op�on or submit no�ce whether they would like to par�cipate in the 

system or not. If they opt out, they will not qualify for any of the annual withdrawals 

available from the “Savings Pot” and withdrawals would be subject to current 

exis�ng legisla�on. 

For members 57 and younger, proposed legisla�on entails par�cipa�on in the “Two 

Pot” re�rement system as mandatory. 

 

• Difference in Interest 

 

The South African Policing Union was concerned that members might be prejudiced 

due to possible difference in interest or growth earned on the re�rement account if 

funds were pooled in one investment account compared to being split as proposed.  

 

Comment: 

 

Please refer to annexure B and C for illustra�on purposes. Compound Interest 

calcula�ons were done to illustrate that, if the investment strategy for both “Pots” 

and investment porGolios used to facilitate the funds under management were 

equal, that there would not be any difference between combining investment funds 

in one plaGorm compared to having it split according to the “two-pot” system. 

o Annexure B illustrates the comparison between having two separate lump 

sum investments, 



 

 

 R500 000.00 lump sum for each investment with no addi�onal 

contribu�ons. 

 8% per annum assumed investment return. 

 25 Year Investment Term 

 R3 424 237.60 illustra�ve investment value per porGolio 

 R6 848 475.20 total illustra�ve investment value of porGolio 

 Versus 

 R1 000 000.00 lump sum investment with no addi�onal contribu�ons. 

 8% per annum assumed investment return. 

 25 Year Investment Term 

 R6 848 475.20 illustra�ve investment value of porGolio 

 Thus, no difference in interest accrued on lump sum contribu�on if 

investment strategy is equal. 

 

o Annexure C illustrates the comparison between having two separate recurring 

investment accounts (1/3rd Savings Pot, 2/3rd Re�rement Pot) and one total 

contribu�on investment account, 

 R7 500.00 per month total contribu�on (1/3rd Savings Pot – R2 500.00 

pm, 2/3rd Re�rement Pot – R5 000.00 pm) 

 8% per annum assumed investment return. 

 25 Year Investment Term 

 R7 220 763.31 illustra�ve investment value – Re�rement Pot 

 R3 610 381.65 illustra�ve investment value – Savings Pot 

 R10 831 144.96 illustra�ve investment value – Total PorGolio 

 Versus 

 R7 500.00 per month contribu�on 

 8% per annum assumed investment return. 

 25 Year Investment Term 

 R10 831 144.96 illustra�ve investment value – Total PorGolio 

 Thus, no difference in interest accrued on recurring investment 

contribu�on if investment strategy is equal. 

 

• Savings Pot Access 

 

The South African Policing Union ques�oned the proposed legisla�on regarding 

maximum withdrawal from the Savings Pot, being capped at R25 000.00 per financial 

year. It advised that it might be a beAer solu�on for members to have the unu�lized 

maximum benefit for each financial year to accumulate annually and for the member 

to have full access to the accumulated Savings Pot value in any financial year. 

Comment: 

In theory the proposal regarding having a full withdrawal of the accumulated 

unu�lized withdrawal benefit for each financial year of assessment makes sense. This 

would allow members to access a larger por�on of their Savings Pot benefit, subject 



 

 

to limits and hopefully mo�vate members to only access the Savings Pot in extreme 

circumstances. Thus, the larger withdrawal amount limited to accumulated unu�lized 

annual withdrawal benefit would allow members access to a larger por�on of the 

Savings Pot to aAend to worst case scenario situa�ons and equip them to seAle 

immediate responsibili�es. 

The real risk implica�on of above proposal is the fact that as per proposed 

legisla�on, the proposed allowable annual withdrawal amount (limited to 10% or 

R25 000.00) and is proposed to form part of each members Personal Income for the 

year of assessment, thus the amount of R25 000.00 maximum being taxed according 

to each member’s individual Marginal Tax Rate. If the proposed solu�on of “Full 

Withdrawal allowed on Accumulated Unu�lized Withdrawal Benefit” is implemented, 

it could result in a situa�on where a member can lose as much as 45% of the total 

withdrawal due to the withdrawal forming part of the member’s Annual Taxable 

Income (Annexure F). This would dras�cally erode the benefit and cause excess 

taxa�on liabili�es for the member. 

As we are of the opinion and in agreement with the South African Policing Union 

regarding the extra mo�va�on such a proposal would provide for members to access 

the Savings Pot less frequently, the addi�onal tax burden for having the full 

accumulated unu�lized withdrawal benefit included in Personal Income Tax for that 

specific year of assessment would out whey the benefit.  

