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Apply knowledge and insight to structure and implement a 
retirement fund for an organisation 

 
 
Introduction 

Retirement funds refer to both pension and provident funds. An employer may 

choose to set up their own retirement fund, whose members consist solely of 

employees of their firm. This retirement fund will have a set of fund rules, and its 

members will elect trustees who are responsible for running of the fund. Smaller 

companies will generally have an underwritten fund as these are significantly easier 

to set up and administer than a private fund, and until recently benefited from a 

reporting exemption. The removal of this exemption means that umbrella funds are 

now a more popular choice for employers wishing to offer simple and cost effective 

retirement solutions to their employees.  

 

 



242564 Learner Guide   2 

 

INSETA copyright 2014 
 

 

Module 1 

The needs and motivation of an organisation in establishing a 

retirement fund 

 

This Module deals with:  

 Human Resources data analysed in order to compile a profile of the 

organisation. 

 Economic and labour relations issues to determine the motivation for the fund. 

 

 
 
1.1  Human Resources data analysed in order to compile a profile of the 

organisation 
 
Before developing and structuring a retirement fund proposal to a company one 

needs to first know the company. The quick way of knowing a company is through a 

company profile.  A company profile is a concise description which, among other 

items of information, includes: 

1. Company‘s history,  

2. Number and quality of its human, financial, and physical resources  

3. Organisational and management structure,  

4. Past, current and anticipated performance, and  

5. Its reputation and the standing of its goods or services. 
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For the purposes developing and structuring a retirement fund proposal we need to 

know and analyse the following human recourses dynamics of the company: 

 

1. Salary range and structure,  

The income of the employees will determine the main objectives of retirement i.e. 

whether to alleviate poverty or to maintain the same lifestyle with pre-retirement 

period. The level of income also determines the tax levels of the employees. This 

will be taken into account since another goal of retirement is to optimise taxation 

benefits. 

 

 

 

2. Number of employees 

The number of employee an organisation has determines whether the fund will 

be pre funded or arranged on a pay as you go basis. It will also determine the 

contribution especially when the fund has some insured benefits such as death or 

disability. The more the employees a company has, the lesser the risk and the 

lesser the premiums. 
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3. Profile of the employees and their work profiles 

Organisations, especially larger organisations, comprise of employees in different 

stages of their life and career.  This differentiated spectrum of employees is also 

dispersed over many organisational levels.  This also, however, is dependent on 

the nature of the organisation and its organisational structure. 

 

In structuring a retirement plan for an organisation it is important to assess who 

the organisation employs and what their employment benefit package entails.  

After this has been determined, what the company would like to offer its 

employees must be compared to this. 

 

4. Industry,  

The industry the company is in will determine the kind of insured benefits that can 

be tied with the retirement fund. For example a company that is in the motor 

industry will more likely to have accidental death and disability tied to their 

retirement fund as opposed to a call centre company. 

 

 

 

 

5. Location of employer (locally and offshore) 

Countries have different tax regimes. The location of the employer affects tax 

optimisation issues when planning the retirement fund structure. Issues like what 

amount of tax is deductible will need to be considered. 
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6. Current retirement fund and labour agreements, 

 

If the organisation has a current retirement fund, you will need to consider the 

level of benefits it offers and identify gaps. You will also need to consider how the 

fund is structured and check the idealness of the structure with the economic 

conditions. For example a defined benefit fund is good when the investment 

climate is performing well for the employer, since the employer will be more than 

able to meet future liabilities. 

 

Labour agreements here relate to the agreements structures between employees 

and the Trade Unions. Some trade unions provide pensions and provident fund 

products to members and some do not. Retirement fund you will propose will 

depend on the proportion of employees who have joined the Trade Unions 

retirement fund versus those who have not. 

 

7. Tax status of the employer 

There are two different companies, a normal company and a section 21 

company. Section 21 companies are also called public benefit organisations 

(PBOs). SARS approved PBOs are exempt from paying tax. When structuring a 

retirement fund for a tax exempted PBOs the employer‘s tax deductions on 

contributions will not have to be considered. 

 

 

Below is an abridged company profile of ABC Motors Ltd. 

Name ABC Motors Ltd 

Industry Metal and motor industry 

Nature of work The provide the following services: 

1. Motor dealership 
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2. Car Hire and Rental 

3. Logistics 

Employees  

Remuneration 

Grade 

Income Range per 

month. 

Number of 

employees. 

Grade 1 3000 - 6499 4500 

Grade 2 6500 – 15 000 1400 

Grade 3 15000+ 100 

TOTAL 6000 

  

Branches They are located in all provinces in South Africa, and have 

subsidiaries in Botswana and Namibia. 

Labour 

Agreements 

30% of the employees have NUMSA membership. NUMSA has 

a provident Fund. 

 

In your group, discuss how each demographics of ABC Motors would affect 

Retirement planning and design.   

 

 
1.2  Economic and labour relations issues to determine the motivation for the 

fund. 

 
Gender inequalities in employment: There are many unique problems facing the 

women of South Africa, such as insufficient retirement benefits, support of children 

and the elderly and inadequate healthcare. These problems require unique solutions 

from government and the private sector.  The role women play in society needs to be 

recognised in retirement arrangements. Women are far from being able to build 

careers supporting an adequate pension level, given the family and social tasks they 

are still largely expected to perform.  

 

SA is under-investing in human development: 

South Africa is going through significant social and demographic change, which, if 

handled badly, could have an impact for many years to come. Resolving the needs 
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of women and children in South Africa will significantly contribute to faster economic 

growth and development. 

