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RETIREMENT & TAX PLANNING

SARS AND RETIREMENT – 
CLEARING THE AIR, LET’S GET 
TECHNICAL
By Chris Grobler | Financial Planner | PWM Bryanston
 
The SARS rules regarding retirement funds and retirement are ever-changing 
and can be very confusing. I hope to clear up some of the confusion with the 
following hypothetical examples. Pardon me if it gets a bit technical – I tried to 
keep it as simple and practical as possible. 

THE CASE OF MR GREEN – RETIRING FROM HIS 
NEW RA
In March 2017, Mr Green retired from a provident fund and opted to exercise 
the full tax relief available to him on his retirement lump sum benefits. He 
received the full R500 000 as a lump sum and paid 0% tax. 

In October 2019, Mr Green retired from his Sanlam Retirement Annuity (RA) 
with a total retirement value of R621 000. He opted to take his one-third as a 
cash lump sum amounting to R207 000. After deducting tax according to the 
retirement tax tables he was paid an amount of R169 110. 

RETIREMENT LUMP SUM CALCULATION

Lump sum benefit due from fund R207 000.00

Tax-free amounts received in the past R500 000.00

Tax payable: (R200 000 @18% & R7 000 @ 27%) R37 890.00 

Average rate of tax payable  18.30%

Lump sum benefit after tax R169 110.00

Mr Green is still earning an income doing contract work and wants to reduce his taxable income. He also 
wants to continue saving to boost his retirement capital, so he decided to start a new Sanlam Retirement 
Annuity in February 2020. In December 2020, he experienced some liquidity issues and decided to retire 
from his new Sanlam Retirement Annuity, now worth R150 000. 

THE QUESTION NOW IS: WHAT IS THE MAXIMUM AMOUNT THE 
CLIENT CAN WITHDRAW FROM THE RA? 
When you retire as a member of a pension fund, pension preservation fund or retirement annuity fund and 
you wish to take a portion of your retirement interest as a lump sum, you can take (commute) a lump sum 
equal to a maximum of one-third of the retirement interest in that fund. The remaining two-thirds will be 
paid out in the form of an annuity (a regular pension). However, if the two-thirds of your total retirement 
interest in the fund (i.e. taking into account all retirement annuities with a particular fund) remaining to 
purchase an annuity falls below R165 000 (i.e. the total retirement interest is not exceeding R247 500), you 
may take the full amount as a lump sum. 
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The amount accumulated in Mr Green’s Sanlam Retirement Annuity is only R150 000, which is below R247 
500. Therefore, one would assume you can commute the full amount of R150 000 less 27% tax. That is R109 
500 in the client’s pocket! 

Not so, according to SARS. The R247 500 rule is applicable to the total retirement interest of that particular 
retirement fund. 

Retirement interest is defined as a member’s share of the value of a pension fund, pension preservation fund, 
provident fund, provident preservation fund or retirement annuity fund as determined in terms of the rules 
of the fund upon his/her retirement date. In the case of a member of a retirement annuity fund or a pension 
preservation fund in respect of whom multiple policies or contracts are held in the fund, the “retirement 
interest” of the member is the total value of all the policies in the fund on any particular “retirement date”. 

This means that when the member applies for a full commutation, all previous lump sums taken from 
the same fund will also be taken into consideration when calculating the retirement interest. Therefore, 
because Mr Green’s new Sanlam Retirement Annuity is part of the same retirement fund and his original 
RA was worth more than R247 500, the maximum cash he can take from any current or future Sanlam 
Retirement Annuity in that same fund, is one-third less the applicable tax – in this case R50 000 less 27% tax. 
The maximum amount Mr Green will receive is R36 500.

Only contributions to different RA funds (i.e. not further RAs within the same fund) with a value less than 
R247 500 may be commuted in full.

* Interesting footnote: As from 2020, you are allowed to commute a living annuity at any time (subject to 
taxation) if the full value of the remaining assets falls below R125 000.

The case of Mr Brown – retiring after taking previous lump sums on resignation

Mr Brown resigned from his previous pension fund in June 2009 and took R600 000 as a lump sum. He was 
taxed at 18% on the amount above R22 500 (the 0% tax portion according to the withdrawal tax table at the 
time). So, he received a lump sum of R496 050 after paying R103 950 in tax.

Mr Brown now turns 55 and has four RAs in four different RA funds (he has not held any other RA policies, at 
present and in the past, in the same RA funds). The four RA funds are worth R240 000 each, totalling R960 
000. Surely, he still has the 0% taxed portion of R500 000 less the R22 500 he accessed, or not?

Certainly not in terms of relevant tax legislation. If he resigned on or after 1 March 2009 and already took an 
amount above R500 000, he has effectively exhausted the 0% tax bracket up to R500 000.

Therefore, the calculation will look as follows:

STEP 1: CALCULATE TAX ON CURRENT AND PREVIOUS LUMP SUMS 
RECEIVED

Current lump sum benefits due from fund R960 000

Previous lump sum received R600 000

Total lump sum R1 560 000

Tax payable: (R130 500 + 36% above R1 050 000 + 36% of R510 000) R314 100 
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STEP 2: DEDUCT THE “HYPOTHETICAL TAX” IN RESPECT OF THE 
PREVIOUS WITHDRAWAL MADE

Tax on previous lump sum received R600 000

Tax payable: (18% of the amount above R500 000, i.e. R100 000) R18 000 

Current lump sum benefits due from fund R960 000

Tax payable:

        • Tax on current and previous lump sum  

        • Minus hypothetical tax calculated on previous withdrawal (R18 000) 

Total tax R296 100

Lump sum payment on retirement after tax R663 900 

We do not use the actual tax paid when the previous lump sum was received. We apply the retirement lump 
sum tax table applicable at the date of current retirement. (Just bear in mind that the table applicable to 
lump sums on retirement has also changed over the years.)

STEP 3: CALCULATE TOTAL TAX PAYABLE

Mr Brown will thus receive a lump sum payment of R663 900 after tax on retirement.

* Important to note:

1. Only lump sums received form retirement funds at retirement on or after 1 October 2007 are taken 
into account for the aggregation principle.

2. Only lump sums received form retirement funds on withdrawal (prior to retirement) on or after 1 
March 2009 are taken into account for the aggregation principle.

3. Severance benefits received on or after 1 March 2011 are taken into account for the aggregation 
principle.

CONCLUSION
In conclusion, from a financial planning viewpoint, it is a bad idea to cash in your pension fund money 
on resignation because it can drastically increase your tax payable on lump sums at retirement. Instead 
of cashing in your retirement funds on resignation rather leverage of the power of compound interest on 
your investment for retirement. This effect of compound interest could be the difference between retiring 
comfortably and just having enough to survive on.

Disclaimer:
The name(s) and the example(s) used in this article are for illustration purposes only. Each person’s circumstances are unique and 
should be assessed on their own with a financial planner before deciding on any action steps.
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