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Taxes can significantly impact after-tax investment returns, and the cash left over to spend or retire 

on. Before considering a tax-free investment though, it is important for savers to understand the 

benefits attached to these investments. They should also have a firm grasp of the relevant legislation 

and the alternatives to these investment vehicles. When trying to maximise cash from an investment, 

there are certain circumstances where a tax-free investment is preferable, while at other times it 

makes very little difference when comparing a taxed investment to a tax-free one. 

 

According to the SARS, a maximum on R33 000 a year may be contributed to a tax-free investment, 

with a life time limit of R500 000 per person. It’s important to ensure the maximum amount is utilised 

each year as this does not carry over and can make a considerable difference over time. It is also 

vital not to invest more than R33 000 a year as a penalty of 40% is levied by SARS on the difference.  

 

According to Morningstar, the average money market fund returned 7.6% per annum after fees as at 

31 December 2017. Post-tax returns fell to 5.8% a year. An investment of R1 000 000 returning 7.6% 

a year for 10 years has a terminal value of R2 080 284. Post-tax, it is only worth R1 751 793, 

translating into a mammoth R328 491 (32.8%) of the investment value being eroded through taxes. The 

above simple calculation accounts for the R23 800 annual income tax allowance. For investors that 

have annual income returns below R23 800, it makes no difference whether the investment is taxable 

or tax free. 

 

Hence, taxes influence investment returns significantly and should be an important consideration 

in decision-making. However, investors considering a tax-free investment vehicle are faced with the 

main disadvantage that legislation limits the maximum investable amount to R33 000 a year. 

Additionally, in the aftermath of the dismal MTBPS revealing significant revenue shortfalls,  escalating 

debt and a low growth outlook, the most likely manner for National Treasury to make up the shortfall 

is by raising taxes. Meanwhile, despite the revenue shortfall, populist policies like free higher education 

also increase the likelihood of  higher taxes making after-tax investment returns even more essential. 

 

 

Prescient Investment Management (Pty)(Ltd) has managed to overcome these obstacles. By utilising an 

overlay strategy, the Prescient Optimised Income Fund invests in domestically listed shares as well as 

money market instruments to meet liquidity requirements. The end result is a strong and stable non-

taxable yield with the risk of capital loss completely hedged out. The fund is not classified as a tax-free 

investment vehicle meaning no maximum annual investment limits apply, which is a massive 

advantage. 
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The illustration compares the cumulative investment value of R1 000 000 invested in the Prescient 

Optimised Income Fund versus the average of all the money market funds after tax (monthly accrual), 

for the period since inception of the Prescient Optimised Income Fund. As can be seen, on an after-

tax basis, the Prescient Optimised Income Fund has outperformed and the difference grows 

substantially over time. This can be very deceptive as quoted fund performance is normally on a 

before tax basis, meaning the cash left over at the end of an investment stands to differ significantly 

depending on the duration of the investment and the amount of tax paid over the period. The 

Prescient Optimised Income Fund, like other money market funds, distributes its income monthly. 

Capital is also completely protected at all times. 
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About Prescient 

• Prescient Investment Management (Pty) Ltd, is an authorised financial services provider (FSP 

612). Collective Investment Schemes in Securities (CIS) should be considered as medium to 

long-term investments. The value may go up as well as down and past performance is not 

necessarily a guide to future performance. CIS’s are traded at the ruling price and can engage in 

scrip lending and borrowing. Performance has been calculated using net NAV to NAV numbers 

with income reinvested. There is no guarantee in respect of  capital or returns in a portfolio. 

Prescient Management Company (RF) (Pty) Ltd is registered and approved under the Collective 

Investment Schemes Control Act (No.45 of 2002). For any additional information such as fund 

prices, fees, brochures, minimum disclosure documents and application forms please go to 

www.prescient.co.za 

 

http://www.prescient.co.za/
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