 

More than 50% of South Africans live in poverty. Around 25% of African children 

suffer from stunted growth, and around 13 million South African children live in 

poverty. 

 

South Africans should be encouraged to save. A conducive savings environment 

needs to be created through tax incentives, stable inflation and real return on 

savings.  

 

The challenge for the government is to develop or amend policies affecting 

retirement provisions. 

 

The challenge for financial service providers is to develop products and services that 

cater for the differing characteristics of a non-homogenous demographic mix. 

 

 

In your group,  

 
1. Compile a profile for an organisation of your choice. 

2. What are the two main categories of companies in South Africa and how do they 

differ from each other? 
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Module 2 

Legislation to determine the possible structure of a fund 

 

This Module deals with:  

 Legislation that impacts on the structure of a fund with reference to how 

legislation determines the possible structure of a fund. 

 The implications of potential changes in legislation for the structure of a fund with 

reference to current information. 

 
2.1 Legislation that impacts on the structure of a fund with reference to how 

legislation determines the possible structure of a fund. 

 

The main legislation impacting on retirement funds are: 

 

1. Income Tax Act 

The Income Tax act affects: 

a) Contributions deductions by employees 

As of 2014/2015 tax year employees deductions were calculated as 

follows. 

Pension Funds The greater of 7, 5% of remuneration from retirement 

funding employment, or R1 750. Any excess may not be 

carried forward to the following year of assessment. 

Provident 

Funds 

Not Tax deductible 

 

b) Contributions deductions by employees 

Pension Funds 10% of approved remuneration for pension, provident 

funds and medical aid schemes.  In practice up to 20% is 

allowed if justifiable. Section 11(i) 

Provident 

Funds 

10% of approved remuneration for pension, provident 

funds and medical aid schemes.  In practice up to 20% is 

allowed if justifiable. Section 11(i) 
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c) Taxation of Lump sum benefits 

 

As from 1 April 2014 the retirement lump sum is now taxed as follows. 

Taxable Income 

(R) 

Rate of Tax (R) 

0 – 500 000 0% of taxable income 

500 001 - 700 000 18% of taxable income above 500 000 

700 001 – 1 050 

000 

36 000 + 27% of taxable income above 700 000 

1 050 001 and 

above 

130 500 + 36% of taxable income above 1 050 000 

 

2. Pension fund Act 

This is the principle Act of the retirement funds. It covers the registration and 

incorporation of the funds. The major issues that affect the structure of the 

retirement funds include: - The rules of the fund, contribution payments, benefits 

payments and minimum benefits, restrictions on Administration of retirement 

Funds, investment restrictions and apportionment of surpluses.  

 

3. Labour Relations Act 

This Act sets out the laws that govern labour in South Africa. It is guided by 

Section 27 of the Constitution, which entrenches the rights of workers and 

employers to form organisations for collective bargaining. Together with the Basic 

Conditions of Employment Act, it also ensures social justice by establishing the 

rights and duties of employers and employees. It affects the retirement funds 

since it determines the scope of powers of labour unions and the bargaining 

process.  

 

4. Financial Institutions Protection of Funds Act 

The Act provides for, and consolidates the laws relating to, the investment, safe 

custody and administration of funds and trust property by financial institutions. It 

also enables the registrar to protect such funds and trust property. It repeals the 
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Financial Institutions (Investment of Funds) Act, 1984 (Act No. 39 of 1984). The 

Act also improves the enforcement powers of the registrar provide for matters 

incidental thereto. 

 

5. FAIS 

It affects the way in which a Financial Services Provider (FSP) conducts business 

and interacts with consumers, and guides consumers in their daily dealings with 

their chosen product provider. It mainly affects how Retirement Funds are 

marketed. 

 

2.2 The implications of potential changes in legislation for the structure of a 

fund with reference to current information 

 
According to the PWC‘s, Retirement fund strategic matters and remuneration survey, 

4th edition, published May 2014 on page 60, the potential changes in legislation that 

has an impact on retirement funds are: 

1. Regulation 28 notices and conditions 

2. Retirement reforms and tax and preservation changes 

3. Revised financial statement format 

4. Financial Services Laws Amendment Bill 

5. Treat customers Fairly (TCF) 

6. Section 13B compliance by administrators 

7. PF 130 Good governance directive. 
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Source: Retirement fund strategic matters and remuneration survey, 4th edition, May 

2014, page 60 

 
1. Regulation 28 notices and conditions 

Regulation 28 impacts every member of every retirement fund. It limits the extent 

to which retirement funds can invest in particular assets or asset classes. The 

purpose of this regulation is to protect investors in retirement funds from the 

effects of poorly diversified investment portfolios, over-exposure to higher-risk 

asset classes as well as complex financial instruments and portfolios. The 

regulation aims to ensure that the savings South Africans contribute towards their 

retirement are invested in a prudent manner that not only protects the retirement 

fund member, but are channelled in ways that achieve economic development 

and growth.  

As the assets of a fund are invested in a policy of insurance, the policy‘s portfolio 

composition is required to comply with the asset limits of regulation 28. 

