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The	 only	 way	 to	 open	 this	 month’s	 newsletter	 is	 to	 remind	 everyone	 about	 the	 fuel	 price	 hike	 that	 will	 come	 into	 effect	 on
Wednesday	 this	 week.	 	 Both	 grades	 of	 petrol,	 93	 and	 95	 (ULP	&	 LRP),	 will	 increase	 by	 99	 cents	 and	 100	 cents	 a	 litre	 (c/l)
respectively	from	midnight	on	Tuesday	so	don’t	forget	to	fill	up.	This	brings	the	overall	retail	price	of	95	ULP	for	motorists	in
Gauteng	to	R17.08	c/l	and	R16.49	c/l	at	the	Coast.		And	to	think	that	just	a	mere	9	years	ago	you	could	buy	fuel	at	R6.01	c/l.
	
The	 combination	 of	 a	 weakening	 Rand	 and	 an	 increasing	 oil	 price	 has	 meant	 that	 fuel	 has	 been	 getting	 more	 and	 more
expensive.		Fuel	has	already	increased	by	24%	over	the	last	12	months	and	this	was	before	this	latest	price	hike.		This	is	definitely
hurting	 the	 already	embattled	 consumer.	 	The	CPI	 report	 showed	 inflation	of	4.9%	based	on	 the	general	 basket	of	goods	–	of
which	 fuel	 has	 a	 4.58%	weighting.	 	We’ve	 no	 doubt	 that	many	 readers	may	have	 a	 higher	weighting	 to	 fuel	 in	 their	 personal
baskets.
	
The	Rand	performed	well	in	the	month,	regaining	some	of	the	losses	of	the	previous	month.		The	August	sell	off	was	as	a	result
of	emerging	market	fears	 	 that	arose	from	USA	trade	tariffs	 imposed	on	Turkey,	sending	all	emerging	market	currencies	 into	a
tail	spin.		The	Turkish	central	bank	managed	to	bring	some	stability	to	the	market	by	raising	interest	rates	to	24%	from	17.75%.	
This	move	 was	 ahead	 of	 expectations	 and	 boosted	 the	 Turkish	 Lira.	 	 This	 rate	 hike	 was	 seen	 to	 be	 positive	 as	 it	 showed	 the
independence	of	the	Turkish	central	bank.		They	defied	Turkish	president	Erdogan	in	the	process	as	he	had	pressured	the	central
bank	to	keep	rates	down.		This	move	helped	all	emerging	market	currencies	as	some	level	of	confidence	returned.
	
The	JSE	had	a	very	poor	month	losing	5%	during	the	month.	 	This	was	mainly	off	the	back	of	the	industrial	sector.	 	The	large
behemoth	Naspers	(constitutes	21%	of	the	JSE	All	Share	Index)	lost	9%	in	the	month	as	their	investment	into	Tencent	declined	in
value	due	 to	Chinese	 regulators	clamping	down	on	 the	gaming	 industry.	 	The	 JSE	All	Share	 Index	 is	 at	 a	very	 similar	 level	 to
what	 it	was	 12	months	 ago.	 	 Equity	 investors	 have	 had	 to	 have	 an	 incredible	 amount	 of	 patience	 as	 they	wait	 for	 investment
returns.
	

Every	year	in	September	there	is	a	National	Wills	Week	(17th	to	21st	September	this	year).		We	remind	people	how	critical	it	is	to
have	a	valid	Will	is	to	ensure	the	accurate	execution	of	your	wishes	when	you	are	no	longer	around.		It	is	particularly	important	if
you	have	minor	children	as	you	do	not	want	their	inheritance	invested	in	the	Widows	and	Orphans	fund.
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FINANCIAL	VIEW

	
THE	TAXATION	OF	RETRENCHMENT	PAYOUTS	(SEVERANCE	PACKAGES)
	

Statistics	South	Africa	recently	released	their	Quarterly	Employment	Statistics	report	for	the	2nd	quarter	of	2018.		Included	in	this

report	is	the	fact	that	the	South	African	job	market	shed	69	000	jobs	when	measured	against	the	1st	quarter	report.	 	A	shrinking
job	market	makes	sense	when	one	considers	that	South	African	is	in	a	technical	recession.
	
