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January	2014	proved	to	be	a	very	difficult	month	for	participants	within	our	local	economy.		The	Monetary	Policy	Committee
has	acknowledged	that	Rand	weakness	is	going	to	impact	on	our	core	inflation	rate	(CPI)	and	they	have	tightened	monetary
policy	by	increasing	the	repo	rate	by	50	basis	points	to	5.5%.		This	increase	in	the	Reserve	Bank	lending	rate	has	already
been	passed	through	to	the	consumers	through	prime	lending	rate	increases.		This	small	 increase	in	the	interest	rate	will
translate	into	an	extra	R7	billion	per	year	that	South	African	consumers	will	need	to	pay.	Consumers	will	have	to	cut	back	on
credit	which	may	have	a	short	term	effect	on	growth	within	the	economy.	

This	rate	increase	may	signal	the	start	of	a	new	interest	rate	cycle	and	we	may	see	further	increases	during	2014.		In	South
Africa	we	have	a	policy	of	inflation	targeting	and	it	is	important	to	keep	the	cost	of	imports	down	or	to	grow	local	capacity	and
exports.		All	of	these	will	require	foreign	direct	investment	and	in	order	to	achieve	this,	our	interest	rates	would	need	to	be
attractive	for	foreign	investors.

South	Africa	has	been	included	as	part	of	the	“Fragile	Five”	–	the	five	emerging	market	economies	that	are	most	reliant	on
foreign	 investment	 and	 impacted	 by	 currency	 flows.	 	 During	 January	 the	 Federal	 Government	 of	 the	 United	 States
announced	that	they	would	taper	their	Quantitative	Easing	program	by	a	further	$10	billion	per	month.		This	is	the	second
consecutive	month	 of	 increased	 tapering	 and	 resulted	 in	 renewed	movements	 of	 funds	 from	 the	 emerging	markets	 into
developed	markets.		The	Rand	lost	over	6%	of	its	value	within	the	month	of	January	against	the	major	currencies	and	has
now	lost	in	excess	of	25%	over	the	last	year.	

This	currency	depreciation	should	raise	the	competitiveness	of	locally	manufactured	product	but	exports	will	remain	muted
whilst	we	 suffer	 production	 issues	 such	 as	 strikes	 by	 labour	 unions.	 	 	We	 also	 have	 a	 concern	 that	 our	manufacturing
capacity	has	not	been	maintained	adequately	over	the	last	decade	and	we	foresee	the	need	for	large	capital	investment	to
take	 place	 to	 increase	 our	 capacity	 to	 previous	 levels.	 	 A	 lot	 of	 this	 investment	 would	 need	 to	 be	 geared	 towards
infrastructure,	including	electricity,	rails	and	roads.

The	 JSE	hit	 record	 highs	 during	 the	month	 as	 it	 tracked	movements	 in	 the	 international	markets,	 before	 pulling	 back	 to
current	levels.		A	combination	of	increased	concerns	over	the	slowing	growth	in	China	and	the	further	reduction	in	US	Fed
bond	repurchases	weighed	on	investor	sentiment	and	saw	the	markets	come	off	their	highs.		Even	after	the	slight	pull	back
the	stocks	listed	on	the	JSE	continue	to	trade	on	Price	Earnings	levels	that	are	far	higher	than	their	long	term	average.			We
continue	to	caution	of	downside	risk	in	the	current	valuation	of	the	individual	stocks.			

CPI	increased	by	0.1%	on	a	month	on	month	basis	to	a	5.4%	annual	increase	rate.		The	fuel	price	was	the	main	driver	of
inflation	during	the	period	as	another	fuel	price	increase	was	implemented	during	December.		We	expect	further	increases	in
the	 fuel	 price	 as	 the	Rand	weakness	 impacts	 	 this	 and	 other	 imports.	 	 The	 fuel	 price	 impact	 was	 negated	 by	 the	 high
weighting	 given	 to	 food	 and	 beverages	 in	 our	CPI	 basket.	 	Many	 food	 items	 have	 been	 stable	 in	 cost	 for	 the	 last	 year
bringing	down	inflation.		This	is	expected	to	cease	as	the	Rand	weakness	increases	the	cost	of	imports.

We	expect	the	volatility	to	continue	in	February	2014	and	we	caution	clients	to	maintain	care	when	operating	in	the	financial
markets.
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FINANCIAL	PRODUCT	IN	FOCUS

��
RETIREMENT	ANNUITY	SEASON

In	 our	 financial	 product	 focus	 this	month	we	 look	 at	Retirement	Annuities	 (RA’s).	 	 The	 newer	 unit	 trust	 based	RA’s	 are
structured	as	a	very	flexible	product	for	the	policy	owner.		The	majority	of	RA’s	now	allow	full	flexibility	over	the	contributions
made	by	the	policy	owner.		Owners	can	increase,	decrease	or	cease	their	contributions	whenever	they	want	without	any
penalty	reducing	their	capital	saved	in	the	product.		They	are	also	in	a	position	to	make	further	adhoc	contributions	into	their
RA	as	they	desire.