 

2. Retirement reforms and tax and preservation changes 

Retirement and preservation Reforms:  

The broad policy goals of the intended reforms are: 

a) Implementing mandation or auto-enrolment. The voluntary nature of our 

retirement system is a significant factor underlying some micro structural 

inefficiencies in our retirement system. Mandating retirement provision, 

provided that the process is well managed and regulated, may resolve some 
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of these issues, provided that adequate provision is made for low-income and 

vulnerable workers. 

 
b) Improving preservation. The lack of pre-retirement preservation significantly 

increases workers‘ financial vulnerability when they retire, and increases costs 

in the retirement system. 

c) Improving fund disclosure. Without a comprehensive and simple measure 

of charges in retirement funds, the market for retirement fund provision cannot 

be expected to function adequately. There is currently no prescribed charge 

disclosure methodology for retirement funds, and it is imperative that 

disclosure of charges be improved in the South African retirement industry as 

a whole. 

d) Getting defaults right. International experience suggests that one of the 

most powerful tools for improving retirement fund outcomes is to ensure that 

what happens when individuals fail to exercise choice – the default option – 

triggers the ‗right‘ response in a cost-effective way. 

e) Consolidating funds. Consolidating funds, and increasing the degree of 

standardisation in the structure, investment and benefit offerings of funds is 

therefore an important driver of increased efficiency to ensure that funds 

achieve economies of scale and that these are passed on to members. 

f) Simplifying retirement savings products and making them portable 

between providers. Too many providers may be competing on the basis of 

complex product designs rather than on value-for-money for members. A 

retirement industry based on simpler, more portable products will increase 

market competition between providers and increase the rewards for market 

innovations which reduce costs. 

g) Ensuring effective intermediation. An important factor influencing product 

design in the retirement savings market is the way in which intermediaries 

selling insurance policies, such as most retirement annuity policies, are 

remunerated. Intermediaries should be paid in a way which does not create 

conflicts between their own interests and their duties to their customers. 
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h) Providing tougher market conduct regulation and more effective 

supervision. The government recognises that one of the key lessons from 

the 2008 Global Financial Crisis is the need for tougher and more intrusive 

and effective regulation. As is the case with recent global reforms to regulate 

the banking and insurance sectors more rigorously, the savings and 

retirement sector will need to be regulated more effectively, especially to 

protect members and improve market conduct practices. 

Changes in taxation 

As from 1 April 2014 the retirement lump sum is now taxed as follows. 

Taxable Income (R) Rate of Tax (R) 

0 – 500 000 0% of taxable income 

500 001 - 700 000 18% of taxable income above 500 000 

700 001 – 1 050 000 36 000 + 27% of taxable income above 700 000 

1 050 001 and above 130 500 + 36% of taxable income above 1 050 000 

 

3. Revised financial statement format 

The revised retirement fund annual financial statements will be effective for year-

ends from 31 January 2014. Overall the FSB has enhanced the qualitative 

disclosures across various schedules to ensure that Schedule HA (notes to the 

annual financial statements), IA (schedules pertaining to the annual financial 

statements) and IB‘s (assets held in compliance with Regulation 28) investment 

disclosures align in the financial statements. 

 

4. Financial Services Laws Amendment Bill 

The bill has amended the following sections of the Pension Funds Act, 1956 (Act 

No. 24 of 956) (―the PFA‖) 

 Sections 5 of the Act amends section 4 of the PFA, by clarifying that every 

pension fund must, prior to commencing any pension fund business, apply 

to the Registrar for registration under that Act, and should be provisionally 

or finally registered under that Act. This section will come into operation on 

30 May 2014to grandfather existing applications. 

 Section 31 of the Act amends section 31 of the PFA, which enables the 

Registrar to prescribe criteria for financial soundness. The section will 
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come into operation on 29 August 2014, to enable the drafting and 

finalisation of the criteria 

 

5. Treat customers Fairly (TCF) 

Treating Customers Fairly (TCF) is an outcome based regulatory and supervisory 

approach designed to ensure that specific, clearly articulated fairness outcomes 

for financial services consumers are delivered by regulated financial firms. Firms 

are expected to demonstrate that they deliver the following 6 TCF Outcomes to 

their customers throughout the product life cycle, from product design and 

promotion, through advice and servicing, to complaints and claims handling – and 

throughout the product value chain: 

a) Customers can be confident they are dealing with firms where TCF is 

central to the corporate culture 

b) Products & services marketed and sold in the retail market are designed to 

meet the needs of identified customer groups and are targeted accordingly 

c) Customers are provided with clear information and kept appropriately 

informed before, during and after point of sale 

d) Where advice is given, it is suitable and takes account of customer 

circumstances 

e) Products perform as firms have led customers to expect, and service is of 

an acceptable standard and as they have been led to expect 

f) Customers do not face unreasonable post-sale barriers imposed by firms 

to change product, switch providers, submit a claim or make a complaint. 

 

6. Section 13B compliance by administrators 

Section 13B(1) of the PFA requires investment administrators to apply for and 

obtain the approval of the registrar of pension funds (‗registrar‘) and to comply 

with any conditions prescribed by the registrar, in order to provide investment 

administration services to funds regulated by the PFA.  

 

In Information Circular 5 of 2013 published, the registrar of pension funds notes 

that investment administrators are already regulated by the Financial Advisory 

and Intermediary Services Act, 2002 (‗FAIS‘) and that it was never the intention of 

the legislature to doubly regulate investment administrators. 
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7. PF 130 Good governance directive 

The fundamental principle underlying PF 130 is that the Board of Trustees, 

appointed by the participating employers and employees elected shall at all time 

act with the utmost good faith towards the fund and the best interest of all 

members. Principle 5 of PF 130 deals with internal controls and governance 

mechanisms. It states that the primary function of the board is to ensure that it 

exercise a rigorous oversight function. There should be a clear identification and 

assignment of operational responsibilities. 

