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THE MEDIUM-TERM BUDGET POLICY STATEMENT (INCLUDING COMPULSORY ANNUITISATION)

Treasury is of the view that financial systems have substan�ally 
developed in South Africa in the past 20 years. Sta�s�cs in the 
Paper illustrate that at least 91 per cent of South African adults 
have been formally included in its financial system, with only about 
2.9 million s�ll excluded. Of those included, 81% have a bank 
account, 78% use other non-bank channels, and approximately 
61% s�ll use informal channels. If South Africa's nearly 5.3 million 
social grant beneficiaries are excluded from banking ins�tu�ons, 
then only 68% of adults are considered banked.

In addi�on, interna�onal and domes�c factors such as the 

p a n d e m ic ,  low  e co n o m ic  g row t h ,  co n� n u in g  h ig h 

unemployment levels, increasing consumer prices, and greater 

household dependency on credit impact nega�vely on 

household and business financial health.

Ÿ small, medium and micro enterprises (SMMES). 

Ÿ individuals and 

However. financial systems have not sufficiently closed the gap 
that exists in access to financial services by:

The Minister stated that all NEDLAC cons�tuencies have reached 
agreement for the annui�sa�on of provident funds to take effect in 
March 2021. Please see Annexure A, which provides informa�on 
on compulsory annui�sa�on, including reference to the Taxa�on 
Laws Amendment Bill.

At the same �me the Medium-term Budget Policy Statement was 
published, Na�onal Treasury (“Treasury”) published the first dra� 
of the Financial Inclusion Policy Paper, “An Inclusive Financial 
Sector for All” (“the Paper”) for public comment.

3. DRAFT FINANCIAL INCLUSION POLICY

The Minister men�oned that the agreement within NEDLAC also 
includes addressing other anomalies in the re�rement industry, to 
ensure more appropriate and be�er value-for money annuity 
products for low income workers. He specifically men�oned that 
the emergence of hybrid annui�es as an op�on for the default 
annuity to address some of these concerns. He then thanked the 

labour cons�tuency (of NEDLAC) for iden�fying appropriate 
annuity products for low income workers.

2. ANNUITY OPTIONS FOR LOW INCOME WORKERS

“Madam Speaker, you are now well aware that the country's Aloe 
Ferox is drought resistant, it can survive the harshest of 
circumstances and can certainly withstand a pandemic.

On 28 October 2020, the Minister of Finance - Mr. Tito Mboweni 
(“the Minister”) - presented the Medium-term Budget Policy 
Statement. The Minister made reference to the following topics 
that are of interest to re�rement funds.

1. COMPULSORY ANNUITISATION

In South Africa, the high frequency data that we collect suggests 
that green shoots are emerging. At this stage, it looks like there will 
be a strong rebound in the next quarter.”

Our li�le Aloe Ferox has survived! It is recovering!
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The Paper explores what needs to be done to: 

In addi�on, interna�onal and domes�c factors such as the 
pandemic, low economic growth, con�nuing high unemployment 
levels, increasing consumer prices, and greater household 
dependency on credit impact nega�vely on household and 
business financial health.

In the mean�me, the Democra�c Alliance has introduced a dra� Bill 
to Parliament to allow for re�rement funds to stand guarantee for 
loans provided to fund members for reasons other than housing. 

The dra� Financial Inclusion Policy Paper includes the following 
regarding access to re�rement fund assets:

Finscope, 2019

According to Finscope 2019, only 21% of individuals have three 
months' savings set aside as an emergency fund. With the 
pandemic, many employers may find themselves unable to pay 
workers while others may only be able to make par�al payment 
of salaries and wages.

Businesses are likely to close or reduce their number of workers. 
The re�rement fund industry and the insurance sector will be 
affected as workers who lose their jobs are likely to withdraw 
their re�rement savings or surrender their long-term insurance 
savings policies early.

While withdrawals from re�rement savings and surrendering 
long-term insurance policies before maturity date may not be 
advisable, for some these savings are the only source of funds 
available to them during this uncertain and difficult period.

The Minister recognised that re�rement funds are designed 
primarily to promote life-cycle savings, and encourage individuals 
to save while working to provide an income when they re�re. 
Treasury said they had received a number of proposals from 
taxpayers and some NEDLAC social partners, to enable limited pre-
re�rement withdrawals from re�rement funds, especially during 
�mes of a disaster like the COVID-19 pandemic. He went on to 
state that Treasury has consulted with NEDLAC partners to 
introduce the necessary legisla�ve amendments next year to 
allow for limited withdrawals under certain circumstances, but 
linked to mandatory preserva�on requirements. 

a) deepen the financial inclusion of individuals, 
b) extend access to financial services for SMMES; and 
c) leverage a more diversified provider and distribu�on base for 
financial services in South Africa.

