
 
 
 

BEWARE OF INCREASED TAX AT RETIREMENT RESULTING FROM WITHDRAWAL 
BEFORE RETIREMENT  

 
Members of retirement funds must be aware of the increased tax which awaits them when 
they retire from a retirement fund if they had an amount taxed as a retirement fund lump 
sum withdrawal benefit before retirement.  The following amounts are defined as 
retirement fund lump sum withdrawal benefits: 
 
• an amount assigned as pension interest in terms of a divorce order granted on or after 

13 September 2007 which is due and payable on or after 1 March 2012 to the non-
member former spouse of a member of a fund; 

• an amount transferred from a fund of which the person is a member to another fund for 
the benefit of that member if no tax deduction is permitted in respect of the amount 
transferred (e.g. transfers from a pension fund to a provident fund); 

• an amount received by a member in consequence of his/her withdrawal from a fund 
under certain circumstances before retirement (including a partial withdrawal where 
that is possible).  (See the Note at the end of the article.) 

 
The following example illustrates the increased tax. 
 
A divorcee had been allocated R500 000 as a pension interest from the pension fund of her 
ex-husband on 10 June 2012.  She elected for the money to be transferred to her bank 
account by the fund.  She has not received any taxable lump sum from a retirement fund 
before.  Tax on the R500 000 was calculated according to the table applicable to retirement 
fund lump sum withdrawal benefits at the time. 
 
The tax was R85 950. 
 
When she retired on 30 September 2013 she commuted R1 000 000 of her pension fund 
benefits.  The tax thereon was calculated as follows: 
 
Pension lump sum    R1 000 000 
Plus:  Pension interest received in 2012    R   500 000 
    R1 500 000 
 
The tax on the aggregated amount was calculated according to the table applicable to 
retirement fund lump sum benefits at the time: 
 

Taxable income from lump sum benefits Rate of tax 

Not exceeding R315 000  0 per cent of taxable income 

Exceeding R315 000 but not exceeding 
R630 000  

R0 plus 18 per cent of taxable income 
exceeding R315 000 

Exceeding R630 000 but not exceeding R945 R56 700 plus 27 per cent of taxable 



000  income exceeding R630 000 

Exceeding R945 000 R141 750 plus 36 per cent of taxable 
income exceeding R945 000 

 
The tax on the aggregated amount was    R341 550 
Less:  Tax on R500 000 received in 2012 according to the 
retirement fund lump sum benefits table       (R 33 300) 
Tax on R1 000 000    R308 250 
 
Note that it was not the actual tax which was paid on the R500 000 (i.e. R85 950) that was 
deducted from the tax on the aggregated amount but an adjusted lesser amount (R33 300) 
which could even be nil if the amount taxed at the lump sum withdrawal table was R315 000 
or less. 
 
If she had the pension interest of R500 000 transferred to her pension fund there would not 
have been any tax payable on the transfer.  If she then at retirement withdrew the R500 000 
in addition to the R1 000 000 the tax on R1 500 000 would have been R341 550 which is 
R52 650 less than what she paid in total on the two amounts.  To keep the example simple it 
is assumed that R1 500 000 is within the limit that may be commuted at retirement and 
commission and administration fees on the transfer of the R500 000 have been ignored. 
 
The same problem presents itself when a person takes a withdrawal benefit from, for 
instance, a preservation fund of which he is a member and subsequently retires.  This 
method of revisiting tax on a withdrawal benefit from a fund was devised by the legislator to 
discourage withdrawal of retirement benefits before retirement. 
 
Note:  The article does not lend itself to a discussion of the “certain circumstances” and 
members who are going to receive a withdrawal benefit are advised to get professional 
advice to determine whether an amount is a retirement fund lump sum withdrawal benefit 
or perhaps a retirement fund lump sum benefit since the two categories are taxed 
differently. 
 

 


