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As far back as 2012, the South African government announced its intention to introduce extensive retirement reforms to 
promote a culture of retirement savings. Many of the reforms have been implemented, but the annuitisation of provident 
funds was delayed in order to reach agreement among various stakeholders. After many years of consultations between 
industry bodies, the government and National Economic Development and Labour Council (NEDLAC), it has been 
decided that the requirements for provident fund annuitisation will come into effect on 1 March 2021 – referred to as 
T-Day. This change impacts active members of a provident fund as at 1 March 2021.
 
The retirement reforms seek to encourage members of retirement funds to save and provide adequately for their 
retirement, and are also aimed at aligning the different types of retirement funds and enabling greater portability of 
benefits between retirement funds. Therefore, the annuitisation requirements for provident funds are in line with those 
for pension and retirement annuity funds. 

Retirement Reform 2021: Provident Fund Annuitisation

At present, members of provident funds and provident preservation funds can take the full value of their retirement 
benefits in cash at retirement if they chose to do so. Members of pension funds, pension preservation funds and 
retirement annuities on the other hand, can only take ⅓rd of their retirement benefits in cash and must use at least 
⅔rds of their retirement benefits to purchase an annuity to provide a regular income in retirement. If the total 
value of the retirement benefit is less than R247,500, members of pension funds, pension preservation funds and 
retirement annuities can take the full value of their retirement benefit as a cash lump sum.

WHAT IS CHANGING?
Any money contributed to a provident fund from T-Day onwards will be subject to the same 
annuitisation rules applied to a pension fund or retirement annuity benefit at retirement: only 
⅓rd of the benefit may be taken in cash, and at least ⅔rds must be used to purchase an annuity. If 
the post T-Day contributions, plus growth, are valued at R247 500 or less at retirement, the full 
amount can be cashed out.

ANNUITISATION OF PROVIDENT FUND BENEFITS
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VESTED BENEFITS

Existing members of provident funds and provident preservation funds have accumulated benefits with 
the expectation of being able to receive those benefits as a cash lump sum at retirement. In recognition 
of that expectation, provident fund and provident preservation fund members will have the right to take 
the benefits they have accumulated up to T-Day, plus growth on those benefits, as a cash lump sum when 
they retire. These benefits will be referred to as ‘VESTED BENEFITS’. 

All contributions originating from a pension fund or retirement annuity fund are considered fully non-vested.

VESTED BENEFIT NON-VESTED BENEFIT

The benefits that acculate up to 28 February 2021 
PLUS investment growth on those benefits after 
that date. 

The contributions that are made from 1 March 2021 
PLUS investment growth on those contributions 
after that date.

WILL EXISTING PROVIDENT PRESERVATION FUND MEMBERS BE AFFECTED?

T-Day changes only affect contributions made after T-Day, and as provident preservation fund members 
cannot make contributions, existing members of provident preservation funds will not be impacted by 
these changes. Existing provident preservation investments will be fully vested.

MEMBERS WHO ARE 55 YEARS OR OLDER ON T DAY

Provident fund members aged 55 or older at T-Day are exempt from the annuitisation requirements. Both 
the provident fund benefit accumulated before T-Day and the contributions made from T-Day onwards, 
plus growth, will be considered vested benefits. This remains the case if the member transfers this benefit 
to another retirement fund: the full benefit plus growth after the transfer takes place remains vested.

Example: 

TRANSFERS OF VESTED AND NON-VESTED BENEFITS TO OTHER RETIREMENT FUNDS

Vested and non-vested benefits transferred to other retirement funds after T-Day will retain their nature 
in those retirement funds. However, any new contributions in the new retirement fund, plus growth on 
these contributions, will be treated as non-vested and will be subject to annuitisation.

Member below 55 on T-day

• Provident fund member Mr Poole is 45 years old on T-Day.

• As at T-Day, he has accumulated R237 000 in his provident fund.

• Between T-Day and his retirement on 1 March 2036, he contributes a further R450 000 towards his 
retirement savings.