As	we	near	the	end	of	the	2014	tax	year	we	would	like	to	highlight	the	numerous	ways	to	utilise	an	RA	to	create	wealth	for
the	policy	holder	and	their	descendants.		For	contributions	to	an	RA	to	be	deductible	within	the	2014	tax	year,	payment	will
need	to	be	received	by	the	financial	institution	prior	to	the	end	of	February	2014.

Structure	of	Retirement	Annuities

RA’s	 were	 introduced	 to	 enable	 individuals	 who	 were	 not	 part	 of	 group	 retirement	 schemes	 to	 save	 for	 retirement.	 	 In
practice	they	have	grown	to	complement	existing	retirement	savings.		You	may	access	only	one	third	of	the	capital	when
you	 reach	 the	 age	 of	 55	 (differs	 to	 pension	 and	 provident	 fund	 where	 you	 can	 access	 capital	 on	 leaving	 employment,
although	very	unwise	to	do	so).		The	remaining	two	thirds	is	used	to	buy	an	annuity/pension.

All	retirement	savings	investments	are	limited	in	terms	of	what	they	can	invest	in.		Regulation	28	exists	to	ensure	that	no	one
takes	undue	risk	with	their	retirement	savings	that	could	jeopardise	the	entire	value	of	the	savings.		One	just	has	to	read	the
stories	of	people	invested	in	the	various	Ponzi	schemes	to	know	how	valuable	this	prudent	measure	can	be.

Tax	Efficiency	of	Retirement	Annuities

It	 is	 important	 to	 note	 that	 there	 are	 impending	 amendments	 to	 current	 legislation	 to	 ensure	 that	 all	 retirement	 savings
products	enjoy	the	same	tax	benefits.		These	amendments	should	come	into	effect	after	the	next	tax	year.		The	main	impact
that	the	amendments	will	have	on	RA’s	is	to	increase	the	tax	allowance	on	contributions.

The	South	African	Government	 is	aware	of	 the	 low	 level	of	savings	 that	 is	prevalent	within	our	country	 resulting	 in	a	big
burden	on	Government.	 	 In	order	 to	encourage	more	 taxpayers	 to	save	 for	 retirement,	 the	Government	has	created	 tax
legislation	that	has	many	benefits	for	retirement	savers.		The	tax	benefits	of	RA’s	have	been	summarised	below.

Tax	deductibility	of	contributions

Contributions	to	RA’s	are	deductible	from	tax	up	to	certain	limits.		This	means	that	the	individual	is	investing	pre-tax	monies
into	their	RA	if	they	take	advantage	of	these	limits.		Currently	contributions	to	RA’s	are	tax	deductible	to	a	maximum	of	the
greater	of:
•	15%	of	non-retirement	funding	taxable	income;	or
•	R3	500	less	allowable	pension	fund	contributions;	or
•	R1	750

If	 the	 taxpayer	does	not	enjoy	 the	benefits	of	an	employer	provided	provident	or	pension	 fund	 then	 the	allowance	would
generally	be	15%	of	all	their	income.

No	tax	payable	on	growth	in	the	RA

There	 is	no	 tax	payable	within	 the	RA	on	 the	 investment	 returns.	 	There	 is	no	 income	 tax,	 capital	 gains	 tax	or	dividend
withholding	tax	levied	against	the	RA.		This	allows	the	investor	to	invest	in	a	lower	risk	portfolio	whilst	still	generating	returns
similar	to	a	portfolio	that	has	a	higher	allocation	to	equities.

Tax	allowances	on	withdrawal

At	retirement	the	investor	can	draw	a	lump	sum	from	the	RA	up	to	a	maximum	of	one-third	of	the	value	of	the	RA.		The	first
R315	000	of	 this	 lump	sum	is	 taxed	at	0%,	 the	next	R315	000	at	18%	and	the	next	R315	000	at	27%.	 	This	creates	 the
scenario	where	an	individual	can	withdraw	R945	000	at	an	average	tax	rate	of	15%.

The	remaining	value	(minimum	two-thirds)	has	to	be	used	to	purchase	an	annuity.		This	annuity	can	be	either	a	living	annuity
or	a	life	annuity.		Tax	is	payable	on	the	annuity	received,	calculated	using	the	tax	tables	for	individuals.		Through	financial
planning	 one	 is	 able	 to	 prudently	 manage	 the	 taxable	 income	 of	 the	 individual	 by	 managing	 the	 amount	 of	 the	 monthly
annuity.

