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BUSINESS & INDUSTRY VEEWS

Iwo-pot: Stay invested Tor

a better retirement

Minimising early withdiawals is key to
safeguarding your futuiefinancial well-being

BY'RAELNBL O O M

THE The introduction of the We expect this trend to taper With over 30 years of expertise in
two-pot system has seen an off, allowing the system to managing retirement assets, our
QUICK initial surge in withdrawals fulfill its intended purpose experience has shown that long-term
TAKE by retirement fund of enhancing retirement financial success is built on the
members outcomes foundation of staying invested

IT’S BEEN JUST over a month since the South African retirement fund system underwent its most
significant transformation: the introduction of the two-pot system. After years of regulatory
reforms, this change has finally brought compulsory preservation over the line - an essential
step toward improving retirement outcomes for millions of South Africans.

In addition to compulsory preservation, the two-pot system also allows members to access a

Raelis a product portion of their savings for emergencies. The initial wave of withdrawals has exceeded expec-
defilfhpznge;;::;fry tations. Within the first 10 days of the system going live in September, SARS received nearly
investment industry 160 000 tax directive applications for savings pot withdrawals, amounting to R4.1 billion. The

experience. country’s largest administrator processed more claims in the first week than in the prior six

months combined.

While the reasons for these withdrawals will vary from person to person - ranging from genuine
emergencies to non-essential spending - it’s crucial to emphasise the long-term value of
preserving savings. It’s also a pivotal opportunity for funds to actively communicate the impor-
tance of disciplined saving to their members, ensuring they remain focused on securing a stable
and prosperous retirement.

AN OPPORTUNITY FOR DEEPER ENGAGEMENT

While the initial focus has been on managing the influx of claims and ensuring operational
readiness, this surge in withdrawals is expected to stabilise. We anticipate that once the dust
settles, the two-pot system should function as intended - offering members the flexibility to
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access a portion of their savings in an emergency while preserving the majority of their savings
until retirement. The real value of the system - and the financial security it can provide - depends
on how well members understand the long-term consequences of early withdrawals.

This shift presents a unique opportunity for the retirement industry to engage with members
more meaningfully than ever before. Historically, member interactions with their retirement
funds were infrequent, often limited to major life events like job changes or nearing retirement.
Now, with more regular transactional touchpoints, funds have the opportunity to continuously
educate members on the hidden costs of early withdrawals and the significant benefits of
staying invested for the long term.

THE HIDDEN COST OF EARLY WITHDRAWALS

While the two-pot system offers flexibility for accessing funds during emergencies, early with-
drawals come with significant long-term financial consequences that could drastically reduce
a member’s standard of living in retirement.

The immediate consequence is that withdrawals from the savings pot are taxed at the member’s
marginal tax rate, meaning a portion of each withdrawal is lost to taxation. Members who wait
until retirement to withdraw benefit from preferential lump sum tax tables. By withdrawing early,
they effectively forfeit this valuable tax advantage.

More importantly, members disrupt the powerful effects of long-term compounding when
they withdraw early. Compounding enables retirement savings to grow exponentially over
time, as returns generate further returns. For instance, as we highlighted earlier this year, for
every R1 withdrawn from a retirement fund 30 years before retirement, the future value of a
member’s savings is reduced by around R6 in real terms, due to the opportunity cost of foregoing
compounded growth. Even over shorter periods, the impact is still significant - withdrawals made
just 10 years before retirement could result in an opportunity cost of R2 (in real terms) for every
R1 withdrawn. This serves as a powerful reminder that early withdrawals not only deplete the
current balance but can ultimately jeopardise long-term financial security.
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Assumes a retirement age of 65 and a balanced fund return of 12% per annum and inflation of 6% per annum.
Source: Coronation

THE POWER OF STAYING INVESTED

One of the greatest advantages of the two-pot system is that it offers flexibility without the
immediate pressure to make withdrawals. The savings pot remains available indefinitely,
allowing members to keep their funds invested and continue benefiting from growth over time.
This ensures that members can access their savings only when truly necessary, without sacrificing
potential long-term returns. Those members who are able to keep their savings invested until
retirement will enjoy a substantially better standard of living in retirement.
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With over 30 years of managing retirement fund assets, we have experienced firsthand the
immense value of long-term compounding — and our message is simple: stay invested where
possible.

For example, our flagship multi-asset Global Houseview strategy has delivered real returns of
9.2% per annum since its inception in 1993. To put this into perspective, R100 000 invested at the
strategy’s launch in October 1993 would have grown to R7,6 million today' . This showcases the
significant growth potential of staying invested. We have successfully navigated a wide range
of market conditions, demonstrating that members can achieve long-term growth regardless
of short-term fluctuations.

The core objective of a retirement fund is to secure a dignified retirement for its members.
While the two-pot system provides flexibility for those facing genuine financial hardship, this
goal remains paramount. Staying invested in a well-managed fund is the most reliable way to
achieve long-term financial security.

THE PATH TO A SECURE RETIREMENT

While the initial attention has rightly been on managing claims and helping members under-
stand the mechanics of the two-pot system, it’s crucial not to lose sight of the broader goal. This
system is designed to provide members with long-term security and ensure a dignified retire-
ment. The shift to more frequent interactions offers funds the unique opportunity to consistently
reinforce this overarching objective.

The compulsory preservation of two-thirds of retirement savings is a major step forward and will
greatly improve retirement outcomes for most members. However, it's vital to emphasise that by
avoiding or limiting early withdrawals, members can substantially enhance their future standard
of living. Keeping funds invested allows members to fully harness the benefits of compound
growth alongside tax advantages over the long term.

The message is clear: stay invested, where possible, and let your savings grow for a more secure
retirement. +

"As at 31 August 2024
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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