4. EARLY ACCESS TO RETIREMENT SAVINGS

Pillar One - Deepen financial inclusion for individuals. Improve 
the beneficial use of financial services for the newly included, the 
payment infrastructure for mass use of new payment methods 
and the take-up of savings, insurance and produc�ve credit.

Pillar Two - Extend access to financial services for SMMEs. This 
includes improving the credit infrastructure for SMMEs leveraging 
off a broader payment system and incen�vising the provision of 
asset insurance.

Pillar Three - Leverage a more diversified provider and 
distribu�on base. Support compe��on and diversifica�on of the 
supply base by strengthening the co-opera�ves sector, developing 
a more propor�onate regulatory environment to ease compliance 
costs, allowing for and empowering the use of agents in financial 
service distribu�on and leveraging fintech disruptors.

The Paper includes a summary table of the proposals iden�fied for 
considera�on.

The process to be followed
The Paper proposes various projects that will be priori�sed to 
support the successful achievement of the three pillars that 
support the policy objec�ves, and their priority areas, as iden�fied 
during the policy's development. The proposals contained in the 
Paper would be concluded and adopted following a public 
consulta�on process. This will be followed by the dra�ing of the 
Na�onal Financial Inclusion Strategy as well as a monitoring and 
evalua�on framework for financial inclusion (i.e. an annual 
financial inclusion monitor that summarises data and survey 
findings).

“In the South African context, the segments of society that 
underu�lise financial services are inadequately provided for. Even 
if the services exist, they are o�en not easily accessible to the 
excluded and under-served.

Furthermore, financial services are a significant enabler for a 
society's social and economic development. Effec�vely, including 
people in the financial sector not only requires the availability of 
financial products and services, it also needs them to be 
convenient, affordable, fair and trusted. In addi�on, most South 
Africans must be able to use them.”

It sounds like there will be legisla�on introduced in 2021 to allow 
for limited withdrawals from funds. From the statement, it 
appears that this may be by way of direct withdrawals from funds 
and not access to re�rement savings through loans. In addi�on, it 
sounds like this access will not be limited to COVID-19 related 
financial distress but wider circumstances, which circumstances 
will be circumscribed. The reference to coupling these permi�ed 
limited withdrawals to compulsory preserva�on of savings is 
interes�ng and we will have to see how this pans out.

“Financial inclusion refers to the delivery of financial services at an 
affordable cost to vast sec�ons of the popula�on that are 
historically excluded or under-served by the formal financial 
sector.”

Government recognises there are structural problems that need 
to be addressed and intends to address these issues in conjunc�on 
with the sector's stakeholders, through three core policy pillars:

The three pillars
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The Minister stated that a dra� gaze�e will be released shortly for 
public comment which will outline the parts of Regula�on 28 that 
are being proposed for review.

The review of Regula�on 28 derives from comments from 
government, industry and labour, to encourage investment by 
re�rement funds in infrastructure, par�cularly in �mes of low 
economic growth. 

The Minister confirmed that Government has ini�ated a process 
to review Regula�on 28 (which regulates the type and percentage 
re�rement funds may invest in certain types of assets) to make it 
easier for re�rement funds to increase their investment in 
infrastructure, should their board of management opt to do so. 
Thus, it appears that investment in infrastructure by funds will be 
le� to the board of a fund to decide. 

7. PROPOSED REVIEW OF REGULATION 28 TO THE PENSION 
FUNDS ACT

The second-dra� of COFI has introduced a new defini�on of 
“umbrella fund” and “sub-fund” (see the previous publica�on) 
which will make it must easier for the Financial Sector Conduct 
Authority to issue conduct standards aimed specifically at 
umbrella funds.

The Minister men�oned, cryp�cally, that “engagements are also 
underway between Government and social partners to resolve 
concerns with respect to the governance of umbrella funds”. He 
said that announcements will be made a�er comple�on of further 
consulta�ons within, and outside of, NEDLAC.

6. UMBRELLA FUNDS

Consumer awareness and educa�on
Customers should receive clear informa�on about the 
consequences and implica�ons of withdrawing long-term savings. 
This is par�cularly important for those whose ac�ons may be 
driven more by market uncertainty than the need to access funds.

Restructure the re�rement system to cater for and withstand 
another poten�al state of disaster in the future. 

Create a savings vehicle for fund members that will be accessible 
for tui�on, housing, medical emergencies by taking advantage of 
the effec�veness of savings through the re�rement system.

Restructure the re�rement system - long-term measure

Key considera�ons and proposals for project development

The Paper stated the following regarding a savings vehicle for fund 
members:

No detail was provided of auto-enrolment or a na�onal fund. 
However, the Minister did state that this is an urgent interven�on 
on the way to the establishment of a comprehensive social 
security system under considera�on at NEDLAC. 