• At retirement on 1 March 2036 the fund value is R900 000, made up of: 

• R237 000 pre-T-Day benefit (vested)

• R140 000 growth on the Pre-T-Day benefit (vested)

• R450 000 post T-Day contributions (non vested)

• R73 000 growth on the post T-Day contributions (non-vested)

• The total vested benefit is R237 000 plus R140 000 = R377 000

• The total non vested benefit is R450 000 plus R73 000 = R523 000

• At retirement Mr Poole will be entitled to take the full vested benefit of R377 000 as a cash lump-sum

• He will also be able to cash out 1/3 of the non vested benefit, to the value of R174 333.33

• The total he may take in cash is therefore R377 000 plus R174 000 = R551 333.33

• Mr Poole must use the remaining two-thirds of his non-vested value, R348 667, to purchase an 
annuity/pension.
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Example: 

Member 55 or older on T-day

• Ms Dlamini is a member of a provident fund and is 55 years old on T-Day.

• On T-Day she has an accumulated R350 000 as a fund value (retirement savings).

• Between T-Day and retirement on 1 July 2032, she contributed a further R70 020 towards retirement 
savings in the same provident fund.

• At retirement on 1 March 2026 the fund value is R700 000 (made up of R350 000 plus R70 020 plus 
investment growth)

• At retirement, Ms Dlamini will be entitled to take the entire provident fund value of R700 000 as a 
cash lump sum retirement benefit.

The change to provident fund contributions from T-Day means that the differences between retirement funds at 
retirement fall away. Pension and Provident funds will become like-for-like, as will pension preservation funds and 
provident preservation funds. We expect some streamlining of retirement funds in the industry to take place over 
time as a result. 

The alignment of retirement funds rules allows for transfers between most retirement funds to be on a tax neutral 
basis as of T-Day, including transfers from pension funds to provident funds, which are currently taxed. The exception 
is retirement annuity funds: savings in these funds can only be transferred tax free if they are transferred to another 
retirement annuity fund, and not to a preservation fund.

The following types of transfers will be possible on a tax neutral basis:

We are updating our processes, systems and the rules of our Retirement funds to ensure they are compliant with 
T-Day requirements by 1 March 2021. We will provide more detailed information as to the specific changes you can 
expect from us closer to the time.  

Retirement fund rules relating to pre-retirement withdrawals remain unchanged: a preservation fund member may 
make a single withdrawal prior to retirement, whereas a member of a retirement annuity may not withdraw unless 
the value of the benefit is R7000 or less.

PORTABILITY OF RETIREMENT BENEFITS BETWEEN DIFFERENT TYPES OF RETIREMENT FUNDS

NEXT STEPS

FROM TO

Pension Fund Pension Fund

Pension Preservation Fund Pension Preservation Fund

Provident Fund Provident Fund

Provident Preservation Fund
Provident Preservation Fund
Retirement Annuity Fund

Retirement Annuity Fund Retirement Annuity Fund
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How does it 
affect you?

Retirement  
Reform  
Changes

What  
you  
need to 
know

 
Over the last few years, 
government has been 

reviewing and changing the laws 
that control the retirement fund 

industry.  These retirement reforms 
aim to ensure that you save enough for 

retirement and that your savings are 
protected. 

Certain changes, that would have happened in 
March 2015, are now becoming effective on  

1 March 2021.  

These are referred to as “T-Day”.  

RETIREMENT REFORM CHANGES January 2021

Sanlam Corporate

• T-day rules only apply to how your retirement benefits 
under provident funds or provident preservation funds 
are paid.  

• Nothing changes when you withdraw before retirement – 
you can still take all your savings in cash.

• From 1 March 2021, retirement benefits from provident 
funds / provident preservation funds will have the same 
rules as pension funds.

• Your member share will  
consist of two portions:  

Vested  
Member  

Share

Non-vested 
Member  

Share

If you 
are 55 years or 

older on  
1 March 2021, you will 

not be affected by any of 
these new rules – as long 
as you stay in the same 
provident / provident 

preservation 
fund.
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How will T-Day affect your retirement 
benefit from 1 March 2021?

