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A French ballet term describing a dance step requiring dancers 
to move forward and onwards.

You may be thinking ‘oh no another Pension and Provident fund article’ and 
we don’t blame you! There is a flood of articles on the topic, 

most of them comprised of technical jargon enough to bore any person. 

This is a short, punchy article on the ‘need-to-know’ aspects of Pension and 
Provident funds, presented in the form of a Q and A session.

BlackSwan Events

“... we can’t protect against that which we don’t know.”

1. SO I NEED TO BE A MEMBER?

Enrolment to your employer’s Pension or Provident fund is compulsory, however you can check with their human 
resources manager.

Currently retirement funds are tax-free structures, making them attractive vehicles for long-term investment growth.

Until 2016 this was a fairly complicated question, however the tax treatment of contributions to Pension and Provident 
funds has been aligned, meaning they are treated the same. A total of the highest of 27.5% of taxable income and 
remuneration can be claimed as a deduction regardless if the contribution is member or employer funded – in any tax 
year but capped at R350, 000.

2. AM I TAXED ON GROWTH WITHIN THE 

3. CAN I CLAIM MY CONTRIBUTIONS AGAINST TAXABLE 
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The investment options are decided by the board of trustees of the Umbrella Fund. Most Pension and Provident funds 
have an array of ‘in house’ risk profiled portfolios as well as external asset management options which usually come 
at a higher management charge than the ‘in house’ solutions. Your employer’s Investment Committee would select an 
option or options which members can choose from. Remember, it is your money, so in most cases you can “opt out” if 
you really wish to manage your own funds and construct your own investment portfolio.

As a member you have to nominate beneficiaries and ensure that those nominations are up to date. But, nominating 
beneficiaries does not mean those people will necessarily get the money from your pension or provident fund when you 
die. The trustees of the fund have 12 months from the date of your death to search for and identify your dependants. 
They also have to make the decision about how to divide up the money and how to pay it to your dependants. 

Only if one leaves the fund, in the case of retrenchment, employment termination or resignation. In these instances 
the withdrawal will be subject to retirement fund withdrawals tax table, which is punitive as you can see.

“October month is one of the peculiarly dangerous months to invest in stocks. 
The others are July, January, September, April, November, May, 

March, June, December, August and February.” 
- Mark Twain

4. WHAT ARE MY INVESTMENT CHOICES WITHIN MY 

5. WHAT HAPPENS IF I DIE?

6. CAN I ACCESS MY FUNDS BEFORE RETIREMENT?

TAXABLE INCOME RATE OF TAX 

0 – 25 000                              0% of taxable income

25 001 - 660 000 18% of taxable income above 25 000

660 001 - 990 000  114 300 + 27% of taxable income above 660 000

990 001 and above 203 400 + 36% of taxable income above 990 000

Had you chosen to only cash in at retirement age, your first R500 000 would be tax free. But if you withdraw before 
retirement, the withdrawals count against you at retirement and you lose the exemption. You will end up paying more 
in tax as result. 

Usually this will be treated the same way as retirement from the fund, please see number 9 below.

7. WHAT HAPPENS IF I BECOME DISABLED?
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A member’s fund can be withdrawn and paid to an ex-spouse in terms of the divorce order. The withdrawal will be 
treated as a pre-retirement withdrawal and taxed as such, see number 6 above. Usually the member spouse is liable 
for the tax on such a withdrawal. 

Although there has been an alignment in terms of tax treatment of contributions to either a Pension or Provident fund, 
the biggest difference between the two structures remains. A Pension fund limits a member to withdraw a lump sum 
not exceeding one third of the fund value at retirement whereas members of a Provident fund can commute the entire 
amount on retirement. Tax applied on commuted lump sums at retirement, from both Pension and Provident funds, is 
calculated as follows: 

Any amount not withdrawn as a lump sum must be used to purchase an annuity for the provision of income. 

CONCLUSION

We urge all members to contact their financial adviser should they have any questions relating to Pension and Provident 
funds.  

Here is a simple question, the answer of which will reveal how necessary a consultation with your advisor is: 

Do you know the underlying portfolios of your Pension or Provident fund? 

Retirement is something most of us will face, the sooner your plan is in place and working for you’re the better. Small 
changes today can amount to massive shifts in fortune come retirement.

8. WHAT HAPPENS IF I GET 

9. WHAT ARE MY CHOICES AT RETIREMENT?

TAXABLE INCOME RATE OF TAX 

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

MORE INFORMATION

If you have any question regarding our Research, Investment Consulting, 
Wealth Management, Reporting or Treasury Solutions services please contact us today.
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Consult with us to ensure that your investment strategy and risk tolerance remains relevant to your personal needs and 
your investment time horison.

TANIA THERON
Cape Town

tania@grayswan.co.za

GREGOIRE THERON
Johannesburg

greg@grayswan.co.za

MART-MARIE DE JONGH
Cape Town

martmarie@grayswan.co.za

BRAAM BREDENKAMP
Johannesburg

braam@grayswan.co.za

www.grayswan.co.za   l   021 852 9092 (CT)   l   011 431 0141 (JHB)

Investment Consulting

Wealth Management

Treasury Solutions

Truly Independent