 

 

 
 

 
 
As a group, come up with a role play depicting bad governance with regards to 

Retirement Fund management. 
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Module 3 

A proposal to meet the identified needs of a specific organisation 

 

This Module deals with:  

 A fund structure selected and substantiated with reference to the identified 

needs of the client. 

 The tax implications of the selected fund structure with reference to the tax 

profile of the client and the tax structure and salaries of the employees. 

 An insurance strategy proposed to reinsure benefits. 

 Labour relations implications with reference to conditions of employment. 

 An organisation's capacity against the proposed structure 

 

3.1 A fund structure selected and substantiated with reference to the 

identified needs of the client 

Pension and Provident Fund Differences:  

Even though this unit standard focuses on occupational retirement funds i.e. pension 

and provident fund we have also added a retirement annuity to give you insight of 

the difference in all 3 retirement funds.  

RETIREMENT PLANNING VEHICLES:  A COMPARISON 

 Provident fund Pension fund Retirement 

annuity 

Administrative 

requirements 

  

Must be approved 

by the Registrar 

(Pension Funds 

Act). 

Must be approved 

by Commissioner of 

SARS 

Membership 

agreement between 

employer/employee: 

Must be approved 

by the Registrar 

(Pension Funds 

Act). 

Must be approved 

by Commissioner of 

SARS 

Membership 

agreement between 

employer/employee: 

Must be approved 

by the Registrar 

(Pension Funds 

Act). 

Must be approved 

by Commissioner of 

SARS 

No agreement 

between 

employer/employee 
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New fund – 

employee          

choice 

Existing fund – 

compulsory 

New fund – 

employee          

choice 

Existing fund – 

compulsory 

required 

Fund must be 

registered 

Fund must be 

registered 

Fund must be 

registered 

Deductible 

Contribution 

(Employer) 

 

10% of approved 

remuneration for 

pension, provident 

funds and medical 

aid schemes.  In 

practice up to 20% 

is allowed if 

justifiable. 

Section 11(i) 

10% of approved 

remuneration for 

pension, provident 

funds and medical 

aid schemes.  In 

practice up to 20% 

is allowed if 

justifiable. 

Section 11(i) 

No contribution 

Deductible 

Contribution 

(Member) 

 

Not tax deductible Deductible with 

max. of the greater 

of: 

-  R1 750 

Or 

-  7.5% of 

pensionable 

remuneration 

(limit also applies to 

government 

employees) 

  

Section 11(k)(i) 

  

Any disallowed 

excess may not be 

carried forward to 

Deductible with 

max. of the greater 

of: 

  

-  15% of non-

retirement funding 

taxable income; 

or 

R3,500 – allowable 

pension fund 

contribution; 

or 

-  R1,750 
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the following year of 

assessment.  The 

disallowed excess is 

allowed as a 

deduction at 

retirement. 

  

Arrear Not tax deductible R1 800 deductible 

p.a.  

Section 11 (k)(ii)(aa) 

  

Any excess above 

R1800 may be 

carried forward to 

the following year of 

assessment. 

R1 800 deductible 

p.a.  

Section 11 

(k)(ii)(aa) 

  

Any excess above 

R1800 may be 

carried forward to 

the following year of 

assessment. 

RETIREMENT 

BENEFIT 

  

  

  

  

  

  

  

  

  

  

  

  

No tax 

payable on 

Cash Lump Sum 

Entire amount or 

surrender value of 

policy 

1/3 of total value (if 

2/3 of the total value 

of the annuity that is 

due upon retirement 

is less than 

R50,000, full 

benefit) Section 1 

―pension fund‖ 

(c)(ii)(dd) Balance 

used to purchase a 

comp. annuity taxed 

i.t.o. tax tables. 

1/3 of total value (if 

2/3 of the total 

value of the annuity 

that is due upon 

retirement is less 

than R50,000, full 

benefit) Section 1 

―pension fund‖ 

(c)(ii)(dd) Balance 

used to purchase a 

comp. annuity taxed 

i.t.o. tax tables. 

Tax free portion 

Z = C + E – D 

(Formula B) 

Z = C + E – D 

(Formula B) 

Z = C + E – D 

(Formula B) 
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lump sums for 

individuals 

with a taxable 

Income of 

R46 000 or 

less.  (With 

effect from 1 

March 2008) 

  

  

Where: 

  

Z = tax free amount 

  

C = R500 000 (this 

limit applies over the 

tax payers life time 

and is applicable in 

respect of all funds 

to which the 

taxpayer belongs). 

  

E = previous 

disallowed own 

contributions, tax 

free transfers from 

public sector funds 

and divorce order 

amounts transferred 

from approved 

funds. 

  

D = total previous 

tax free deductions 

allowed to the 

taxpayer in respect 

of paragraph 5 of 

the second 

schedule. 

  

Second Schedule 

  

Where: 

  

Z = tax free amount 

  

C = R500 000 (this 

limit applies over the 

tax payers life time 

and is applicable in 

respect of all funds 

to which the 

taxpayer belongs). 

  

E = previous 

disallowed own 

contributions, tax 

free transfers from 

public sector funds 

and divorce order 

amounts transferred 

from approved 

funds. 

  

D = total previous 

tax free deductions 

allowed to the 

taxpayer in respect 

of paragraph 5 of 

the second 

schedule. 

