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After	the	volatility	experienced	in	the	first	2	months	of	the	year,	March	2014	gave	everyone	a	chance	for	a	breather.		The
world	 appears	 to	 be	 playing	 a	 waiting	 game	 with	 the	 global	 superpowers	 still	 discussing	 the	 implication	 of	 the	 Crimean
referendum	to	join	Russia.

The	JSE	All	Share	Index	continued	to	track	global	markets	during	the	month.		Movements	in	the	index	were	mainly	impacted
by	movements	in	the	Naspers	share	price	(market	capitalisation	around	10%	of	the	index).		Naspers	owns	34%	of	Chinese
giant	Tencent	who	is	China’s	largest	and	most	used	internet	service	portal.		During	March	there	was	a	selloff	in	the	global
internet	giants	as	investors	reassessed	the	values	of	these	companies.		As	an	example	the	share	price	in	Facebook	lost
11%	in	a	single	week	during	the	month.			

The	Rand	continued	to	strengthen	against	all	currencies	as	the	sentiment	towards	emerging	markets	continues	to	improve.	
The	 Rand	 is	 now	 back	 to	 levels	 similar	 to	 what	 it	 ended	 last	 year.	 	 The	 big	 surprise	 in	 the	 month	 was	 the	 tremendous
improvement	in	the	trade	account	for	the	month	with	a	surplus	of	R1.7bn	being	reported.		Imports	were	down	significantly	as
retailers	 had	 done	 a	 lot	 of	 their	 restocking	 in	 January	 (replacing	 stock	 sold	 during	 festive	 season).	 	 Exports	 were	 up,
notwithstanding	the	effect	of	the	platinum	strike,	with	vehicles	and	equipment	showing	the	largest	growth	in	exports.

The	platinum	strike	has	now	entered	its	9th	week	with	the	last	reported	figures	showing	R10bn	worth	of	lost	revenue	for	the
large	platinum	miners.		The	striking	workers	are	estimated	to	have	lost	R4.5bn	in	wages	which	we	can’t	foresee	being	made
up	 in	affordable	wage	 increases.	 	 It	 is	probable	 that	 the	strikes	will	 lead	 to	 large	 job	 losses	as	 the	mines	move	 towards
automated	processes.

The	repo	rate	was	left	unchanged	during	the	month	although	the	Governer	of	the	Reserve	Bank,	Gill	Marcus,	indicated	that
this	was	not	a	unanimous	decision.		She	was	quoted	as	saying	that	interest	rates	are	still	likely	to	be	on	a	rising	trajectory.

The	reported	CPI	for	February	increased	to	5.9%	as	Rand	weakness	continues	to	feed	through	to	the	price	of	goods.		The
fuel	price,	which	was	one	of	the	main	contributors	to	the	higher	CPI	number,	increased	another	2.9%	during	the	month	as	a
result	of	a	39c/litre	rate	hike.	 	Food	prices	continue	to	 increase	quicker	than	other	areas	of	 the	CPI	basket.	 	The	highest
contributor	 in	 the	 month	 was	 a	 1.8%	 increase	 in	 bread	 and	 cereal	 which	 impacts	 on	 the	 majority	 of	 the	 population.	
Increases	in	health	care	which	are	measured	annually	were	reported	as	8.3%,	another	item	above	the	upper	level	of	inflation
targeting.

We	continue	to	caution	against	downside	risks	when	operating	in	the	current	financial	market.		Valuations	still	appear	to	be
inflated	and	certain	market	participants	still	expect	some	form	of	correction	to	happen	during	2014.	
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FINANCIAL	PRODUCT	IN	FOCUS
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ENDOWMENT	POLICIES	v	UNIT	TRUSTS

For	our	Product	in	Focus	this	month	we	look	at	endowment	policies	and	how	they	differ	from	unit	trusts.		Both	are	popular
after-tax	investment	vehicles	but	how	does	the	individual	investor	decide	which	is	the	correct	vehicle	to	utilise	for	investing
after-tax	money?

The	most	 important	concept	 for	 the	 investor	 to	understand	 is	 the	structure	of	an	endowment.	 	An	endowment	policy	 is	a
contract	with	a	 life	 insurance	company	whereby	 the	 insurer	agrees	 to	pay	a	benefit	 in	 return	 for	a	monthly	or	 lump	sum
premium.		An	endowment	is	not	an	investment	in	itself;	rather	it	is	a	tax-wrapper	that	holds	an	underlying	investment.	

Endowment	policies	come	in	different	forms.		The	main	distinctions	can	be	made	between:

•	 Market-linked	 endowments	 –	 The	 policy	 holder	 takes	 the	 risk	 of	 volatility	 in	 the	 markets	 over	 the	 life	 of	 the	 policy	 by
investing	into	underlying	unit	trusts;
•	Guaranteed	return	endowments	–	The	life	insurer	will	guarantee	a	stable	rate	of	return	which	is	funded	by	them	taking	from
good	years	to	supplement	bad	years,	or	by	purchasing	a	bond.		The	rate	of	return	will	generally	be	lower	than	the	market-
linked	endowments	in	order	to	compensate	the	life	insurer	for	assuming	the	volatility	risk.

Historically,	many	endowment	policies	also	added	life	insurance	and	disability	benefits	and	were	long-term	policies.		These
days,	in	South	Africa	endowments	have	a	minimum	maturity	period	of	5	years.

As	endowments	can	hold	unit	trusts	as	the	underlying	investment,	any	decision	to	utilise	an	endowment	wrapper	should	be
made	primarily	for	tax	and	estate	planning	purposes,	and	not	for	investment	purposes.