Decide which of the circles apply to  
you and read only that section

• All your savings as at 
28 February 2021  
(plus interest thereon) 
will be in this portion.

• You may take this 
portion in cash when 
you retire.

You’ll have a  
“Vested” 

 Member Share  
(vested rights)

A 
“Non-vested” 

 Member Share  
(non-vested rights)

• All your savings from  
1 March 2021 (and  
interest thereon) will be 
in this portion.

• If this portion is  
R247 500 or less, you 
may take this portion in 
cash when you retire.

• If this portion is more 
than R247 500, you 
may only take  
one-third of this in cash 
and you must use the 
other two-thirds to buy 
a pension when you 
retire.

You’ll have a  
“Vested” 

 Member Share  
(vested rights)

You are 
younger than 
55 years on 

 1 March 2021, and

You are saving in a  
provident or provident 

preservation fund

 
You are  

55 years or older on 
1 March 2021, and

You are saving in a 
provident or provident 
preservation fund, and

You stay in the same 
fund until you retire

• All your savings as 
at date of transfer/ 
saved in the old 
fund (plus interest 
thereon) will be in this 
portion.

• You may take this 
portion in cash when 
you retire.

You’ll have a  
“Vested” 

 Member Share  
(vested rights)

• All your savings (plus 
interest thereon) in the 
new fund will be in this 
portion.

• If this portion is  
R247 500 or less, you 
may take this portion in 
cash when you retire.

• If this portion is more 
than R247 500, you 
may only take one-third 
of this in cash and you 
must use the other  
two-thirds to buy a 
pension when you retire.

A 
“Non-vested” 

 Member Share  
(non-vested rights)
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• You may take all 
your savings in this 
portion, plus interest 
thereon, in cash 
when you retire.

Take all  
your savings

in cash  
when you retire

interest  
thereon

• All your savings 
as at 28 February 
2021 (plus interest 
thereon), and all 
your savings from 
1 March 2021 (and 
interest thereon) 
will be in this 
portion.

You are 
55 years or 

older on  
1 March 2021, and

You are saving in a 
provident or provident 
preservation fund, and

You transfer to a new 
fund after  

1 March 2021
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The latest Taxation Laws Amendment Bill includes changes to the 
laws that govern provident and provident preservation funds that 
will come into effect from 1 March 2021. The changes are the final 
step in the National Treasury’s process of aligning (also referred to 
as harmonising) the benefits and rules of provident and provident 
preservation funds with those of pension and pension preservation 
funds. Shaun Duddy discusses the changes and what they will mean 
for members of provident and provident preservation funds.

As things stand, the difference between provident funds and 
pension funds is that provident fund members can take up to 100% 
of their provident fund benefits in cash at retirement, if required, 
while pension fund members are required to use at least two-thirds 
of their benefits to purchase a product that will provide them with 
an income in retirement, unless their benefits in a pension fund are 
less than R247 500. This difference also exists between provident 
preservation funds and pension preservation funds. Previously, 
there was also a difference in the tax deductibility of contributions 
to provident and pension funds but, to start the harmonisation 
process, the tax deductibility of contributions was aligned in 2016. 
To complete the harmonisation process, benefits from contributions 
made to provident funds from 1 March 2021 onwards will be subject 
to the same rules at retirement as pension fund benefits, except 
where provident fund members are 55 or older on 1 March 2021 and 
remain members of the same provident fund(s).

What will the changes mean for existing members? 

For members of provident and provident preservation funds on 
1 March 2021, all benefits in these funds as at 28 February 2021, 
plus any future growth on these benefits, will not be impacted by 
the changes. These benefits will be given “vested rights”, meaning 
that members will still be able to take up to 100% of these “vested 
benefits” in cash at retirement, if required. These vested rights will 
continue to apply even if members transfer these vested benefits to 
other retirement funds before they retire, including if they transfer 
these benefits to pension, pension preservation or retirement 
annuity funds. The changes will also have no impact on the access 
that provident and provident preservation fund members have to 
their benefits before retirement.