  

Second Schedule 

  

  

Where: 

  

Z = tax free amount 

  

C = R500 000 (this 

limit applies over 

the tax payers life 

time and is 

applicable in 

respect of all funds 

to which the 

taxpayer belongs). 

  

E = previous 

disallowed own 

contributions, tax 

free transfers from 

public sector funds 

and divorce order 

amounts transferred 

from approved 

funds. 

  

D = total previous 

tax free deductions 

allowed to the 

taxpayer in respect 

of paragraph 5 of 

the second 

schedule. 

  

Second Schedule 
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Taxable portion 

Taxed as per table 

in item 7 of 

Appendix 1 to the 

Income Tax Act as 

follows: 

The first R500 000 

of the taxable 

amount at 18% 

The next R500 000 

of the taxable 

amount at 27% and 

The balance of the 

taxable amount at 

36% 

  

Section 5(2) 

Taxed as per table 

in item 7 of 

Appendix 1 to the 

Income Tax Act as 

follows: 

The first R500 000 

of the taxable 

amount at 18% 

The next R500 000 

of the taxable 

amount at 27% and 

The balance of the 

taxable amount at 

36% 

  

Section 5(2)  

Taxed as per table 

in item 7 of 

Appendix 1 to the 

Income Tax Act as 

follows: 

The first R500 000 

of the taxable 

amount at 18% 

The next R500 000 

of the taxable 

amount at 27% and 

The balance of the 

taxable amount at 

36% 

  

Section 5(2  

  

Retirement 

Benefit (Public 

Sector Funds) 

All lump sum 

benefits paid from a 

public sector fund 

were all tax-free 

until 1 March 1998 

  

Thereafter parity 

between public and 

private sector fund 

taxation.  Vested 

rights are protected 

by formula C in the 

Second Schedule to 

the Income tax Act.  

If a Public Sector 

All lump sum 

benefits paid from a 

public sector fund 

were all tax-free 

until 1 March 1998 

  

Thereafter parity 

between public and 

private sector fund 

taxation.  Vested 

rights are protected 

by formula C in the 

Second Schedule to 

the Income tax Act.  

If a Public Sector 

 Not applicable 
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fund is involved, the 

following calculation 

must be done: 

fund is involved, the 

following calculation 

must be done: 

 

 

3.2 The tax implications of the selected fund structure with reference to the 
tax profile of the client and the tax structure and salaries of the employees. 
 

Retirement fund tax is tax levied on the gross interest, net rental and foreign dividend 

income of retirement funds – in other words, pension, provident, retirement annuity 

funds. 

 

This tax is also levied on the untaxed policyholder funds of long-term assurance 

companies in respect of their retirement business. 

 
Section 10(1) (d) of the Income Tax Act 58 of 1962 exempts the receipts and 

accruals of any pension fund, provident fund or retirement fund from tax. However, 

the Tax on Retirement Funds Act 38 of 1996 - which came into effect on 1 March 

1996 - subjects the interest, net rental and foreign dividends of these funds to tax at 

the rate of 18%. 

 
The untaxed policyholder funds of insurance companies are also included in the 

scope of this Act, to cover situations where retirement funds invest with insurance 

companies but do not receive income allocations in any particular period.  

 
Changes to the way in which withdrawals from retirement 

funds are taxed have thrown a lifeline to some people who 

have lost their jobs over the past year as a result of the 

economic downturn. But a number of people may be 

mistaken in believing that they will benefit from the 

changes. 

 

Before you make any withdrawals from your fund, ask a 

qualified financial adviser to help you understand all the implications. 
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An amendment to the tax laws during the past year means that people who are 

retrenched can withdraw up to R500 000 tax-free from their retirement funds. But 

many people are not aware that this concession is only for legitimate retrenchments 

when an employer ceases to trade or generally reduces staff. 

 

You will not qualify for the R500 000 tax-free withdrawals if you are offered a 

voluntary retrenchment that is actually a sham for choosing to leave the company 

under favourable conditions. 

 

Another example of a sham retrenchment would be where a company has a policy in 

terms of which staff of a certain age and with a certain number of years of service is 

entitled to take "retrenchment". This "retrenchment" may also not be recognised 

under the Income Tax Act. 

 

In both the above cases, the tax-free amount you will enjoy will be only R22 500, 

which is a lot less than R300 000. The balance of any lump sum withdrawal (that is, 

after the tax-free amount) up to R600 000 will be taxed at 18 percent. 

 

Another legislative change introduced concerned the Estate Duty Act. The change 

means that investments in retirement annuities (RAs), pension funds, provident 

funds and living annuities can be disregarded when calculating your estate. 

 

If you have surplus funds to invest in an RA from which you do not retire before 

death, the change may offer you an estate duty- effective way to provide estate duty-

free cash that can then be passed on to a dependant. 

 

The introduction of regulated beneficiary funds, into which pension, provident and 

RA benefits can be transferred for the benefit of a minor child, is also an issue that 

parents, particularly single ones, should consider in their estate planning. 

 

The Act now determines that the payment of a lump sum benefit to a beneficiary 

fund will be taxed as a lump sum payment on the death of a retirement fund member 

in the deceased's estate, except if it was paid into the beneficiary fund between 
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March 1 and September 1 2009. Income payments from a beneficiary fund to a 

minor will no longer be subject to tax. 

 

The new tax rates on withdrawals from retirement funds may also provide an 

opportunity for people who are in debt and have the opportunity to make a 

withdrawal. The first R22 500 of a withdrawal is tax-free, and thereafter amounts up 

to R600 000 are taxed at 18 percent. This may be an attractive rate at which to 

access your retirement savings if you are over-indebted and need to settle or reduce 

your debts. 

