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January	2015	proved	to	be	a	great	start	to	the	year	for	the	South	African	economy.		The	continued	drop	in	oil	prices	has
increased	the	global	growth	forecast	which	in	turn	has	boosted	equities.		The	JSE	All	Share	Index	finished	the	month	up	3%
as	investors	returned	to	emerging	markets.

The	European	Central	Bank	announced	their	plans	for	Quantitative	Easing	and	this	also	contributed	to	the	improving	equity
markets	whilst	also	causing	the	Euro	to	drop	significantly	against	other	currencies.		The	Rand	finished	the	month	just	off	its
18th	month	high	against	the	Euro.

CPI	decreased	in	the	month	to	5.3%	which	was	largely	driven	by	a	69c/litre	decrease	in	the	price	of	petrol	off	the	back	of
lower	global	oil	prices.		There	is	still	a	sizeable	over-recovery	in	the	current	petrol	price	so	we	will	see	a	further	drop	in	the
price	fuel	on	Wednesday.	This	is	good	news	for	the	cash	strapped	consumer.

The	South	African	Reserve	Bank	elected	to	leave	the	Repo	rate	unchanged	as	they	are	concerned	on	the	future	move	of
the	oil	price.		This	was	in	line	with	all	the	analysts’	forecasts	and	the	Repo	rate	is	now	positive	in	real	terms	for	the	first	time
in	a	number	of	years.

The	2015	Budget	Speech	will	take	place	on	25	February	2015	and	this	will	give	us	indication	of	how	the	National	Treasury
will	set	about	 increasing	their	tax	revenues	to	fund	the	budget	deficit.	 	This	will	 in	all	 likelihood	increase	the	burden	on	the
taxpayers	but	we	will	cover	it	in	more	detail	in	next	month’s	newsletter.

Despite	the	decreasing	inflation	pressures	Magwitch	are	still	able	to	offer	6.25%	per	annum	on	funds	held	on	overnight	call.
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FINANCIAL	PRODUCT	IN	FOCUS
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GROUP	RETIREMENT	ANNUITIES

In	our	financial	product	focus	this	month	we	look	at	Group	Retirement	Annuities	(RAs).		A	Group	RA	is	a	structure	assisting
small	and	medium	sized	employers	to	create	retirement	benefits	for	their	employees	at	a	far	lower	cost	and	lower	risk	for	the
employer	and	employee.

Unlike	 a	 traditional	 company	 provident	 or	 pension	 fund,	 each	 employee	 has	 an	 individual	 RA	 with	 the	 benefit	 of	 group
administration.		The	employer	is	authorised	by	the	financial	institution	to	collect	and	make	monthly	contributions	on	behalf	of
their	employees.		This	is	typically	structured	through	the	payroll	to	allow	the	employee	to	receive	the	tax	benefit	on	a	monthly
basis.

Employees’	RAs	are	portable,	which	means	that	even	after	leaving	the	employ	of	a	company	an	individual	may	continue	to
be	a	member	of	the	RA.		The	employer	will	simply	stop	contributing,	and	the	employee	may	keep	on	making	contributions
themselves,	allowing	the	RA	to	continue.		Hence,	there’s	no	requirement	to	move	to	a	preservation	fund	or	other	retirement
fund.

There	 is	no	need	 for	employers	 to	 institute	 regular	 trustee	meetings	as	 the	group	RA	trustees	already	 fulfil	 this	 function.	
Ongoing	 trustee	 responsibilities	 such	 as	 dealing	 with	 death	 benefits	 are	 also	 taken	 off	 employers’	 hands.	 	 What’s	 more,
there	is	no	requirement	to	appoint	employee-elected	trustees.

The	online	platforms	utilised	by	 the	providers	of	Group	RAs	are	very	simple	and	as	 there	are	no	 fixed	contribution	 rates
within	an	RA	the	employer	can	change	the	employee’s	contribution	as	required.

With	 stand-alone	 RAs	 the	 employee	 waits	 for	 the	 benefit.	 First	 they	 must	 complete	 their	 tax	 return,	 submit	 their	 RA	 tax
certificate	 to	 receive	 the	 tax	deductions	of	all	 contributions	made	 to	 the	RA.	 	Within	a	Group	RA	 the	employer	 is	able	 to
process	these	tax	deductions	through	the	payroll	on	a	monthly	basis.	In	this	situation	the	employee	has	more	money	at	the
end	of	each	month	as	they	receive	the	tax	benefit	monthly	via	the	payroll	and	don’t	have	to	wait	to	the	end	of	tax	season.

Employees	also	have	the	full	flexibility	over	the	investment	and	unlike	traditional	retirement	savings	schemes	membership	of
a	Group	RA	is	not	compulsory	as	the	RA	policy	is	between	the	individual	employee	and	the	financial	institution.

The	 only	 downside	 for	 an	 employee	 is	 that	 unlike	 a	 traditional	 retirement	 savings	 scheme	 they	 cannot	 access	 the
investment	if	they	leave	the	employer.		The	RA	can	only	be	accessed	any	time	from	the	age	55	–	which	isn’t	necessarily	a
bad	thing	as	it	is	meant	to	provide	the	savings	for	retirement.

Retirement	Annuity	Season

Every	 year	 in	 January	 we	 highlight	 Retirement	 Annuity	 season	 which	 is	 the	 time	 of	 year	 where	 those	 investors	 with
unutilised	 tax	 allowances	 make	 further	 contributions	 to	 their	 RAs	 to	 optimally	 manage	 the	 amount	 of	 tax	 that	 they	 are
paying.		If	you	wish	to	top	up	your	RA	contribution	the	investment	needs	to	be	done	a	few	days	before	the	end	of	February
to	ensure	that	it	reflects	in	the	product	providers	records	and	thus	on	the	tax	certificate	for	the	year.

There	are	a	number	of	advantages	to	investing	into	your	RA	which	can	be	summarised	in	the	following	table:

Conclusion

Magwitch	believe	that	every	individual	needs	to	be	able	to	provide	for	themselves	in	their	retirement.		The	RA	is	probably	the
product	 that	 is	 best	 suited	 to	 individual	 and	 small	 to	 medium	 sized	 businesses	 due	 to	 their	 relatively	 low	 cost	 and	 high
transparency	 when	 compared	 to	 traditional	 retirement	 savings	 schemes.	 	 The	 Group	 RA	 affords	 the	 employer	 greater
flexibility	whilst	vastly	reducing	the	administration	burden.		It	 is	for	this	reason	that	Magwitch	feel	that	it	would	be	the	most
appropriate	product	for	all	small	and	medium	sized	businesses.
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Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products
as	a	comprehensive	financial	solution	to	both	individuals	and	businesses:
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• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange
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Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829
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Disclaimer:	 Although	 every	 effort	 has	 been	 made	 to	 ensure	 the	 accuracy	 of	 the	 content	 of	 this	 newsletter,	 Magwitch
Securities	 (Pty)	 Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	 The	 contents	 of	 this
newsletter	cannot	be	construed	as	 financial	advice	and	does	not	confer	any	 rights	whatsoever,	enforceable	against	any
party	and	does	not	replace	any	legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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