In addition to the vested rights on existing benefits as at 28 February 
2021, if existing provident fund members are 55 or older on 1 March 
2021, and remain members of the same provident fund(s), they will 
also receive vested rights on their benefits from new contributions 
made to these funds from 1 March 2021 onwards.

For existing members younger than 55 on 1 March 2021, the 
changes will therefore only impact benefits from new contributions 
made from 1 March 2021 onwards. For existing members 55 
or older on 1 March 2021, the changes will only impact new 

Changes to provident and provident preservation funds: What will they mean for members?

contributions made to provident funds joined for the first time 
after 1 March 2021, as these contributions will not receive vested 
rights. Members will be required to use at least two-thirds of these 
“unvested benefits” to purchase a product that will provide them 
with an income in retirement, unless their unvested benefits in a 
retirement fund are less than R247 500, or whatever this amount 
may be in future as stipulated in the retirement fund laws.

What will the changes mean for new provident fund 
members?

Members of all ages who start contributing to provident funds for 
the first time after 1 March 2021, will immediately be subject to the 
new laws, i.e. all of their benefits will be unvested. Both at and before 
retirement, these new members’ benefits will experience the same 
benefits and rules as if they were in a pension fund.

Can members lose their vested rights?

As mentioned, vested rights will be given to existing provident and 
provident preservation fund members on 1 March 2021 and these 
vested rights will remain intact until retirement, even if the vested 
benefits are transferred to a different retirement fund. If, however, 
these members access benefits before retirement, or benefits are 
deducted from their retirement funds before retirement, their vested 
benefits will be reduced as part of this.

In summary, provident and provident preservation funds will be 
“equivalent” to pension and pension preservation funds from 1 
March 2021, with the important exception of vested benefits that 
will not experience any changes. This “equivalence” will also mean 
that any tax consequences of transferring pension and pension 
preservation fund benefits to provident and provident preservation 
funds will be removed. Lastly, as a reminder, the treatment of 
retirement annuity fund benefits at retirement is already equivalent 
to the treatment of pension and pension preservation fund benefits 
at retirement. Therefore, from 1 March 2021 all of these retirement 
funds will be aligned.

How will this work at retirement?

Let’s consider a member who is younger than 55 on 1 March 2021 
and retires from their retirement annuity fund after 2021 with R3m. 
R2m is vested benefits, from benefits that were in a provident fund 
on 28 February 2021 and later transferred, and R1m is unvested 
benefits, R250 000 from contributions to the provident fund from 
1 March 2021 onwards and later transferred and R750 000 from 
contributions to the retirement annuity fund. Of the R1m unvested 
benefits, the member will have to use at least two-thirds to purchase 
a product that will provide them with an income in retirement1, while 
they will still be able to take up to 100% of the R2m vested benefits in 
cash, if required.
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If this member was 55 or older on 1 March 2021, their vested 
benefits would be R2.25m, R2m from benefits that were in 
the provident fund on 28 February 2021 and R250 000 from 
contributions to the provident fund from 1 March 2021 onwards 
before transferring. In this case, the member would have to use at 
least two-thirds of their R750 000 unvested benefits to purchase 
a product that will provide them with an income in retirement1, 
while they would be able to take up to 100% of their R2.25m vested 
benefits in cash, if required.

Enhancing preservation

The harmonisation of provident and provident preservation 
funds with pension and pension preservation funds is part of the 
National Treasury’s broader retirement reform initiatives, and 

aims to enhance the preservation of retirement fund benefits so 
that retirement fund members are able to provide a better income 
for themselves in retirement, which we believe is a good thing. 
The changes will impact the members of our Allan Gray Umbrella 
Provident Fund and Allan Gray Provident Preservation Fund. We 
are taking the necessary steps to effect the changes, especially in 
relation to allocating vested rights to these members, administering 
the vested benefits over time and reporting on the vested benefits to 
members. We will communicate further in the new year.

Commentary contributed by Shaun Duddy, Product development manager, Allan Gray

1 The assumption is that de minimis, which is currently R247 500 but could be increased in future, is still below the R1m or R750 000 at the point of retirement.


