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In	March	2015	we	have	once	again	seen	the	impact	that	perceptions	of	the	US	economy	and	markets	can	have	a	dramatic
impact	on	the	rest	of	the	world.		In	the	last	couple	of	years	terms	like	“Tapering”	and	“Quantitative	Easing”	have	been	much
used	parts	of	our	vocabulary.		Now	that	QE	is	a	thing	of	the	past	the	focus	has	switched	to	when	the	US	is	going	to	start
hiking	interest	rates	from	the	current	artificially	low	interest	rate	environment.

US	economic	data	in	the	month	surprised	commentators	on	the	upside	and	the	local	market	responded	negatively	as	money
flowed	from	emerging	markets	back	to	the	US.		This	caused	the	US	Dollar	to	strengthen	against	all	currencies	with	the	Rand
losing	 in	 excess	 of	 6%	 of	 its	 value	 in	 a	 couple	 of	 weeks.	 	 The	 Rand	 did	 however	 manage	 to	 maintain	 parity	 with	 other
currencies.		The	strength	of	the	US	Dollar	caused	the	US	Fed	to	issue	a	statement	that	they	have	no	immediate	plans	to
start	hiking	rates,	in	order	to	provide	some	calm	to	participants.

The	US	Dollar	strength	caused	a	weakening	in	the	commodity	prices	and	this	coupled	with	the	flow	of	funds	from	emerging
markets	 resulted	 in	 the	JSE	 losing	some	value	 in	 the	month.	 	The	 index	continues	 to	be	volatile	and	at	 this	stage	 is	still
guided	by	world	markets.	

CPI	decreased	during	the	month	to	3.9%	however	the	lower	inflation	environment	that	resulted	from	lower	oil	prices	is	going
to	be	very	short	 lived.		We’ve	already	had	an	overnight	 increase	of	162c/litre	in	the	price	of	petrol	and	this	 is	expected	to
continue	as	the	oil	price	recovers	and	the	Rand	continues	to	weaken	against	the	Dollar.		Increases	are	also	expected	in	the
next	couple	of	weeks	in	the	price	of	electricity,	water	and	other	municipal	services.

The	 level	 of	 South	 African	 exports	 remains	 a	 concern	 and	 this	 is	 negatively	 affected	 by	 power	 shortages	 and	 union
manoeuvring	into	strike	season.		Power	supply	will	continue	to	hamper	output	and	until	this	is	sorted	out	our	exports	will	take
a	long	time	to	improve.		Eskom’s	credit	rating	was	downgraded	during	the	month	and	this	will	place	additional	pressure	on
their	ability	 to	 fund	 their	 requirements	 for	maintenance	and	expansion.	 	This	may	 impact	on	 investor	 confidence	 into	our
manufacturing	and	mining	sectors.				
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FINANCIAL	PRODUCT	IN	FOCUS

��
TAX	FREE	SAVINGS	ACCOUNT

In	our	financial	product	in	focus	this	month	we	look	at	the	recently	introduced	Tax	Free	Savings	Accounts	(“TFSA”).		This
product	came	 into	effect	on	1	March	2015	and	 is	an	 initiative	 introduced	by	National	Treasury	with	 the	aim	 to	encourage
South	Africans	to	save	more	to	be	able	to	provide	for	themselves	in	the	medium	to	longer	term	while	reducing	indebtedness
and	vulnerability.

Framework	of	the	TFSA

The	TFSA	functions	as	the	name	suggests	and	is	an	investment	that	is	completely	tax	free.		Investments	in	these	accounts
will	enjoy	growth	free	of	any	tax	on	 interest,	dividends	withholding	tax	and	capital	gains	tax.	 	National	Treasury	can	grant
these	tax	exemptions	because	the	reduction	in	tax	revenue	should	be	outweighed	by	the	savings	in	terms	of	State	Grants
that	will	be	paid

The	TFSA	applies	only	to	individuals.		The	individuals	will	be	allowed	to	contribute	up	to	R30	000	per	annum	into	a	TFSA,
with	 a	 total	 maximum	 contribution	 of	 R500	 000	 over	 their	 lifetime.	 	 	 SARS	 will	 charge	 tax	 at	 a	 rate	 of	 40%	 on	 any
contributions	that	exceed	the	annual	or	lifetime	limits.		It	 is	important	to	remember	that	the	tax	year	for	a	natural	person	is
from	the	beginning	of	March	to	the	end	of	February	the	following	year.

Withdrawing	from	a	TFSA

The	investment	has	no	restriction	on	withdrawal	so	the	investor	can	access	the	funds	in	their	account	at	any	point	in	time
but	it	is	important	to	note	how	the	maximums	apply.	

Example	of	how	to	calculate	remaining	limits	-	TFSA
•	Investor	A	invested	R10	000	into	their	TFSA	at	the	beginning	of	the	year.	
•	During	the	year	they	had	a	short	term	requirement	for	funds	and	withdrew	R5	000.
•	A	short	while	later	they	replaced	the	R5	000	in	their	TFSA.

Investor	A’s	annual	limit	of	R30	000	would	be	reduced	to	R15	000	as	they	had	made	total	contributions	of	R15	000	during	the
year	(even	though	the	net	investment	is	R10	000).		Similarly	their	lifetime	allowance	is	now	reduced	to	R485	000.

Because	of	this	reduction	in	 limits	the	product	 is	best	utilised	as	a	long	term	savings	vehicle,	whether	 it	be	to	supplement
retirement	savings	or	to	save	for	specific	purposes	like	education.