 

 Allowable deduction to determine the balance of remuneration 

 

Pension Fund Contributions 

Paragraph 2(4)(a) of the 4th Schedule prescribes that the employer must deduct 

current and arrear contributions, within the limits contemplated in Section 11(k), by 

the employee to an approved pension fund which the employer is entitled or required 

to deduct from the employee's remuneration. 

Section 11(k) limits the allowable deduction to the following:   

Current contributions — an annual deduction limited to the greatest of: R1 750; or 

7, 5% of the remuneration received during the year from retirement funding 

employment.  

Arrear contributions — an annual deduction limited to R1800. 

 

 Retirement Annuity Fund (RAF) Contributions 

Paragraph 2(4)(a) of the 4th Schedule prescribes that the employer must deduct 

current and arrear contributions, within the limits contemplated in Section 11(n), by 

the employee to an approved RAF which the employer is entitled or required to 

deduct from the employee's remuneration. 

Paragraph 2(4)(b) of the 4th Schedule prescribes that the employer may at his / her 

option deduct current and arrear RAF contributions, within the limits contemplated in 

Section 11(n), which the employee has paid directly to the Fund, provided that proof 

of payment has been furnished to the employer. 

Section 11(n) limits the allowable deduction to the following:  

Current contributions-an annual deduction limited to the greatest of:  
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R1 750;   

R3 500 less allowable current pension fund contributions; or  

15% of the remuneration received during the year from non- retirement funding 

employment.  

Arrear contributions — an annual deduction limited to R1800. 

 

 Provident funds 

The Income Tax Act No. 58 of 1962 does not allow the employee any deductions 

for contributions made to the provident fund.  Only the employer may claim a 

deduction of 10% per annum of the employee‘s remuneration.  It is possible for 

an employee to belong to both a pension fund and to a provident fund. A 

provident fund is dependent on an employer/employee relationship.  Usually, 

only the employer contributes as there is no tax relief offered for the employee in 

respect of his contributions.  In the event of retirement the full fund value can be 

taken in the form of a lump sum, subject to income tax. 

 Pension funds / Retirement schemes 

For a pension fund, the Income Tax Act No. 58 of 1962 allows the employee a 

deduction for contributions made to the pension fund of the greater of R1750 or 

7, 5% of the retirement funding income.  The employer, however, may deduct a 

maximum of 10% per annum of the employee‘s remuneration.  In practice, the 

employer usually matches the employee‘s contribution.  In practice, the employer 

can claim up to 20% of the employee‘s remuneration to all pension, provident 

and medical scheme funds. 

 

A pension fund is thus dependent on an employer/employee relationship.  It is an 

investment vehicle designed to offer retirement benefits to employees.  Usually, 

both the employer and the employee contribute to the fund, as both will enjoy 

some tax concessions or contributions made.  At retirement a maximum of one-

third of the value may be taken in cash (subject to tax) and the balance has to be 

applied to purchase life annuity. 
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 Taxation 

Taxation is the compulsory transfer of money 

from private individuals, institutions or groups to 

the government.  It may be levied upon wealth 

(donations tax and estate duty), income (income 

tax), and capital gain (capital gains tax (CGT) or 

in the form of surcharge on prices (value added 

tax (VAT)).  Taxation is one of the means by 

which a government finances its expenditure. 

 

Taxation is a very important concept to be considered when looking at investments, 

since the investment with the highest yield is not necessarily the best investment 

after taxation is considered.  The impact that tax has on the yield/return of an 

investment can thus play a vital role in the selection of the most suitable investment. 

Dividends earned by South African on listed South African shares are not taxable (in 

terms of the Income Tax Act) and the after-tax return is therefore the same as the 

pre-tax. 

 

Taxation is a very important concept to be considered when looking at investments, 

since the investment with the highest yield is not necessarily the best investment 

after taxation is considered.  The impact that tax has on the yield/return of an 

investment can thus play a vital role in the selection of the most suitable investment. 

Dividends earned by South African on listed South African shares are not taxable (in 

terms of the Income Tax Act) and the after-tax return is therefore the same as the 

pre-tax. 

Fixed-interest investments with banks earn interest and are also fully taxable (after 

allowing for a fixed amount of interest which is exempted), thus by calculating the 

return (after tax) the investor will realize that it is important to consider the tax 

implications as well. 

 
From the above it is clear that when a financial planner advises prospective investors 

on possible investments, it is important that the planner recommends the 

investments with the highest yield after tax, in other words the best rate on an 

investment received after the investor has paid the tax thereon. 
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After-tax return can be calculated as follows: 

 

After-tax Return = Return pre-tax x 100 – marginal tax rate + tax-exempt yield 

   100 

Where the tax-exempt yield is the percentage of the total yield that is exempt from 

tax. 

 

 

Mr Wilson received a pre-tax return on a bank fixed deposit of 11% and 9% on an 

investment in listed shares respectively.  If it is assumed that Mr. Wilson‘s marginal 

tax rate is 40%, which one represents the better yield? 