Example	of	the	tax	efficiency	of	Retirement	Annuities

Mr	A	has	determined	 that	he	has	10	years	 left	 to	 retirement	and	estimates	 that	he	will	 thereafter	need	 to	draw	 from	 the
retirement	savings	for	a	period	of	20	years.		He	is	undecided	whether	to	invest	in	an	RA	or	whether	to	make	a	discretionary
investment	into	unit	trusts.

He	 currently	 earns	R25	 000	 per	month	 and	would	 like	 to	 invest	 15%	 (falls	within	 the	 allowance	 on	 contributions)	which
amounts	to	a	monthly	investment	amount	of	R3	750.		We	have	assumed	that	a	tax	rate	of	30%	applies	to	his	salary	and	that
there	 is	 no	 other	 taxable	 income	 or	 investments.	 	We	 have	 not	 taken	 inflation	 into	 account	 and	 thus	 his	 salary	 and	 his
requirements	remain	constant.

If	Mr	A	 invested	 in	unit	 trusts	he	would	have	full	 flexibility	regarding	 in	what	asset	class	to	 invest	(it	would	not	have	to	be
Regulation	 28	 compliant)	 and	 could	 have	 his	 investment	 fully	 exposed	 to	 equities.	 	 We	 have	 assumed	 that	 he	 would
generate	a	gross	investment	return	of	15%	for	the	discretionary	investment	and	a	13%	return	for	the	RA.		The	growth	in	the
discretionary	investment	would	be	taxable	and	we	have	assumed	an	average	tax	of	12.5%	on	the	growth.

Lastly	as	Mr	A	wishes	to	receive	the	funds	as	soon	as	he	possibly	can	without	paying	taxes,	he	has	taken	his	R315	000	tax
free	withdrawal	on	retirement.		The	value	of	the	investments	over	the	years	can	be	demonstrated	in	the	graph	below.		We
have	not	applied	any	assumptions	for	the	use	of	the	funds	once	received	from	the	investment.		It	is	important	to	note	that	the
R315	000	lump	sum	could	be	reinvested	into	a	discretionary	investment	which	would	increase	the	monthly	annuity.
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The	cashflows	of	the	two	investments	can	be	summarised	as	follows:

It	has	been	demonstrated	in	the	calculations	above	that	Mr	A	would	have	better	off	 investing	in	an	RA	because	of	the	tax
benefits	attached	to	the	product.

Estate	Planning	Benefits

The	big	estate	planning	consideration	 for	RA’s	 is	 that	all	payouts	 from	RA’s	on	death	are	 free	of	estate	duty	as	 they	 fall
outside	 the	 estate.	 	Estate	 duties	 are	 currently	 20%	of	 the	 value	 of	 the	 estate	 and	 thus	 a	 considerable	 savings	 can	 be
made.		Generally	the	policy	proceeds	are	paid	directly	to	the	dependants	of	the	deceased	and	therefore	will	not	be	subject	to
executors	fees	in	the	deceased	estate.		This	will	result	in	a	further	saving	of	3.5%	plus	VAT.		With	the	correct	application	of
an	RA	the	policy	owner	can	prevent	an	erosion	of	up	to	24%	of	the	value	of	their	estate.		The	transfer	to	the	dependants	is
done	on	a	tax	neutral	basis	and	is	not	considered	a	disposal	for	capital	gains	tax.

For	this	reason	it	 is	a	very	handy	investment	product	for	 individuals	who	have	more	funds	than	they	require,	and	wish	to
invest	them	for	their	families.

Protection	from	Creditors

As	mentioned	previously,	 the	RA	falls	outside	 the	estate	of	 the	 individual.	 	This	prevents	 it	 from	ever	being	attached	 to	a
claim	against	the	policy	owner.		Even	if	the	policy	owner	is	sequestrated	their	retirement	savings	within	an	RA	are	protected
and	may	be	accessed	only	according	to	the	rules	and	paid	only	to	the	owner.

This	is	an	important	consideration	for	individuals	who	have	provided	personal	suretyships	for	other	legal	entities,	whether	it
is	as	a	result	of	ownership	or	directorship	of	those	entities.		Other	assets	of	the	individual	would	be	attached	as	security	by
creditors,	but	the	RA	could	never	be	attached.

In	Summary

The	benefits	of	an	RA	can	be	easily	identified	when	compared	to	a	straight	unit	trust.

Retirement	Annuities	are	very	efficient	products	that	may	be	utilised	for	a	number	of	different	wealth	management	reasons.	
If	you	are	interested	in	more	details	please	do	not	delay	in	getting	in	contact	with	us	and	we	can	meet	with	you	to	determine
a	solution	prior	to	the	Retirement	Annuity	season	ending	on	28	February	2014.
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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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t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za
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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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