Enabling early access to pension funds could be explored, but this 
would require legisla�ve amendments because the current law 
and policy prohibits any pre-re�rement access to these savings 
unless an employee resigns or is retrenched.

South Africa's worryingly low formal savings rate and people's 
current dependence on re�rement savings necessitates that an 
awareness drive be put in place to ensure South Africans save 
more in the future, once the experience of this global pandemic 
has passed.

5. ACCELERATING AUTO-ENROLMENT

The Minister states that there is agreement at NEDLAC to 
accelerate:

· the introduc�on of auto-enrolment into a re�rement fund 
for all employed workers (that is, in our view, compulsory or 
default membership of a re�rement fund for members at 
employer level) , and

· the establishment of a fund for workers currently excluded 
from coverage, because their employers have not 
established their own re�rement funds. 
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Vested benefits do not have to be annui�sed. 

Provident fund:
Any contribu�ons to the provident fund made before 1 March 2021, 
plus amounts credited to your fund account at any �me because of 
the amount in your fund account on 1 March 2021 (for example 
future surplus) and fund return on these amounts at any �me. This 
vested amount can then be reduced propor�onally by amounts that 
are allowed to be deducted (at any �me), for example on divorce, 
for maintenance or for housing loans. 

Preserva�on fund:
Any amounts transferred into the preserva�on provident fund 
before 1 March 2021, plus amounts credited to your fund account 
at any �me because of the amount in your fund account on            
1 March 2021 and fund return on these amounts at any �me. This 
vested amount can then be reduced propor�onally by amounts 
that are allowed to be deducted (at any �me), for example on 
divorce, for maintenance or for housing loans.

TRANSFERS

This Taxa�on laws Amendment Bill wording has consequences for 
vested rights when there are transfers between funds, so please 
contact your consultant to discuss this should you be thinking of 
transferring between funds. This is especially so with respect to 
members who are 55 years or older on 1 March 2021 and are 
transferring to a fund that they were not a member of on               
1 March 2021.

CONTRIBUTIONS

As the vested benefits of members who are younger than 55 on     
1 March 2021 depend to a large extent on contribu�ons made 
before 1 March 2021, it is important, to avoid debate about 
whether the contribu�ons are vested benefits or not by ensuring 
that:

Vested benefits are made up of the following:

Member of a provident fund who was younger than 55 on          1 
March 2021

Ÿ All late payment interest is paid before 1 March 2021, and 
Ÿ That February 2021 contribu�ons are paid to the fund before 

1 March 2021 (which is not usual prac�ce) and not a�er          
1 March 2021 as would usually happen.

A�er considering the final version of the Taxa�on Laws 
Amendment Bill, the compulsory annui�sa�on posi�on seems to 
be as follows:

Member of a provident fund and who was 55 years of age or 
older on 1 March 2021

Provident fund:
Anything you have contributed to the fund, any amounts credited 
to your fund account and fund return on both of these – whenever 
this occurred - at any �me. However, the contribu�ons men�oned 
above are only vested so long as you were a member of the 
provident fund on 1 March 2021.

Provident preserva�on fund: 
Anything you have transferred into the preserva�on provident 
fund, any amounts credited to your fund account and fund return 
on both of these – at any �me.

Ÿ All late contribu�ons are paid before 1 March 2021;

Ÿ As from 1 March 2021, not more than one-third of the 
re�rement benefit from a provident fund may be taken as a 
lump sum (as with pension funds). Therefore, the two-thirds 
will have to be used to fund an annuity. 

The idea behind compulsory annui�sa�on was that:

ANNEXURE A – COMPULSORY ANNUITISATION

Except for what we will call vested benefits, as from 1 March 2021 
not more than one-third of the re�rement benefit from a 
provident fund may be taken as a lump sum (as with pension 
funds). Therefore, the two-thirds will have to be used to fund an 
annuity. 

If the total fund value on re�rement, excluding the above amounts 
which may be paid as a lump sum, does not exceed R247 500 then 
that amount may also be paid out as a lump sum and does not 
have to be annui�zed.

Ÿ If the total fund value on re�rement, excluding the above 
amounts which may be paid as a lump sum, does not exceed 
R247 500 then that amount may also be paid out as a lump sum 
and does not have to be annui�sed.

Ÿ Then certain excep�ons were to be built in to protect benefits 
already built up in provident funds and the benefits of 
members who were 55 and over on 1 March 2021.

Seems simple enough…but over �me this has been complicated 
and the dra� Taxa�on Laws Amendment Bill, which is the 
legisla�on that provides for these changes, has become more 
complex and ambiguous.
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