A possible solu�on for this might be for the withdrawals from the Savings Pot to be 

taxable in line with the exis�ng Withdrawal Tax Table for Lump Sum Benefits 

(Annexure G) instead of forming part of a member’s Personal Income Tax for the 

specific year as below. Proposed legisla�on already men�ons that a withdrawal from 

the Savings Pot would require a Tax Direc�ve from SARS, thus no addi�onal 

administra�ve burden. Having the withdrawal assessed under the Withdrawal Tax 

Tables will result in significantly lower rates of tax levied against the withdrawal but 

will also act as addi�onal mo�va�on not to frequently exercise a withdrawal as it 

would be included for everyone’s tax-free lump sum in terms of Re�rement Planning. 

 



 

 

 

• Divorce Se0lement Payouts 

The South African Policing Union raised concerns regarding the pensionable interest 

which is allocated to ex-spouses under a Divorce SeAlement order. It proposed a 

solu�on where the pensionable interest allocated to an ex-spouse only becomes 

available to an ex-spouse to exercise op�on of payout, reinvestment into compulsory 

Annuity for income purposes when aAaining the age of 55. 

Comment: 

The extract below from Divorces Act 7 of 1989 (Annexure H) the alloca�on of a 

pensionable interest to an ex-spouse according to the act states,  

 

 

 

 

 

 

 

The Government Employee Pension Law governs the Government Employee Pension 

Fund and was amended on 24/06/2011 to allow for the “Clean break” principle to 

allow for divorces seAlement orders to be allocated to ex-spouses. Please refer to 

Annexure I. The exis�ng rules only allowed for ex-spouse to receive por�on of 



 

 

member’s interest a�er the exit of the member from the GEPF. This was challenged 

as being against the Cons�tu�on and the act was amended to allow for the “Clean 

break” principle.  

 

 

Taking above into considera�on the recommenda�on would be that the proposal by 

the South African Policing Union to have the ex-spouse member interest por�on only 

available for op�on once aAaining age 55 would not be possible. 

We did however iden�fy several other issues pertaining to Divorce orders in the 

Private Sector which might be raised when proposed amendments is to consolidate 

all legisla�on under the “Re�rement Funds Act.” 

Current Divorces Issues 

Pension interest: 

•  Re�rement Annuity: Contribu�ons + Simple interest capped at fund value as 

at date of divorce 

•  Preserva�on Fund: Withdrawal benefit as at date of divorce 

•  Pension and Provident Fund: withdrawal benefit as at date of divorce, as if 

the member had resigned on that date 

Requires current fund membership by virtue of employment. 

So: “in fund preserva�on” members don’t have “pension interest” 



 

 

If the member is in the process of ge>ng divorced and resigns prior to 

divorce, even if benefit s�ll in the fund (pending e.g., transfer to a 

preserva�on fund) – no pension interest. 

•  AAorneys and advocates con�nue to get “pension interest” wrong. 

•  Matrimonial property regime is relevant (only applicable is COP or ANC with 

accrual) (Sec�on 7(8) of the Divorce act) 

 

• Pensionable Years of Service 

The proposal of the South African Policing Union was for the number of Pensionable 

Years of Service completed, which was lost due to the possible annual withdrawal 

from the Savings Pot, not to affect the total years of completed service when 

determining the final Re�rement benefit, Gratuity Amount and Life Annuity income 

payment. This would be done by allowing the members to purchase addi�onal 

service years completed by means of addi�onal monthly contribu�ons towards the 

fund. 

Comment: 

Under the current GEPF laws, it is possible for a member to request to purchase 

addi�onal years of completed service by means of addi�onal contribu�ons towards 

the fund. As the GEPF is a Defined Benefit Scheme, according to actuarial 

calcula�ons, in a typical formula you would get roughly 2% of your final salary for 

each year of pensionable service completed. Thus, if the member has 40 completed 

pensionable service years, the member will receive roughly 80% of his final salary as 

in income for life, with certain limits on infla�on protec�on included. 

By referring to Annexure D, this is a graphic illustra�on of how a member choosing to 

exercise the full Savings Pot withdrawal amount of R25 000.00 annually as per 

current legisla�on, with the assump�on that the R25 000.00 annual limit would be 

adjusted every 5 years by 10% increase to allow for effects of infla�on. 

This analysis indicates that a member, star�ng at age 25 in the public service, who 

completes 40 years of Pensionable Service, but accessing the maximum annual 

amount from the Savings Pot, will effec�vely stand to lose 10.21 years of completed 

service due to the regular annual withdrawals. This equates to a 25.53% lower 

income in re�rement, and the same applies to Gratuity payable. This significant 

reduc�on in pensionable income is compounded by the effect of annual infla�on, the 

average rate over the past 20 years being 5.04% over the period (Annexure J). 



