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September	2015	was	another	difficult	month	for	 investors.		The	stock	market	managed	to	perform	moderately	and	ended
the	 month	 flat	 or	 at	 levels	 similar	 to	 where	 it	 started.	 	 Whilst	 the	 numbers	 may	 look	 decent	 	 	 if	 one	 delves	 into	 the
performance	of	the	companies	and	the	protection	we	should	receive	from	rand	weakness,	then	things	on	the	equity	market
are	not	that	rosy.	

During	 the	month	 the	 Rand	 hit	 new	 lows	 against	 developed	market	 currencies	 as	 global	 economic	 concerns	 about	 the
Chinese	economy	created	a	 continued	 “flee”	 from	emerging	markets	 into	 developed	markets	 and	 their	 currencies.	 	 The
Euro	 was	 surprisingly	 the	 strongest	 currency	 in	 the	 month	 even	 though	 the	 European	 Union	 implemented	 their	 own
quantitative	easing	with	the	express	purpose	of	devaluing	their	currency.			It	appears	that	investors	are	hard	wired	to	act	a
certain	way	when	risk	increases	and	they	do	so	without	taking	into	account	the	state	of	the	assets	that	they	are	moving	their
investments	to.

Across	the	world	most	major	stock	markets	reported	losses	for	the	month,	with	the	JSE	being	one	of	the	better	performing
markets	globally.		The	reason	that	the	JSE	managed	this	relative	performance	is	because	of	the	dominance	of	our	market
by	Rand	hedges,	these	companies	benefited	from	the	weakening	Rand.

Locally	poor	news	continues	to	dominate	with	allegations	of	corruption	forever	increasing.		This	negative	news	and	the	weak
rand			impact		the	confidence	of	investors	locally		and	internationally		Our	share	market	however	seems	to	withstand	this
negativity		and	the	reason	for	this	is	that	the	majority	of	the	earnings	from	many	of	the	companies	listed	on	the	JSE	have	a
natural	rand	hedge		or	are	not	generated	within	our	borders

Long	term	investors	should	stick	to	their	strategies	in	the	current	market	as	often	short-term	volatility	will	be	a	benefit	to	long
term	investors	if	they	continue	to	invest	during	periods	of	weakness.		Diversification	is	your	other	form	of	protection.
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FINANCIAL	PRODUCT	IN	FOCUS

	
TAX	FREE	SAVINGS	ACCOUNT

In	 our	 financial	 product	 in	 focus	 in	 March	 2015	 we	 looked	 at	 the	 new	 Tax	 Free	 Savings	 Account	 (“TFSA”)	 that	 was
introduced	then.		As	we	have	seen	substantial	interest	in	this	investment	structure,	we	felt	that	another	look	at	this	would	be
beneficial	so	that	you	can	take	advantage	of	these	benefits.

In	this	article	we	will	look	at	a	bit	more	practical	uses	of	the	TFSA	and	to	recap	the	structure	that	was	introduced.

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.	

The	TFSA	applies	only	to	individuals	resident	in	South	Africa.		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.

The	 investment	has	no	 restriction	on	withdrawal	so	 the	 investor	can	access	 the	 funds	 in	 their	account	at	any	 time.	 	We
stressed	in	March	that	any	reinvestments	will	be	regarded	as	new	contributions	and	will	your	contribution	limits.

Conclusion	contained	in	the	March	Magwitch	Monthly

In	 our	March	 article	we	 highlighted	 how	 the	 compounding	 of	 the	 tax	 saving	 over	 the	 longer	 term	 is	what	 generates	 the
outperformance	of	the	TFSA	compared	to	other	investments.		We	had	also	demonstrated	that	the	greater	the	rate	of	return
that	the	investment	was	generating	the	more	the	tax	saving	will	compound	and	thus	we	concluded	as	follows:

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.

We	are	unchanged	in	our	opinion	but	felt	it	is	important	to	note	that	saving	tax	makes	a	difference	even	on	smaller	or	shorter
term	investments.	

Investing	in	a	TFSA	when	the	investment	horizon	is	shorter	or	the	amount	invested	is	smaller

The	most	important	aspect	of	the	TFSA	is	that	there	is	no	tax	within	the	investment.		Any	taxes	paid	on	an	investment	have
a	negative	impact	on	your	investment	value	and	your	wealth	in	the	long	term.		If	it	is	possible	to	reduce	your	tax	obligation
through	using	tax	structures	available	to	you,	then	it	makes	good	financial	sense	to	make	use	of	these	benefits.	

It	is	easiest	to	demonstrate	this	via	a	pie	chart.		In	the	below	chart	the	income	earned	in	a	TFSA	is	represented	by	the	entire
pie	whilst	income	from	a	discretionary	investment	would	be	represented	by	the	red	portion	of	the	pie.
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The	tax	saving	on	income	earned	may	not	be	a	significant	amount	in	an	individual	year	but	it	is	what	happens	to	that	portion
of	 the	 funds	 that	you	haven’t	had	 to	pay	away	 that	 is	 really	 important.	 	These	 funds	 remain	 invested	and	 thus	enjoy	 the
benefit	of	compounding	and	exponential	growth.

