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agenda

1. National Treasury’s retirement fund reform papers

• “two-pot” system 

• auto-enrolment 

• governance of umbrella funds

2. other governance developments

• COFI Bill on governance

• annuitisation on retirement – BGR58

• other - conditions for administrators, cybersecurity and cyber resilience, 
contributions
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the “two-pot” system
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the “two-pot” system

• reform paper #1 – “Encouraging South African households to save more for 
retirement” – December 2021

• anticipated draft legislation in 2022 (enabling legislation)

• two main concerns with current situation –

• insufficient preservation before retirement 

• individuals in financial distress – resignation to access retirement savings 
(substantial tax on withdrawals before retirement not sufficient disincentive to 
minimize behaviour) = very low (if any) savings on retirement

• exacerbated difficulties faced due to covid-19 pandemic
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retirement vs withdrawal lump sums
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intention

• reform aims to strike a balance between opposing objectives to:

• increase preservation before retirement; and

• allow individuals access to funds without placing their employment at risk
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overview

• implementation year anticipated to be 2023

• retirement contributions allocated to 2 “pots”

• pot #1– accessible pre-retirement (1/3rd) – emergency pot

• pot #2 - preserved until retirement (2/3rds)

• under consideration: 

• protection of vested rights on accumulated retirement savings prior to new 
two-pot structure taking effect

• apply to pension, provident, preservation, retirement annuity, DC and public 
sector funds (incl GEPF)

• NT investigating tax treatment of 1/3rd access pot

• main question current deductibility apply both pots
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how does it work?
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policy proposal
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how the two-pot system may look…

• remove ability to withdraw full amount on resignation

• access pot withdrawal once a year - subject to minimum amount (e.g., R2,000)

• under consideration: second withdrawal intended reduce desire to take full value

• vested rights would be protected 

• withdrawing member to incur the cost of withdrawal

• required to undergo counselling before withdrawal

• question raised: immediate access to 10% (up to R25,000) of current savings –
proceed with caution….
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reactions
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general support

protect vested rights (exclude from system) / old rules should still apply

18-month transition period

systems changes

tax changes



poll

Is the proposed “two-pot” system a good idea?

Please answer “yes” or “no”
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auto-enrolment
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proposal

• coverage: government announced intention to introduce auto-enrolment system 
for employed and self-employed persons

• estimated 30% workers formal sector currently not participating

• 2-phased implementation –

• phase 1: auto-enrolment to cover all formal salaried employees

• phase 2: informal / vulnerable sector - more voluntary system backed by strong 
(tax) incentives, fintech and default fund considered

• government to propose legislation to introduce auto-enrolment or mandatory 
system to compel employers to deduct contributions for an approved fund

• difficulties in commenting – detail has not been provided by NT
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governance of umbrella funds
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FSCA: Financial Sector Outlook Study (2022)

• 1990’s = 16,000 registered funds

• 2020 = 5,158 registered funds (excludes unregistered public sector funds) – of this 
number, only 1,580 are currently active.

• 927 = self-standing occupational funds

• 445 = umbrella funds

• consolidation driven by operational costs savings by merging operations

• impact of covid 19 = funds applying for liquidation increased by 21.5% in 2020
(financial distress) – relief measures

16



• 2014 – NT encouraged fund consolidation

• December 2021 Reform Paper – “Governance of Umbrella Funds”

• “multi-employer funds”

• particular attention to “commercial umbrella funds” 

• FSCA Guidance Note 4 of 2018

• govt needs to come up with policy options

• strengthen governance & ensure members interests are upheld

• to increase competition

• employers = active purchasers
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FSCA integrated annual report (31 March 2020)

18



key challenges
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key challenges

• lack of member-elected trustees 

• locking-in of umbrella funds to sponsor-provided services

• conflicting commercial interests - contributions

• weak governance

• complex & opaque charges, lack of disclosure

• barriers to entry/switching
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international experience
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OECD, 2008, pension fund governance: challenges and potential solutions

• independent management committee to review how contract-based 
scheme is working

• strengthening role of pension fund supervisory authority

master trust market in the UK

• like umbrella funds

• strict operational requirements & criteria

• must establish and maintain independent governance committees 
(IGCs)  - like independent trustees 



NT proposals

• employers must achieve suitable economies of scale by joining multi-employer funds 
– Economies of Scale Report on Retirement Fund Industry of South Africa 2021

• King IV to be compulsory for funds

• additional measures

• board members must not belong to more than 3 boards in any year to avoid 
being spread too thinly

• independent board members not to be contracted as consultants / service 
providers
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NT proposals: structural solutions
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NT supports an auction system akin to Chilean system

• central auction mechanism

• prohibited for commercial funds to rule on sponsor’s service providers being 
compulsory

• criteria for awarding the bid could be set by FSCA 

IGC (advisory committees or manco’s in SA) to be formalized

• minimum standardised functions

• conduct ongoing value for money assessments, as prescribed

• assist with updates to member data, ensure contributions paid, process death 
benefits, etc



NT proposals: costs and charges
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• level of fee disclosure is low

• NT is considering disclosure-based initiative 



responses
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industry commentary

general support for change

focus on outcomes

availability of independent trustees



CoFI – fund governance
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governing body

• board of trustees = governing body

• “key person” = trustees, PO & DPO (members of GB)

• fiduciary duties

• obligations of governing body & business principles

• conduct standards

27



annuitisation on retirement – BGR58

• GN18 was withdrawn by SARS in 2021

• November 2021 - now Binding General Ruling 58 was issued to clarify that on 
retirement –

• fund may provide in-fund annuity; or

• fund may purchase an annuity in its own name; or

• fund may purchase an annuity in the name of the member

and this may comprise a combination of the above / multiple annuities (minimum 
value of R165,000 per annuity)
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annuitisation on retirement – BGR58

• impact – more flexible annuity strategies (regulation 39 of default regulations)

• amendments to fund rules

• counter-consolidation
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administrator conditions
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FSCA communication 13 of 2021 (rf)
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29 July 2021 - draft conduct standard – conditions prescribed

intended to improve administration services



key changes to BN 24 of 2002

• appointment of “responsible key person” by benefit administrator

• fit and proper requirements prescribed in draft conduct standard

• conditions relating to outsourcing by benefit administrators

• conditions relating to data management, maintenance of records & retention of 
records

• establishment of a complaints management framework

• mandatory terms - administration agreements

• conflicts of interest management
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draft joint standard – cybersecurity and cyber resilience
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background

• draft joint standard published in December 2021

• section 108(1) of FSRA authorities make standards on specified additional matters 
including –

• risk management

• internal control requirements

• reporting

by financial institutions

• applies to a number of financial institutions, including pension funds

• cyber risk = exacerbated by covid, work from home – more points access
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objectives
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set out requirements for sound practices

promote hygiene practices to preserve confidentiality, integrity, 
availability of date & IT systems

ensure undertake systemic testing & effectiveness of security 
controls

establish and maintain cyber resilience capability

notification material cyber incidents to authorities
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ENSafrica webinar – 17 May 2022

Era Gunning and Rakhee Dullabh
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thank you 