 

 

 

Thus, the proposal of s�ll being able to repurchase completed years of pensionable 

service is advised, from a prac�cality point of view it might become financially 

impossible to recover all the years of service lost due to con�nuous withdrawal from 

the Savings Pot, ul�mately having a massive impact on the final completed years of 

pensionable service. 

 

• Members Resigning and Reapplying 

The South African Policing Union is concerned by the volumes of members who 

under current legisla�on resign from employment with the sole inten�on of 

accessing their Re�rement Fund benefits though a Withdrawal prior to age 55, 

a�erwards reapplying for the same employment. 

Comment: 

This is one of the biggest problems that the Government is facing at this stage 

regarding re�rement funds and the massive shorGalls for members. This problem 

exists in both the Public Sector and Private Sector. The first step towards curbing this 

trend was the implementa�on of T-Day where exis�ng Provident Funds at 

implementa�on date was s�ll applicable to the full commuta�on rules at re�rement, 

all addi�onal contribu�ons a�er T-Day would form part of the normal Pension Fund 

Rules at re�rement. 

The proposal of the “Two-Pot” System would be a further step in the direc�on of 

assis�ng members to preserve their re�rement benefits. Under the proposed 

legisla�on, funds within the Savings Pot would be available to withdraw as per the 

annual withdrawal limit of R25 000.00 upon resigna�on, but the larger por�on of 

contribu�ons (2/3rd) would be allocated to the Re�rement Pot which is only 

accessible upon re�rement or death. This might discourage members to resign from 

their employment for the sole purpose of accessing accumulated re�rement funds,  

o Members would have emergency funds access to the R25 000.00 taxable. 

o By not resigning it would be increasing years of pensionable service. 

o It would be increasing contribu�ons towards re�rement fund. 

o Decrease in excess taxa�on levied upon large withdrawal lump sums. 



 

 

 

In our opinion, the proposed changes regarding the Two Pot system would be 

beneficial and be a mo�va�ng factor for members not to resign, juts to benefit from 

the withdrawal of re�rement funds, effec�vely eroding life savings and making it 

impossible to recover from. Please be advised that under proposed changes, 

Re�rement Funds which s�ll form part of the “Vested Pot” will s�ll be eligible for full 

withdrawal prior to re�rement. 

 

• Creditors Paid Directly 

The ques�on was raised if it was possible for a creditor to be paid directly from the 

withdrawal or re�rement benefit received by a member. 

Comment: 

Under the Financial Intelligence Centre Act, payments to any third party apart from 

the beneficiaries of the member upon death is prohibited. Under the amendments to 

the Pension Funds Act, they speak to “Housing Loans Capped” 65% but this should 

s�ll be clarified, and this issue might be something that may have a massive influence 

in the proposed changes to the consolidated Re�rement Fund Act. 

 

• Decision between current GEPF and Private Sector Funds 

The ul�mate decision that the South African Policing Union is faced with is to accept 

or challenge certain aspects of the proposed re�rement reform changes. The 

decision should be in the best interest of all members. 

Comment: 

One would only be able to make such a decision by taking a holis�c view of the 

current benefits, proposed changes, and the compound effect this would have on 

members. 

Pros of the current GEPF membership 

 

All GEPF benefits are defined in the Government Employees Pension Law and rules, 

this is why GEPF is called a defined benefit fund. The benefit of belonging to a 

defined benefit fund is that your benefits are guaranteed for life, and not dependent 

on the performance of the financial markets such as the All-Share Index, Top 40 etc. 

or any individual investments within the GEPF. 

 

A member receives a guaranteed pension on upon re�rement age, regardless of 

what happened in the investment markets prior to the years of re�rement, thus 

elimina�ng any investment risk for re�rees. The GEPF Annuity Income benefits are 

also protected against infla�onary risks. Member’s ul�mate re�rement wealth is 

safeguarded against infla�on through a proper track record in terms of performance 

by the GEPF. 



 

 

 

According to GEPF fund rules, the annual pension increase paid to its pensioners 

must be at least 75% of the average increase in consumer infla�on from December 1 

to November 30 of the previous year. The members’ pensionable interests are 

safeguarded as the fund has very strict rules about the kind of benefits they must 

pay and how they must invest. These rules are contained in the Government 

Employees Pension Law, Proclama�on 21 of 1996, and rules issued thereunder. Your 

own contribu�ons to your re�rement fund, plus your employer contribu�ons to your 

re�rement fund, are tax-deduc�ble up to certain limits.  

