
WHAT ABOUT TAX EFFICIENCY? 

Meyer Coetzee, Head of Retail at Prescient Investment Management, looks at key aspects of 

taxation that investors need to consider 

When it comes to investing, more often than not the conversation starts with “investment 

related” topics, like domestic versus offshore and the value of the rand, active versus passive 

investing and fees or comparisons of investment manager performance.  Tax implications 

are not generally afforded the same level of air time. 

Fortunately there is hope - this is precisely the area where a good financial advisor can add 

tremendous value. 

In the interest of raising some awareness about this topic, let’s shed some light on the 

general options pertaining to South African investors and tax.  

In the context of optimising tax efficiency, there are three main areas to consider: 

Compulsory savings 

Formal retirement savings via an approved retirement vehicle should be the first port of call 

for all long term savers.  Here, the vehicle, being pension, provident and retirement annuity 

funds, determines the tax efficiency. 

Benefits include the tax deductibility of contributions from taxable income into these vehicles, 

tax free investment returns during the build-up phase and tax benefits on taking a lump sum 

at retirement, or upon death. 

Within the ambit of the current retirement fund reform initiatives, tax harmonisation has 

simplified retirement structures by aligning the tax benefits available from pension and 

provident funds. Since 1 March 2016, contributions qualify for a deduction of up to 27.5% of 

taxable income, up to a maximum of R350 000 p.a. Not only has the quantum of tax 

deductibility been increased, but it has also been aligned between vehicles for simplicity. 

Although the underlying investments of retirement funds need to comply with exposure limits 

prescribed under Regulation 28 of the Pension Funds Act, broadly stipulating a maximum 

exposure to equities of 75% and 25% to offshore assets, the actual choice of investment 

portfolio does not have any direct tax implications as assets build up tax free. 

However, lower asset management fees throughout the build-up phase will result in a 

significant increase in retirement benefits - all things being equal. In this regard, the Prescient 

Balanced Fund, a passive Regulation 28 compliant fund that was launched in June 2014, 

targets significant long-term real returns with an annual asset management fee of only 

0.30%. 
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Voluntary savings 

Like retirement vehicles, Tax Free Savings Accounts (TFSA) offer tremendous tax benefits to 

those who have either exhausted the available retirement fund contribution deductions or 

those saving for other needs like their children’s education.  One of the primary differences to 

retirement funds is that the accumulated savings are easily accessible at any time, for 

example in the case on an emergency. 

With TFSA, there is no up-front tax deductibility of contributions, however investment returns 

during the investment period are tax free and all proceeds are paid out tax free. These TFSA 

are limited to R30 000 a year with a life time cap of R500 000 per individual.  

Because there are no exposure limits like Regulation 28 to comply with, there is much more 

freedom of choice where the underlying investment funds are concerned. That being said, 

there are restrictions which include not being able to invest in funds that charge performance 

fees. 

Property funds are especially attractive in the context of tax free savings accounts. The 

property companies invested in by property funds are generally taxed on their retained 

earnings, which provide an incentive to pay out the maximum income as dividends. 

Individuals investing directly in property unit trusts are liable for dividend withholding tax on 

distributions, but holding the trusts via tax free savings accounts means the tax does not 

apply. 

Launched in May 2007, the Prescient Property Equity Fund has returned 14.2% p.a. after 

fees, against the total annual return of the JSE All Share Index of 10.1% p.a. and inflation of 

6.2% p.a. 

Tax efficient funds 

Where other forms of voluntary savings are concerned, the investor’s returns in the form of 

income and capital gains are fully taxed in the individual’s hands. 

The individual has complete flexibility in so far as fund choice is concerned, while benefitting 

from the interest and capital gains exemptions permitted by tax legislation.  

The interest exemption is currently R23 800 for individuals under 65, and R34 500 for those 

over 65. This means that, in the case of individuals under 65, the first R23 800 of interest 

earned is tax free. Similarly, the capital gains exemption is R30 000 on all realised gains.  All 

returns above these levels are fully taxable. 

Many investors hold liquid assets as part of their portfolio, or emergency cash. For those 

below 65 and with cash investments of around R300 000, or those 65 and older with R500 

000, all interest earned should be exempt from income tax.  For all others, including 

companies with large cash holdings, tax on interest might be of concern. 

Fortunately there is hope.  Launched in March 2016, the Prescient Optimised Income Fund is 

a “dividend income fund” but it is priced like a money market fund where the price stays 

constant at 100 cents with daily “interest” declarations. The Fund targets a return of 



3 

approximately 85% of cash, as measured by the short-term money market call rate (STeFI), 

after tax and fees.  Capital is guaranteed by the big five banks. 

Conclusion 

Importantly an investor needs to take a considered holistic view of their retirement and 

investment planning (in conjunction with an appropriately qualified financial planner), to 

ensure their financial actions are in line with their financial and personal goals. The above 

solutions slot into a comprehensive financial plan to assist investors in achieving their 

financial aspirations. 

Ends 
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About Prescient 

 Prescient’s subsidiaries include: Prescient Investment Management (SA), Prescient

Securities, Prescient Management Company, Prescient Life, Prescient Fund

Services, Prescient Fund Services (Ireland) Prescient Wealth Management, Prescient

Profile, and EMHPrescient Investment Management.

 Prescient Investment Management is a signatory to the United Nations Principles of

Responsible Investing (UN PRI) and pledged to the Codes for Responsible Investing

in South Africa (CRISA).

 The Prescient Global Income Fund, now known as the Prescient Global Income

Provider Fund, was ranked by Morningstar as the 7th top performing fund for 2015.

 More recently, the Prescient Income Provider Fund won the Raging Bull Award

for the Best South African Multi-Asset Income Fund, Best South African

Interest-Bearing Fund as well as a certificate for the Best South African Multi-

Asset Income Fund on a risk – adjusted basis over five years to December 31,

2016. 

 Morningstar data also confirmed that The Prescient China Balanced Feeder Fund has

been the top performing South African domiciled fund for the second year in a row.
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 Prescient Investment Management was the first institution in Africa to be granted a 

Qualified Foreign Institutional Investor (QFII) licence by the China Securities 

Regulatory Commission (CSRC). 

 Prescient Investment Management was named Overall Investments/Asset Manager 

of the Year at the Imbasa Yegolide Awards 2011, Absolute Return Manager of the 

Year in 2013 and Bond Manager of the Year and Responsible Service Provider of the 

Year in 2015. 

 The full details and basis of the award can be obtained from the fund manager. 

 For any additional information such as fund prices, brochures and application forms, 

email info@prescient.co.za or visit www.prescient.co.za 

 Prescient Investment Management 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 
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