
PROVIDING YOUR EMPLOYEES WITH APPROPRIATE 

RETIREMENT BENEFITS 

THE RETIREMENT FUND 
 

 
In providing a retirement benefit for employees, an employer is required to contribute into a pool of retirement 
funds set aside for the employee’s future. The pool of funds is invested on the employee’s behalf, and the earnings 
on the investment generate an income for the employee upon his retirement. In addition to an employer's required 
contributions, some retirement funds make provision for a voluntary investment component. A retirement fund can 
facilitate an employee contributing part of their current income into the fund so as to further boost their retirement 
savings. The employer may elect to match a portion of the employee’s annual contributions, up to a specific 
percentage or Rand amount. 
 
Retirement benefits can be provided through either a Provident Fund or a Pension Fund, both of which are defined 
benefit plans. In a defined contribution plan, the employer makes specific planned contributions for the employee, 
usually matching to varying degrees the contributions that are made by the employee. The final retirement benefit 
received by the employee upon his or her retirement depends on the retirement fund’s investment performance. 
This means the benefit at retirement is linked to the total funds contributed to the fund plus investment growth.  

 
TAX BENEFITS OF RETIREMENT FUNDING 
 

 

During the pre-retirement  or accumulation phase, investment contributions made toward a retirement fund are tax 
deductible in the employee’s hands up to a limit of 27.5% of the employee’s taxable income. All monies invested 
in a retirement fund experience tax-free grow and are protected from all creditors other than SARS and a divorce 
order. At retirement, the income from the retirement fund will be subject to tax on the annual tax tables.  
 
WITHDRAWALS FROM RETIREMENT FUNDS 

 

 

Provident fund members may withdraw up to 100% of their benefit in cash at retirement according to the current 
tax laws. On the other hand, Pension Fund members may withdraw up to one-third of the lump sum in cash, and 
the balance must be used to invest in an annuity. The lump sum withdrawals will be taxed according to the current 
retirement table. This table currently allows the first R500 000 of the withdrawal to be tax-free. Thereafter, any 
additional lump sum amount is taxed on a sliding scale.  
 
RESIGNATION OF THE EMPLOYEE 
 

 

Should an employee resign from their employment they have four options for their retirement fund: 
 

 Deferment in the fund 

 The employee can elect to leave his/her retirement benefit invested in the fund until a later date.  

 Preserve 

 The employee may choose to have the full or part of the benefit transferred to a private Pension or Provident 
Preservation Fund. The monies will be invested in accordance with the Preservation Fund selection and will 
continue to grow tax-free. The employee has one opportunity to access these funds, subject to tax, before 
retirement.  

 Take the benefit in cash 

 The employee has the option to withdraw all, or a portion, of the benefit in cash. This withdrawal will be 
subject to tax on the withdrawal table. If a portion of the benefit is withdrawn, the balance must be transferred 
to either a Preservation Fund or the new employer’s retirement fund.  

 Transfer to another approved fund  

 If the employee is moving to another company with a retirement benefit they may, subject to the fund rules,  
elect to transfer their current retirement fund to the new company’s retirement fund. This transfer is done free of 
tax.  

  
 