 

The GEPF has an extremely good track record of providing very compe��ve Life 

annuity income rates for the members who re�res with the GEPF. Providing advice 

to members from a Private Sector point of view, it is very seldom that the 

Guaranteed Income for Life Annuity rate available in the Private Sector outperforms 

the rate available from the GEPF.  

 

Benefits received from the GEPF in terms of employer contribu�ons towards the 

GEPF Re�rement Fund is also high compared to what is the average employer 

contribu�on towards re�rement funds in the Private Sector. Up and above the high 

employer contribu�on, members are also allowed to buy addi�onal years of 

pensionable service which can have a massive posi�ve impact upon re�rement. 

 

Cons of the current GEPF membership 

 

Unfortunately, currently the re�rement age of a member is set out in the rules of the 

fund, and you only have the op�on or age to re�re as set out by the GEPF. In the 

Private Sector, you have op�ons of when you would like to exercise your re�rement 

op�on with investment vehicles such as a Re�rement Annuity being open ended 

a�er age 55. 

 

With the GEPF, there is no flexibility in the way a member will receive the pension 

income for life. It is not possible to increase or decrease your pension income in line 

with your financial situa�on. There is also no op�on of leaving a legacy, example a 

child’s bequest, as the pension income is payable for life, once the longest surviving 

spouse has passed, the benefit ceases. 

 

In the Private Sector, there are several plaGorms to u�lize to assist with flexibility on 

income payments such as a Living Annuity, where the funds are invested in the 

investment markets, Income is chosen as a percentage of 2.50% minimum to a 

maximum of 17.50% per annum drawdown of the capital value. Returns on the 

investment is market related and not guaranteed. In the event of death, the full fund 

value of the investment is paid to the nominated beneficiaries. 

 

 

 

 



 

 

Conclusion 

 

The inten�on of the proposed amendments is with merit to ensure that at all costs, 

members are mo�vated or assisted to preserve re�rement funds. This will result in less 

unnecessary resigna�ons, disrup�ons in employment and longevity of the work force. 

Under current economic condi�ons experienced over the past several years, and what is 

transpiring in the world at large, having safety or surety with an extremely compe��ve 

Guaranteed Income Annuity for Life with infla�on protec�on might just outweigh the pros 

of inves�ng solely into Private Sector Funds. There are several ways to aAend to the minor 

shorGalls of re�ring with the GEPF through proper personal financial planning. 

The proposed transi�on will have immense administra�ve burdens for all stake holders but 

in theory the inten�on of preserving re�rement funding through these proposed changes 

does have merit. This can be illustrated in the scenario planning modules calculated, but 

extreme cau�on is given against unnecessary withdrawal from the Savings Pot, as it can 

have a disastrous impact on re�rement income which is almost impossible to reverse. 

If the proposed Inclusion of the GEPF in the COFI Bill and Pension Funds Act to form a 

consolidated Re�rement Fund Act is done with care, the proposed Two Pot Re�rement 

System may indeed be beneficial, with some small changes as men�oned within the report.  

Since the GPAA must become licensed and the implica�ons for the GEPF, would entail 

greater governance and accountability regarding having to comply with, 

• Fit and Proper Requirements 

• Appointment of GEPF Board procedures should be aligned with PFA. 

• Repor�ng Requirements (Currently no requirements apart from Financial Statements 

and Annual Report to Minister and Parliament) 

• FSCA Approval Required – Will ensure transparency and accountability. 

 

If the above-men�oned can be achieved and the GEPF, a�er all proposed changes, would 

s�ll be in the same financial posi�on to provide its members with the same exis�ng benefits, 

whether Private/Public Sector the proposed changes in theory would be beneficial to all 

members of the fund, reducing the strain on Government in the form of less Pensioner 

Grants required for elderly who don’t have sufficient savings and enhancing the living 

standards of pensioners through preserva�on of their life savings. 

 

Cau�on is advised in terms of the administra�ve burdens and prac�cal implica�ons of all the 

proposals on both the Public and Private Sector Funds. Reflec�ng on past experience 

through the implementa�on of T-Day legisla�on and several delays in final implementa�on. 

It is highly unlikely that all stakeholders would agree to all the proposals prior to 

implementa�on date of 01 March 2024. If the proposed changes can be iden�fied, agreed 



 

 

and sufficient �me to implanta�on is le�, it might be feasible, but at this stage there are 

several aspects which require clarifica�on from the Private Sector. 

Thus, even though there will definitely be benefits through some of the proposals, in our 

view it will not be aAainable within the required �meframe. Submission of the issues 

iden�fied might take several months to report back on and it is highly likely that the 

implementa�on date would have to be postponed allowing further discussion between all 

stakeholders. 

 

 

  


