
 

 

 

 

 

 

 

 

On 22 July 2015, National Treasury released draft Regulations to the Pension Funds Act. These 

first set of draft Regulations dealt with default fund investment portfolios, default preservation 

mechanism and annuities, for public comment. Since this date, National Treasury received 

numerous submissions from industry and engaged with stakeholders on these Regulations. In 

December 2016, National Treasury issued a revised version of these draft Regulations and an 

explanatory memorandum on this. 

 

The first version of the Regulations was rules-based, which industry found problematic. The 

second draft aims to make compliance with the Regulations relatively easy. They also aim to 

ensure flexibility and encourage better decision-making by members. However, the second draft 

still aims to lower charges and improve market conduct in the retirement industry. National 

Treasury re-emphasised that, through these default regulations, fund boards have the 

responsibility to protect the interests and investments of fund members during and post 

accumulation stages of fund membership. 

 

A high level summary of this second set of draft regulations is contained in this publication. 

 

 

 

 

 

 

 

 

 

 

A.  Default arrangements already in place 

Default arrangements in place before the Regulations become effective will be exempt from the 

Regulations, until their terms and conditions change. Any new arrangements that come into 

effect after the Regulations are in force, must comply with the Regulations. 

 

 

B. Umbrella funds 

 

Umbrella funds can have a default investment portfolio at employer level, rather than at fund 

level. 

 

Funds may take categories of member variables into account (such as age, retirement date, 

contribution levels and value of benefit) when designing defaults, but there is no requirement 

do so.  
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C.  Default investment portfolio 

 

 

Main changes from the first set of draft Regulations 

 
The second draft: 

 

► Allows products that have elements of a guarantee or smoothing  

 

► Clarifies that the default investment portfolio regulation is only applicable to retirement 

funds with defined contribution membership categories 

 

► Still requires boards to consider the characteristics and needs of members in the default 

portfolios when setting a default investment portfolio. However, the more onerous 

requirements have been deleted. Boards are not required to consider the members’ 

financial sophistication, term to retirement and ability to access individual financial advice 

 

► Removes the retirement counsellor provision. Counselling is now limited to the provision of 

information and not advice. Information is to be provided to members on the fund’s 

available investment portfolios, terms of the annuity strategy, how preserved benefits are 

handled and other options available to members. The risks and costs of the various options 

must be disclosed and explained in clear and understandable language. 

 

Second draft Regulation requirements  

 
► Smooth bonus policies will have to comply with conditions to be set by the FSB 

 

► An industry standard on simplifying the methodology and disclosure of performance fees is 

to be established. Funds will be required to motivate the appropriateness of performance 

fees to the FSB 

 

► Trustees must consider passive and active investment strategies, equally 

 

► Members may switch out of the default portfolio into other portfolios offered by the fund, 

once per year 

 

► This set of default investment portfolio provisions does not apply to retirement annuity 

funds. However, providers must make sure that members understand the nature of 

retirement annuity funds. 
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Managing future unclaimed 

benefits 

 

The FSB is considering setting 

up a central database to store 

paid-up member certificates, to 

hopefully ease the problem of 

unclaimed benefits. 

 

 

 

D.  Default preservation 

 

Main changes from first set of draft Regulations 

 
o Members must still be made paid-up in the fund, until the fund is instructed to pay out 

or transfer members’ withdrawal benefits 

 

o The requirement that preserved funds must automatically be invested in the default 

investment portfolio has been deleted 

 

o The second draft clarifies that a member’s retirement fund savings from various funds 

can only be consolidated with the consent of the member. This means that members 

will remain paid-up in a fund until they elect another option. The intention is to 

o encourage members to consider carefully before encashing their withdrawal benefits 

 

o The first draft required fees to be the same for active and paid-up members. This has 

been amended to require that only investment fees be the same for both categories of 

membership. Administration fees may differ 

 

o A certificate must be issued by funds to preserved members, two months after the 

member has left service (in the first draft, a fund had to issue the certificate one 

month after the member left service). 

 

Second draft Regulation requirements  

 
► A member may withdraw any amount at any 

time, subject to the fund’s rules. Therefore 

fund rules can be drafted to allow part or full 

withdrawals 

 

► Members may choose to preserve their 

benefits in a preservation fund of their own 

choice 

 

► A retirement fund cannot impose default 

preservation to an out-of-fund preservation 

fund 

 

► In defined benefit funds, withdrawal benefits may be converted to defined 

contribution, before being automatically preserved 

 

► If a member decides to transfer a preserved benefit into a new fund, then the new 

fund can request the preservation certificate from the member. The receiving fund 

cannot levy any charges in respect of the transfer 

 

► This Regulation does not apply to retirement annuity funds, as these members cannot 

withdraw their benefits before retirement. 
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E.  Default annuity strategy 

 

Main changes from first set of draft Regulations 

 
► The “default annuity” has been amended to have members “opt-in” instead of “opting-

out”. Now retiring members must consent to the annuity to be provided 

 

► The revised regulations make both in-fund and out-of-fund living annuities eligible 

annuities, provided that certain conditions are met 

 

► Only four investment portfolios can be offered (previously it was limited to three). 

 

 

Second draft Regulation requirements  
 

o The fund must now determine a strategy of how members’ retirement savings can be 

applied to provide an annuity, with the members’ consent 

 

o The annuity may be provided by the fund or purchased from an external provider 

 

o This Regulation also applies to retirement annuity funds 

 

o Section 37C is not applicable to living annuities purchased outside a fund. However, for in-

fund living annuities, some funds do apply section 37C, while others do not. The 

Regulations do not specify whether or not section 37C applies to in-fund living annuities 

o Concerns were raised about basing a draw-down rate for a living annuity on age, as the 

amount of capital at retirement is an important factor for consideration. An industry 

standard on living annuities is to be established, which funds will have to comply with. This 

industry standard could be enhanced or replaced by an FSB standard, in time 

 

o Non-guaranteed pensions may be paid by the fund, but members must receive clear 

communication explaining how the level of pension can fluctuate based on the value of the 

assets, longevity of the member and any fund expenses. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Comments on the second draft Regulations must be submitted by 28 February 2017 to:  

 

Ms Alvinah Thela, Director: Retirement Funds, Private Bag X115, Pretoria, 0001 

Fax: (012) 315 5206  

Email: retirement.reform@treasury.gov.za. 

 

The second draft default regulations are available on National Treasury’s website: 

www.treasury.gov.za 


