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26 February 2016

ATTENTION: Municipal Manager
Cc: Human Resources / Payroll Officer
Cc: Director of Corporate Services
Cc: Members

RETIREMENT REFORM SECOND UPDATE 2016: TAX BENEFITS CONTINUE &
ANNUITISATION POSTPONED

During the past month there have been discussions between the Presidency and stakeholders
surrounding the implementation of the new legislation scheduled to commence on 01 March 2016.
Cabinet has noted concerns that have been raised in respect of the retirement reforms relating to the
requirement to purchase an annuity at retirement for Provident Fund members.

Government is proposing that the annuitisation requirement for Provident Fund members be
postponed for two years 10 allow for further consultation with key stakeholders. However, it should be
noted that the 2015 Tax Laws Amendment (and the 2013 and 2014 Acts) provisions relating to
retirement will come into force on 01 March 2016, except for the annuitisation implementation date
and related provisions.

NB: The following amendments will continue as scheduled from 01 March 2016:

e The tax deduction for contributions to all retirement funds (including provident funds) will
increase to 27.5% of the greater of taxable or remuneration, up to a cap of R350 000 per year,
from 01 March 2016.

e The minimum threshold required for annuitisation for pension and retirement annuity funds will
still be R247 500.

Attached with this circular is a media statement issued by the minister of finance on the recent
developments.

The Fund through its website, roadshows, newsletters and training workshops will be providing
detailed information regarding the reforms. The Fund will also be rolling out training programmes
for Human Resource and Payroll officers on the new changes and how to respond to members. Should
the municipality or members require clarification on the above, please contact our Client Services
call centre on 031 279 5300 or e-mail us on info@njmpf.co.za.

Yours faithfully,

Sam Camilleri
CEQ/PRINCIPAL OFFICER
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MINISTRY OF FINANCE
REPUBLIC OF SOUTH AFRICA

MEDIA STATEMENT

TAX BENEFITS CONTINUE, ANNUITISATION POSTPONED

Following the decision by Cabinet yesterday to table a legislative amendment to the Taxation
Laws Amendment Act, and the media briefing by Minister Jeff Radebe; National Treasury would
like to provide further details.

Cabinet has noted the concerns that have been raised in respect of the retirement reforms
relating to the requirement to purchase an annuity at retirement (i.e. to receive a regular monthly
income during retirement instead of a lump sum) for provident fund members. Despite extensive
consultation processes since 2012, Government is proposing that the annuitisation requirement
for provident fund members be postponed for two years to allow for further consultation with key
stakeholders. Government has already initiated this consultation process, by requesting a
special meeting with all NEDLAC social partners, which took place this Monday, 15 February
2016. Government has also engaged with non-NEDLAC stakeholders like NUMSA via separate
section 77 (of the Labour Relations Act) hearings.

It should be noted that the 2015 Tax Laws Amendment Act (and the 2013 and 2014 Acts)
provisions relating to retirement will come into force on 1 March 2016, except for the
annuitisation implementation date and related provisions. The tax harmonisation reforms will
therefore continue to be implemented as scheduled on 1 March 2016.

Accordingly, the following changes will be introduced through an urgent tax amendment bill, to
be tabled next week:

e The bill will propose to Parliament to postpone the annuitisation requirement for
provident funds for two years, until 1 March 2018.

e Provident fund members will not be required to annuitise contributions to their funds
that were made before 1 March 2018.

e To ensure the integrity of the retirement system, the ability to transfer tax-free from
pension fund to provident fund will also be delayed until 1 March 2018. Clarity on
possible misinterpretations will also be provided in the bill, to ensure that payroll
administrators apply the law in line with original intentions.




The following amendments will continue as scheduled from 1 March 2016:

e The tax deduction for contributions to all retirement funds (including provident funds)
will increase to 27.5 per cent of the greater of taxable or remuneration, up to a cap of
R350 000 per year, from 1 March 2016.

e The minimum threshold required for annuitisation for pension and retirement annuity
funds will still be increased from R75 000 to R247 500.

e Aside from the issues covered in the urgent tax amendment bill, all other provisions
legislated in the 2015 Tax Laws Amendment Act (and all other tax laws) will come
into force on 1 March 2016.

There is broad consensus that the harmonisation and capping of tax deductions will make the
tax system simpler, more equitable and progressive. It will limit the tax deduction to very high-
income earners and allow lower- and middle-income earners a bigger tax deduction.

A core principle of the tax legislation on deduction of contributions made to retirement savings is
provided on the condition that there is annuitisation. In the case of provident funds, even though
the requirement to annuitise is to be postponed until 2018, the tax deduction will still be allowed
whilst the review on annuitisation is undertaken. If no agreement is reached in the next two
years regarding annuitisation, this tax benefit to provident fund members will be reviewed to
achieve fairness between all retirement funds. Government remains of the view that the
principle of annuitisation is in the best interest of all members of retirement funds as it can
alleviate old-age poverty.

Since the only delay will be to the requirement to purchase an annuity for provident funds (i.e.
annuitisation), the amendments for pension funds and retirement annuity funds will continue as
previously legislated.

Owing to incorrect statements on these reforms, it should be re-iterated that the new laws do
not make any changes to the treatment of retirement fund benefits when an individual resigns.
Members of pension or provident funds who resign will, therefore, still be able to cash all their
savings when they resign, subject to current taxation. This is strongly discouraged as it is not in
the interest of members of retirement funds to risk their jobs, and also have less to retire on in
future.

We would also like to conclude by pointing out that members of all pension funds, including
public servants who are members of the Government Employees Pension Fund (GEPF), are not
adversely affected by the new laws and should not risk their jobs by resigning. The hard-earned
savings of all members of a retirement fund are perfectly safe, and accessible to them now and
after 1 March 2016.

Issued on behalf of the Ministry of Finance

Date: 18 February 2016