 
After-tax return bank fixed deposit = 100 - 40 

     = 11% x 100 + 0% 

     = 6.6% 

(The above calculation ignores the effect of the interest exemption) 

 

After-tax return listed shares = 100 - 40 

    = 0%   x 100 + 9% 

    = 9% 

(Local dividends are exempt of income tax, in terms of the Income Tax Act) 

 

If the above two investments are compared on an after-tax return basis, it is clear 

that the investment in listed shares offers a far better after-tax return than the 

investment in the bank fixed deposit. When considering an investment, the effect of 

capital gains tax (CGT) should always be taken into account. 
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3.3 An insurance strategy proposed to reinsure benefits 
 

Many Employer Groups have promoted a defined contribution fund actively over the 

past few years. 

 

The reasons for this enthusiasm are clear: Provident Fund contributions are 

determined according to a ―fixed amount‖. This means that the employer only 

undertakes to pay say 7% or 8% of the employee‘s earnings into the Fund. The 

employee pays a similar amount and the fund, which is created in this manner, 

together with investment / interest earnings, is paid as a single benefit on retirement. 

A responsibility rests upon employers to adjust contributions in order to support the 

benefits offered in the Rules of the Fund. 

 

 The employer must ascertain that all reasonable steps are taken to ensure that 

all contributions are timeously to the fund in accordance with the Act.   

 The employer is responsible for ensuring that contributions are paid into the fund 

in accordance with the Act.   

 The employer is required to pay in full to the fund any contribution deducted from 

the member‘s remuneration and any contribution for which the employer is liable 

to pay in terms of the fund rules.   

 Both employer and employee contributions have to be paid over not later than 

seven days after the end of the month for which they are due, either to the funds 

account, the fund or to an insurer in the case of an audit-exempt fund.    

 In terms of S 13 a (2) there is a requirement to provide certain minimum info that 

refers to the contributions within 15 days after the end of the month to which they 

relate. 

 

 

In terms of the Pensions Funds Act, payment responsibility lies with the Employer to 

pay the contributions (both the employer and employee) required in terms of the 
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rules of the fund. Section 13 A specifies the timeframes within which the payments 

and submission of other requirements should be made. Penalty interest is allowed to 

be charged, should the Employer fail to comply within the timeframes specified.  

 

 Retirement Investing with Retirement Accounts 

When saving for retirement, you have a few tools that are not available for other type 

of investments. These retirement accounts are built specifically to support your 

retirement investing.  

 

3.4 Labour relations implications with reference to conditions of 

employment 

 

The question often arises whether employers can rely upon their employee's pension 

or provident fund age regulations or company precedent set, to justify termination of 

contract based upon reaching retirement age.  

 

Section 187 of the Labour Relations Act, 66 of 1995 (LRA) renders discriminatory, 

dismissals based on grounds such as race, sex, gender, religion and age 

automatically unfair. This is in line with the general prohibition of unfair discrimination 

on these and other grounds contained in the Constitution and the Employment 

Equity Act 55 of 1998. However, where age is concerned, the Labour Relations Act 

makes an important exception, namely that an employer may retire its employees 

when they have reached the "agreed" or "normal" retirement age. Once the 

employee has reached this age, the employment relationship terminates and this 

does not constitute a dismissal for purposes of the Labour Relations Act, nor is it 

automatically unfair.  

 

Contrary to popular belief, there is no general retirement age in South Africa. 

Employers and employees are therefore free to agree at which age the employees 

will retire. This agreement is normally found in the employee's employment contract, 

or may, in special circumstances, be determined with reference to the rules of the 

retirement fund to which the employee belongs, although reference to the fund will 

still have to reduce in writing within the employment contract when considering 

retirement age.  
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A separate question is whether employees who have worked beyond the 

agreed/normal retirement age may be retired at any time thereafter, or whether an 

employer is required to follow a formal pre-retirement procedure with them.  

 

Initially, the former Industrial Court held that where an employer allowed an 

employee to work past the established retirement age, the employer waived the right 

to insist on the employee's retirement.  

This meant that an employer could only dismiss such an employee for a fair reason 

and in accordance with a fair procedure and could not rely on the fact that the 

employee has reached retirement age to effect the termination of the employment 

relationship. Effectively, employees who are allowed to continue working past 

retirement age are employed "at will" - the employer may at any stage require them 

to retire.  

 

3.5 An organisation's capacity to implement the proposed structure. 

When we are looking at organisation's capacity to implement the proposed 

retirement structure we will be looking at whether the employer has the capacity to 

manage the retirement fund or he as to outsource the administration and 

management of the retirement fund to retirement fund administrators.   

 

The basic rule of thumb is that if the organisation is relatively small it may be best for 

it to outsource the administration of the fund. 

 

 

1. Identify and describe different types of fund structures.  

2. Explain the tax implications of each fund structure. 
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Module 4 

Designing an implementation plan 

 

This Module deals with:  

 The rules of the fund in accordance with the proposal and relevant legislation. 

 Systems and procedures to facilitate implementation. 

 Role players to liaise with the proposed fund. 

 

4.1 The rules of the fund in accordance with the proposal and relevant 

legislation. 

 

Obviously, the trustees of the fund are required to take certain steps to protect the 

fund against the members with reference to negligent or incorrect decisions of the 

trustees. S7 of the Pensions Funds act describes the following: 

 

7C (2) (a) of the Act, ensure the protection of members interest in terms of the rules 

of the fund and the provisions of the Act especially during amalgamations and 

transfers, splitting of a fund, termination or reduction of contributions to the fund by 

the employer, increase of contributions of members and withdrawal of an employer 

who participates in a fund.  

