Retirement annuities versus
tax-free investments

How do they compare?

Retirement annuities (RAs) and tax-free investments (TFls) both enable you to invest in a tax-efficient manner, giving you the opportunity to maximise your savings and improve your
long-term outcomes. To make an informed choice about how to include these in your investment portfolio and your retirement planning, it's important to understand their different
features and tax benefits.

In a nutshell:*
* Please note that this comparison has been updated to reflect the rules of the newly implemented two-pot retirement system.

How do RAs and TFls differ?

Purpose Purpose

& An RA is specifically designed for retirement planning, which is why you & A TFlis a low-cost, flexible tool to supplement your long-term savings, including

generally can't access your money before age 55. your retirement savings.

Key features and taxes Key features and taxes

+  Withan RA you pay less income tax now, because your contributions (up to +  Thereare yearly and lifetime limits to how much you can contribute.
certain limits) can be claimed as an income tax deduction. + With TFIs you don't pay any tax, unless you contribute more than the
When you access your money, lump sums up to certain limits are tax-free, allowed limits.
but after that you must pay tax. o You can access your money within 48 hours - no restrictions or penalties.
Access to your money and investment choice is now allowed under the *  Youhave access to more investment options.

two-pot retirement system, but this access is restricted.

What’s the same?

Allincome and growth you earn while you are invested in both RAs and TFls are tax-free on condition that you do not withdraw funds from your RA before maturity.

$

How to decide

To make an informed choice about where to invest or how to combine them, ask these key questions:

1 Do you need to supplement your existing retirement savings?
2  What’s your income tax bracket?

3 Howimportantis it to you to have access to your savings?

4 Do you want to invest in more high-risk, high-growth assets?
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Basic features and limits

Contribution No limits Hoyvever, contributions are tax-deductible only up to a certain Restricted R36 000 per year -
limits limit. R500 000 over your lifetime
Access to your Restricted B.efcl)re age 55 Unrestricted You can access your money within 48 hours.
money Limited access: access However, you can’t replace any withdrawals you have made in
Under the new two-pot retirement system, you can access terms of the contribution limits shown above.
a portion of your contributions through the savings pot.
Withdrawals (minimum of R2 000) from this pot may be For example, if you have already contributed
subjec.t to certain conditions.and limitations to prevent the @ R36 000 in one tax year and you withdraw R6 000,
depletion of funds before retirement. you cannot contribute another R6 000 in the same
Full withdrawal only if: tax year. If you do, you will be penalised with 40%
. income tax.
the fund value is less than R15 000; and/or
you can prove permanent disability or ill health for early
retirement (subject to the rules of the fund).
From age 55 (retirement)
You can take a maximum of 1/3 of the fund value in cash.
The remaining 2/3 must be used to buy a compulsory
annuity.
You can make a full withdrawal only if the fund value is
equal to or less than R247 500.
At any time (special circumstances):
You can make a full withdrawal at any time if you have
emigrated and:
have tax clearance approval from the South African
Revenue Service (SARS); and
can prove that you have been a tax non-resident for an
uninterrupted period of 3 years.
Investment Restricted An RA must comply with pension fund investment limits Limited While a TFI does not have to comply to Regulation 28, some
restrictions (Regulation 28 of the Pension Funds Act, 24 of 1956), which S S restrictions do apply. However, these are less restrictive than
serves to protect investors from poorly diversified portfolios. the restrictions of RAs.
This means there are limits to how much can be invested in
certain asset classes and geographies. For example, exposure to shares from a single
@ company is limited for a TFI.
For example, RAs can invest a maximum of 75%
@ in equities and 45% in international assets.




TFI

Option to Yes Restricted access to the savings pot but no access to the Vs Parents have signing rights.

investina retirement pot before age 55. The minor must have a bank account by the time of

minor’s name withdrawal, so it's important to consider the age of the minor
in context of when they would need access to the money.

Protection from Yes No

creditors

What happens TS e You can nominate a beneficiary(ies) to receive the No If you are directly invested in a unit trust TFI, it will form part

when you die

beneficiaries

proceeds from your RA.

However, it is not guaranteed that they will receive the
payout. The trustees of the RA have a duty to identify all
your dependants and to distribute the benefit according to
those who are financially dependent on you.

beneficiaries

of your estate.
You cannot nominate a beneficiary(ies) unless the
investment is held in an endowment policy.




Tax benefits and implications

Tax deductions on
contributions

Tax penalties

When you invest (contributions)

Tax deduction of up to 27,5% of your total taxable income during a tax year,
capped at R350 000.
Any excess may be carried over the next tax year.

No deductions.

While you are invested

Under the two-pot retirement system, withdrawals from the savings pot before
retirement age may be subject to tax penalties or higher tax rates, depending on
the amount withdrawn and how frequently you access these funds.

Tax penalties of 40% on contributions that exceed the R36 000 per year and
R500 000 per lifetime contribution limit.

Tax on interest None None
and dividends
Tax on None None

capital gains

When you access your money

Tax on lump sum The first R500 000 is tax-free if you didn’t make any previous withdrawals. None

(in the case of an The balance is taxed according to the retirement tax tables - up to 36%.

RA - at

retirement)

Tax on annuity Taxed according to your marginal income tax rate. None

income

Estate duty No estate duty on tax-deductible contributions - excess contributions willbe | Subject to estate duty.

subject to estate duty.
There are no executor fees.

However, take note of the following:
If you bequeath your TFI to your spouse, estate duty deductions will apply.
If the investment is held in an endowment policy and there is a nominated
beneficiary, no executor’s fees apply.
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