The	maximum	contribution	limit	per	year	equates	to	a	R2	500	p/m	investment.		There	is	no	obligation	to	invest	the	full	R30
000	per	year	but	rather	that	that	figure	represents	the	limit	on	contributions	in	a	year.		All	TFSA	platforms	cater	for	smaller
monthly	contributions	and	once-off	investments.		The	appropriate	contribution	rate	and	underlying	investment	choice	will	be
determined	by	your	financial	situation	and	your	investment	horizon	(biggest	factor	in	that	is	age).

Investing	in	your	child’s	TFSA

The	 South	 African	Revenue	 Services	 (“SARS”)	 keep	 track	 of	 individual	 TFSA	 accounts	 by	 using	 the	 ID	 number	 of	 the
investor.		It	is	possible	to	open	a	TFSA	account	for	your	minor	children	and	SARS	will	recognise	that	the	account	belongs	to
them.	

A	 TFSA	 is	 only	 accessible	 by	 the	 account	 holder	 and	 thus	we	 suggest	 using	 the	 child’s	 TFSA	 account	where	 you	 are
planning	to	save	for	them	and	handover	over	a	 lump	sum	to	them	at	a	future	date.		 It	would	not	be	beneficial	 to	use	their
TFSA	 to	save	 for	some	of	 the	more	 immediate	expenses	of	 the	minor	child.	 	Especially	as	 funds	 that	you	 invest	 in	 their
TFSA	 will	 count	 against	 their	 contribution	 limits	 and	 may	 impact	 what	 they	 can	 do	 in	 later	 life	 when	 they	 are	 working
themselves.

Investors	approaching	retirement

For	those	investors	who	have	already	taken	advantage	of	the	annual	interest	exemption	a	TFSA	would	be	a	good	additional
investment.		As	there	is	a	large	selection	of	different	investments	available	within	a	TFSA,	investors	approaching	retirement
may	select	more	conservative	allocations	that	have	a	large	cash	component	and	a	limited	interest	in	equities.		This	would
definitely	compliment	accumulated	savings.

What	is	happening	in	the	Financial	Services	Industry	regarding	TFSA

There	were	very	few	investment	companies	that	were	adequately	prepared	when	the	TFSA	structure	was	introduced	on	1
March	2015.		The	reason	for	this	was	that	there	had	been	limited	information	as	to	what	was	going	to	be	excluded	from	a
TFSA.

The	banks	were	quick	to	move	as	their	products	were	automatically	compliant	with	the	TFSA.		Many	of	them	immediately
advertised	the	possibility	to	earn	returns	up	to	7%	tax	free.		It	was	however	important	to	point	out	that	most	investors	may
already	receive	their	interest	tax	free,	unless	they	have	sizeable	cash	investments,	due	to	the	annual	interest	exemption	for
individuals	(R23	800	for	individuals	younger	than	65;	R34	500	for	age	65	and	above).

Asset	managers	however	 took	slightly	 longer	 to	 introduce	products	 that	were	TFSA	compliant	as	 for	 the	most	part	 their
investment	 products	 were	 slightly	more	 complex	 than	 a	 bank	 account.	 	 The	main	 area	 of	 non-compliance	 was	 around
performance	fees	charges	within	their	products.		These	fees	are	one	of	the	few	items	that	are	specifically	excluded	from	the
TFSA	structures.		It	is	however	apparent	that	the	majority	of	asset	managers	have	been	registering	new	funds	that	do	not
charge	performance	fees	and	now	comply	with	this	requirement.		They	clearly	see	this	as	a	big	part	of	the	financial	industry
and	their	assets	under	management	going	forward.

Conclusion

We	remain	of	the	opinion	that	your	retirement	savings	is	your	best	place	to	save	and	generate	wealth.		This	should	be	your
first	choice	of	saving	for	retirement	and	as	such	remains	your	most	critical	wealth	building	block.		Any	investor	 looking	to
generate	long	term	wealth	and	comfort	needs	to	invest	as	much	as	is	possible	in	retirement	savings.

The	TFSA	represents	the	next	best	investment	within	South	Africa.		Where	an	investor	has	other	discretionary	investments
we	would	suggest	a	process	where	the	investments	are	slowly	moved	to	a	TFSA.		You	cannot	only	contribute	cash	into	a
TFSA	so	these	other	investments	may	need	to	be	sold	first	in	order	to	be	converted	into	cash	for	the	TFSA	investment.

The	TFSA	remains	a	great	and	valuable	structure	for	any	South	African	investor	that	is	looking	to	invest	additional	funds.	
The	product	 is	suitable	for	 investors	of	all	ages	as	one	can	change	the	underlying	assets	within	the	TFSA	to	match	your
own	requirements	and	risk	profile.

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:

	
• Employee	Benefits • Retirement	Planning • Money	Market
• Medical	Aid • Investment	Planning • Investments
• Risk	Benefits • Estate	Planning • Treasury	Management
• Short	Term	Insurance • Foreign	Exchange • Trust	Administration
	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
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.

	