 

In order to deal with the above situations effectively, the board should, subject to 

section 7D of the Act:  

 

 Ensure that it is fully aware of all the facts of a relevant situation and that it 

fully understands the facts;    

 Obtain expert advice when needed from professional advisers such as 

actuaries and auditors;    

 Bear in mind that at all times it should act in the best interest of all fund 

members and that timeous, relevant and meaningful communication takes 
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place with all members in a comprehensive manner to enable members to 

make balanced and informed decisions;    

 Ensure that all decisions by the board in these circumstances comply with the 

appropriate fund procedures relating to decision-making, which must be fully 

documented in the rules.    

 The board should ensure that assets and contributions of the fund are 

invested in accordance with the rules of the fund.  The board should draw up 

a document setting out the investment policy for the fund, including delegation 

to investment managers and custodians.    

 Where required, with the procedures necessary for monitoring investment 

performances and the appropriateness of investments to the 

provision of benefits in terms of the rules.  The board should 

declare its voting policy with regard to investments held by the 

fund.  

 In terms of section 7C (2) (b) of the Act, the board 

shall act with due care, diligence and good faith.  

 The board has a duty to act in good faith and to 

avoid misleading and deceptive acts or representations.  

The board should not seek to exclude or restrict any duty or 

liability to a member, which is imposed on it by any law.  It should not seek to 

rely unreasonably on any provision seeking to exclude or restrict such duty or 

liability.  

 The board has a duty to act diligently and with due care with regard to all 

actions between itself and its members and customers.  These concepts imply 

that board members should discharge those duties as can reasonably be 

expected from a prudent person in a like position and under similar 

circumstances.    

 Prudence requires the board not to assume risks without taking due account 

of the possible consequences.  This includes maintaining adequate financial 
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resources, including liquidity, as well as maintaining effective risk 

management systems.  

 Adequate implies the taking into account of the necessary margins for 

unexpected contingencies.  

 The board should invest the monies and manage the assets of the fund so 

that they yield a return by way of income and capital appreciation, which is 

more than adequate if judged in relation to the risks of the investments and 

the liability structure of the fund.  

 In terms of section 7C (2) (d) of the Act, the board shall act with impartiality in 

respect of all members and beneficiaries of the fund.  

o The board should not only have the interest of active members at heart, 

but also those of pensioners, deferred pensioners and beneficiaries.  

The board should ensure that no individual or group of members is 

favoured at the expense of other members, and that all are treated 

fairly.  

o Investments and allocation of surplus should be made in the best 

interest of the present and future members and beneficiaries of the 

fund; impartiality between different classes of members, beneficiaries 

and the interests of the employer (where it has obligations relating to 

the fund) should be practiced.  

 

4.2 Role players to liaise with the proposed fund. 
 

The stakeholders in the governance of a fund are the fund's members (they include 

pensioners, former members and deferred pensioners), their dependants and, if 

applicable, nominees of the members (the dependants and nominees hereafter 

referred to as "the beneficiaries"). The other parties affected by the governance of a 

fund are the employer participating in the fund (other than with a preservation fund), 

the sponsor (if not the employer) and the Registrar (all of whom are collectively 

referred to as "the stakeholders") 
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The board of a fund, assisted by the principal officer, is responsible for the 

governance of a fund.  

 
The principal officer is appointed by and accountable to the board, and the board is 

accountable to the members and beneficiaries and the Registrar for its governance 

of the fund. The board is secondarily also accountable to the employer participating 

in the fund and the sponsor of the fund because, in respect of an employer, the fund 

fulfils one of the employment promises made by the employer, which is to provide 

the benefits set out in the rules of the fund; and in respect of the sponsor (if different 

from the employer), because the sponsor set up the fund confirming provision of the 

benefits in terms of the rules. This accountability for the governance of a fund is very 

important due to the fact that the assets of a fund are required by members and 

beneficiaries to fulfil a vital need on retirement, withdrawal from service, death or 

disability.  

Members and beneficiaries require legal recourse or remedies should the benefits 

not be provided to them as stipulated in the rules of the fund. 

 

 The responsibilities of Trustees in appointing, monitoring and 

evaluating the role players with specific reference to service level 

agreements and mandates 

 

Trustees can usually only act jointly and unanimously, unless provision is made for 

voting, a quorum or delegation. Their powers to delegate their decisions (enforce 

their will) are limited. In case of difficulty an application to the Court must be made. 

 

The responsibilities of a trustee can be onerous, although honest trustees are 

normally indemnified out of the trust assets. A trustee carries the fiduciary 

responsibility and liability to use the trust assets according to the provisions of the 

trust instrument (and often regardless of their own or the beneficiaries' wishes). The 

trustee may find him liable to claimants, prospective beneficiaries, or third parties. In 

the event that a trustee incurs a liability (for example, in litigation, or for taxes, or 

under the terms of a lease) in excess of the trust property they hold, they may find 

themselves personally liable for the excess. Thus, at least in theory, a member of a 

small charity committee could unwittingly risk their family assets. 
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Trustees are generally held to a "prudent person" standard in regard to meeting their 

fiduciary responsibilities, though investment, legal, and other professionals can be 

held to a higher standard commensurate with their higher expertise. Trustees can be 

paid for their time and trouble in performing their duties only if the trust specifically 

provides for payment. It is common for lawyers to draft will trusts so as to permit 

such payment, and to take office accordingly: this may be an unnecessary expense 

for small estates. 

 

 

 

Instructions to the facilitator 

In front of the class, ask learners to outline procedures that should be followed when 

designing an implementation plan.  

Record and discuss learners‘ input.  
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