Impact	of	investing	in	a	TFSA

In	order	to	demonstrate	the	benefit	of	the	TFSA	one	needs	to	understand	the	taxes	that	generally	apply	in	investments	held
by	natural	persons.
•	 The	 first	 tax	 that	 applies	 is	 a	 dividend	 withholding	 tax.	 	 Companies	 paying	 dividends	 to	 shareholders	 who	 are	 natural
persons	are	required	to	withhold	tax	on	the	dividend	paid	and	pay	this	tax	directly	over	to	SARS.		This	tax	is	charged	at	a
rate	of	15%.		No	further	taxes	are	payable	on	dividends	received	by	the	investor.
•	An	investor	also	pays	tax	on	any	interest	income	received	on	the	investment.		There	is	an	annual	taxation	exemption	on
interest	 received	 of	 R23	 800	 for	 natural	 persons	 under	 65	 (R34	 500	 if	 65	 and	 older).	 	 Historically	 this	 exemption	 was
increased	every	year	to	keep	pace	with	inflation	but	with	the	introduction	of	the	TFSA	we	do	not	anticipate	an	increase	in	the
interest	 allowance	 in	 the	 future.	 	 The	 investor	 pays	 tax	 at	 their	 marginal	 rate	 on	 any	 interest	 received	 in	 excess	 of	 the
exemption.
•	The	 last	 tax	 that	 typically	applies	 in	an	 investment	 is	capital	gains	 tax	(“CGT”).	 	CGT	 is	 triggered	on	the	disposal	of	an
asset	and	the	gain	or	loss	is	calculated	on	the	difference	between	the	proceeds	on	the	disposal	and	the	base	cost	of	that
asset.		The	gain	is	then	included	in	the	tax	payers	taxable	income	at	an	inclusion	rate	of	33.3%.		The	investor	pays	tax	at
their	marginal	rate	on	any	capital	gains	included	in	their	taxable	income.		The	maximum	effective	rate	is	currently	13.65%
(33.3%	x	41%).

These	taxes	and	the	saving	thereof	can	be	graphically	demonstrated	through	the	use	of	two	examples.		In	the	graphs	below
we	have	two	different	investments	starting	at	the	same	time.		The	first	graph	is	an	investment	in	a	local	listed	equity	and	the
second	graph	is	an	investment	 in	a	money	market	 investment.		 	We	used	November	1999	as	our	starting	date	as	that	 is
when	South	Africa	 introduced	monetary	policy	and	 the	 repo	 rate	which	 is	 the	benchmark	 that	has	been	used	 for	money
market	investment.

In	both	graphs	we	have	assumed	that	the	investor	invests	their	R30	000	annual	allowance	on	the	first	day	of	each	cycle	and
that	all	 income	received	is	re-invested.		We	also	assumed	that	the	investor	has	used	their	full	 interest	allowance	and	also
that	they	are	taxed	at	the	marginal	rate	of	41%.

Impact	on	investment	in	listed	equity

The	taxes	that	apply	in	a	listed	equity	investment	are	dividends	withholding	tax	and	capital	gains	tax.		When	we	look	at	the
investment	value	over	the	period	the	graph	looks	as	follows:

As	one	can	see	because	the	dividend	tax	is	at	a	lower	rate	(15%)	there	isn’t	a	huge	difference	between	the	two	investment
accounts.		This	however	changes	when	the	investor	wants	to	sell/withdraw	the	full	investment.

The	TFSA	returns	R2.04m	to	the	investor	whilst	the	taxed	investment	only	returns	R1.784m.		The	majority	of	the	difference
relates	to	the	capital	gains	tax	that	would	have	been	payable.

Impact	on	investment	in	money	market

The	only	tax	that	applies	in	a	money	market	investment	is	the	tax	on	the	interest	earned.		There	is	no	other	growth	so	no
capital	gains	tax	applies.		When	we	look	at	the	investment	value	over	the	period	the	graph	looks	as	follows:

Because	of	the	tax	paid	at	the	marginal	tax	rate	there	is	a	larger	difference	between	the	values	of	the	two	accounts.

In	 the	money	market	calculations	 the	TFSA	 investor	would	have	 received	R910k	whilst	 the	 taxed	 investment	would	only
have	delivered	R690k.		The	difference	is	solely	due	to	the	impact	that	tax	has	on	the	investment.

Conclusion

Whilst	the	TFSA	has	a	number	of	benefits	the	product	still	lacks	the	full	tax	benefit	of	retirement	savings	as	you	will	only	ever
invest	money	that	has	already	been	taxed	(for	example	out	of	your	net	pay).		It	is	for	this	reason	that	Magwitch	maintain	that
the	first	place	to	save	is	in	your	retirement	savings.

The	 TFSA	 must	 rather	 be	 compared	 against	 “discretionary”	 investments	 and	 then	 the	 TFSA	 has	 distinct	 advantages.	
Because	of	 the	 limit	of	contribution	we	believe	that	 this	 is	best	suited	for	a	 longer	 term	investment	and	should	be	used	to
complement	your	retirement	savings	or	used	for	a	specific	long	term	goal	like	saving	for	education.

As	we	 recommend	a	 long	 term	goal	 for	a	TFSA	 investment	we	would	suggest	 that	 the	assets	within	 the	 investment	are
appropriate.	 	 One	 should	 look	 to	 have	 a	 good	 exposure	 to	 growth	 assets	 like	 equities	 to	 give	 your	 investment	 the	 best
chance	to	grow	over	the	longer	term.

If	you	are	interested	in	opening	your	own	TFSA	Magwitch	will	be	very	happy	to	assist	you	in	ensuring	the	right	investment
selection.
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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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