The	 current	 economic	 conditions	 in	 South	Africa	make	 this	 country	 a	 tough	 place	 for	 companies	 to	 thrive	 in.	 	We	 have	 had
numerous	discussions	with	clients	and	other	individuals	and	everyone	seems	to	be	feeling	the	pinch	over	the	last	couple	of	years.	
In	this	environment	one	could	expect	further	job	losses	and	thus	for	our	financial	view	this	month	we	look	at	severance	packages,
and	in	particular	the	taxation	thereof.
	
Calculation	of	Severance	Packages
	
In	terms	of	the	Labour	Relations	Act	employers	are	obliged	to	pay	severance	pay	to	retrenched	workers.		The	severance	pay	must
be	 equal	 to	 at	 least	 1	week’s	 pay	 for	 each	 completed	 year	 of	 continuous	 service.	 	 This	means	 that	 the	 longer	 you	work	 for	 a
company	the	bigger	your	payout	would	be	if	retrenched.	
	
Companies	 can	 keep	 their	 retrenchment	 costs	 down	 as	 they	 are	 allowed	 to	 apply	 the	Last-In,	 First-Out	method	when	 selecting
which	employees	would	be	retrenched.	
	
Taxation	of	Severance	Packages
	
There	 seems	 to	 be	 a	 common	 misconception	 that	 severance	 packages	 are	 received	 free	 of	 tax.	 	 Unfortunately	 as	 Benjamin
Franklin	 pointed	 out	 to	 us	 that	 in	 this	world	 nothing	 is	 certain,	 except	 death	 and	 taxes.	 	 The	 South	African	Revenue	 Services
always	wants	their	share	of	any	income	that	you	may	receive.
	
Many	 people	 do	 get	 their	 severance	 packages	 free	 of	 tax	 but	 that	 is	 because	 severance	 packages	 are	 taxed	 according	 to	 the
Retirement	Lump	sum	tax	table.		When	the	employer	applies	for	the	tax	directive	on	your	severance	package	SARS	will	calculate
the	taxes	as	per	the	table	below.
	

As	one	can	see	the	first	R500	000	earned	according	to	the	retirement	lump	sum	tax	table	is	taxed	at	0%.		The	next	R200	000	at
18%,	followed	by	27%	for	the	next	R250	000	and	finally	all	amounts	received	above	R1	050	000	is	taxed	at	36%.
	
What	many	people	miss	with	the	lump	sum	tax	tables	is	that	they	are	calculated	on	a	lifetime	basis.		When	SARS	calculate	tax	on
your	lump	sum	they	include	all	previous	lump	sums	that	you	have	received	(including	severance	packages).		So	if	Employee	A
receives	 a	R200	 000	 severance	 package	 (having	 received	 no	 previous	 lump	 sums)	 that	would	 reduce	 the	 tax	 free	 portion	 and
leave	just	R300	000	of	the	tax	free	portion	available	when	they	get	to	retirement.		As	our	focus	is	always	to	provide	the	most	tax
efficient	solution,	we	often	amend	our	record	of	advice	when	someone	is	retiring	due	to	a	severance	package	that	they	received
in	the	past.
	
Generally	 if	 someone	 is	 being	 retrenched	 it	 is	 beneficial	 to	 receive	 as	much	 cash	 as	 possible	 to	 help	 you	 through	 the	 difficult
period.	 	Therefore	 the	practice	of	using	 the	Retirement	Lump	Sum	tax	 table	 is	not	a	bad	 thing	as	 it	allows	you	 to	receive	more
cash.		This	is	especially	relevant	if	you	are	retrenched	with	uncertainty	around	your	next	job.		Just	be	aware	that	the	directive	uses
the	 Retirement	 Lump	 Sum	 tax	 table	 and	 this	 may	 impact	 you	 later	 in	 life.	 	 Remember	 that	 lump	 sums	 also	 include	 any
withdrawals	 that	 you	may	have	made	 from	your	 pension	 or	 provident	 fund	when	 changing	 employment	 –	 these	 also	 have	 an
impact	on	how	much	you	can	get	out	free	of	tax	at	retirement.		Magwitch	can	assist	in	providing	tax	advice	if	you	are	involved	in
a	retrenchment	process.
	

	

ABOUT	MAGWITCH

	
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.
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