Taxation	on	Endowment	Policies	and	Unit	Trusts

As	mentioned	above	both	products	are	after-tax	 investment	vehicles.	 	Only	 the	 investment	 income	and	capital	growth	of
these	investment	vehicles	would	be	subject	to	tax.		

Endowment	Policies

There	 is	 a	 common	 misconception	 that	 endowments	 are	 “tax	 free”.	 	 This	 is	 definitely	 not	 the	 case	 but	 it	 is	 important	 to
understand	how	the	taxes	are	paid	within	an	endowment.		In	an	endowment,	tax	on	investment	income	is	taxed	within	the
endowment	by	the	administrator	at	a	fixed	rate	of	30%.		Any	capital	gains	tax	on	the	capital	growth	will	be	withheld	by	the
administrator	when	the	endowment	has	matured.		The	investor	does	not	pay	any	further	taxes	on	the	proceeds	they	receive
as	the	tax	has	already	been	deducted	and	paid	over	on	their	behalf.

Unit	Trusts

When	investing	directly	in	unit	trusts,	investors	will	be	taxed	at	their	marginal	tax	rate	on	investment	income,	which	could	be
up	to	a	maximum	rate	of	40%.

Capital	gains	tax	on	the	capital	growth	is	included	in	taxable	income	at	an	inclusion	rate	of	33.3%.		Capital	gains	tax	is	thus
levied	at	a	maximum	effective	rate	of	13.3%	(40%	of	a	33.3%	inclusion).

Individual	 taxpayers	 do	 receive	 some	 tax	 relief	 on	 the	 investment	 income	 and	 capital	 growth	 of	 their	 investments.	
Taxpayers	receive	an	annual	tax-free	interest	income	exemption	of	R23	800	(R34	500	if	they	are	aged	65	and	above).		Any
interest	 earned	 on	 the	 unit	 trust	 investment	 will	 qualify	 for	 tax	 exemption	 up	 to	 this	 level.	 	 The	 individual	 taxpayer	 also
receives	an	annual	capital	gains	allowance	of	R30	000	and	any	gains	below	this	level	will	not	be	subject	to	tax.

These	exemptions	are	not	available	for	endowments.

From	a	taxation	perspective	an	endowment	will	therefore	only	make	sense	for	those	individuals	who	are	already	paying	tax
at	a	marginal	rate	above	30%.		It	is	important	to	take	the	tax	allowances	into	account	as	these	could	reduce	the	effective	tax
rate	of	a	direct	investment.					

Another	 situation	 where	 an	 endowment	 can	 be	 considered	 for	 tax	 purposes	 is	 when	 investing	 offshore.	 	 Taxation	 on
offshore	 investment	 earnings	 and	 capital	 gains	 can	 be	 very	 complex	 and	 it	 could	 be	 attractive	 to	 investors	 to	 pass	 the
burden	of	calculation	onto	the	administrator	of	the	endowment	policy.

Estate	Planning	Considerations

Benefits	on	death

It	is	possible	to	nominate	beneficiaries	on	an	endowment	policy.		The	endowment	policy	will	thus	not	be	subject	to	executor
fees	as	the	policyholder	proceeds	are	transferable	directly	to	the	nominated	beneficiaries.		This	could	lead	to	a	saving	of	up
to	3.5%	plus	VAT.

No	beneficiaries	can	be	nominated	in	a	unit	trust	investment	and	thus	the	executors	will	handle	the	investment	in	line	with	the
wishes	of	the	investor	as	contained	in	their	Will.

Negotiability

An	endowment	policy	can	be	ceded	or	pledged	as	security,	and	it	is	possible	to	have	joint	owners	on	an	endowment	policy.

Endowment	Regulations

As	mentioned	previously	an	endowment	has	a	minimum	term	of	5	years.	 	During	this	period	withdrawals	are	restricted	to
one	 interest	 free	 loan	and	one	surrender.	 	Withdrawals	during	the	5	year	restriction	period	are	 limited	to	 the	contributions
made	plus	5%	compound	growth	per	annum.

An	 investor	can	make	regular	contributions	 to	 the	endowment,	however	 from	year	2,	 the	contributions	are	restricted	 to	a
total	of	120%	of	the	highest	annual	contributions	over	the	previous	2	years.
 

Summary

Endowments Unit	Trusts
Taxed	at	a	fixed	rate	of	30% Taxed	at	the	investor’s	marginal	tax	rate,	maximum	of	40%

No	interest	exemption Interest	exemption	can	be	utilised

No	capital	gains	exemption Capital	gains	exemption	can	be	utilised

May	appoint	a	beneficiary	and	reduce	executor	fees No	option	to	appoint	a	beneficiary

��Minimum	5	year	policy	term Flexible	and	accessible

Restricted	access	to	funds	before	the	end	of	the	policy	term Unlimited	access	to	funds
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Endowment	policies	can	provide	great	 tax	efficiency	 for	high-income	earners	and	 thus	should	be	a	consideration	 for	any
investor	who	has	a	marginal	tax	rate	of	above	30%.		The	decision	as	to	whether	it	is	the	correct	investment	vehicle	can	be
made	only	with	reference	to	the	individual’s	financial	circumstances	and	we	would	suggest	that	anyone	looking	to	utilise	an
endowment	policy	should	ensure	that	they	get	appropriate	financial	advice.

If	you	need	assistance	 regarding	 the	most	 tax	effective	structures	 for	your	 income	and	assets	please	do	not	hesitate	 to
contact	us	at	Magwitch	Securities.
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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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