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Helena Swart, 

Independent Principal 

Officer, Prescient 

Retirement Funds

Dear members

A warm welcome to 2021. 

The rapid changes in the world due to the Covid pandemic and climate 

change have really brought home to us how uncertain life is. This can 

make planning for retirement a very tricky job. 

There is however a well-known saying about death and taxes being the 

only two certainties in life. It therefore makes sense when planning and 

saving for retirement to take the impact of tax on your investments into 

account. Planning for retirement also includes making adequate provision 

for your dependants and beneficiaries upon one’s death. The effect of 

compound interest can make a huge difference to the amount of money 

available for your dependants should you die prior to retirement.

In this newsletter, we 

• illustrate how you can pay less tax by saving more money at the  

end of every tax year;

• explain how compound interest works and how it can benefit  

your investments;

• provide you with a marketing commentary from Prescient for  

the last month.

There are a number of regulatory changes happening in 2021 which may 

affect your retirement benefits. We will communicate these changes in 

our upcoming communications and directly to affected members.

Kind regards,

Helena
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Board of Trustees,  
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SAVE MORE TO PAY LESS TAX

My inbox has been flooded with emails from various financial service providers 

reminding me to take advantage of the tax benefit related to my pension 

savings. These messages arrive every year just before the end of the tax year on 

28 February. Most product owners urge you to act between 5 and 7 days before 

the end of February to allow enough time to still process your contributions to 

maximise the tax benefit. So what is the fuss about?

According to a well-known statistic, only around 6% of retirees in South Africa 

can maintain their lifestyle and fund their retirement without any reliance on 

the State. The government is therefore incentivising you to save more for your 

retirement by reducing the amount of tax you pay. An amount equal to 27.5% 

of the greater of your remuneration or taxable income up to an annual limit 

of R350 000 is tax-deductible. This benefit covers contributions to both your 

formal employer-offered retirement fund and any individual pension savings, 

such as Retirement Annuities (RAs). The amount deductible is therefore 

calculated in aggregate on all your pension savings.

Take a few minutes to calculate the percentage you’ve already paid into your 

retirement fund and/or retirement annuities for the current tax year. If this 

number is not at 27,5% of the greater of your taxable income or remuneration 

(up to a maximum of R350 000 per annum), you should make a lump sum 

payment before 28 February to ensure that you optimise your tax deduction. 

A basic example:

0% contribution 10% contribution 27.5% contribution

Salary/Income R500,000 R500,000 R500,000

RA/Retirement 

contribution

R0 R50,000 R137,500

Taxable Income R500,000 R450,000 R362,500

Tax payable* R113,655 R95,655 R67,194

* 2019/2020 tax tables
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Should you want to top up your retirement savings, a lump sum can be paid into 

your current RA account via our Administrator’s website, or you can send an 

email to retirement@prescient.co.za for more information. It’s always preferable 

to speak to your independent financial advisor if you need advice.

In addition to the tax benefit on contributions, RAs also have other tax benefits:

• All growth, including interest income, net rental income and dividend 

income is tax-free

• No capital gains tax is charged on the investment returns in your RA

• No estate duty is charged on the value of your RA, as it is not part of your 

estate and therefore also doesn’t attract executors’ fees

• At retirement, one third of the value can be taken as a cash lump sum (or all 

of it if it’s worth less than R247,500), and an amount up to R500,000 is tax-

free (remember, this can only be taken once, even if you own multiple RAs)

“The avoidance of taxes is the only intellectual pursuit that carries any reward.”  

– John Maynard Keynes, one of the greatest economists of the 20th century 

It’s always 

preferable to 

speak to your 

independent 

financial advisor if 

you need advice

“

“
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MAKING “MONEY BABIES” – THE POWER OF 

COMPOUND INTEREST

While much of investing is an active process – including budgeting, setting aside 

money to invest, and researching the right investment and product – a large part 

of it is passive, silent and stealthy. People often talk about “time in the market”, 

not “timing the market”, and what they’re referring to is the power of compound 

growth (widely known as compound interest).

So, what is the magic of compound interest? How do you grow your savings 

with little or no effort? How do you get your money to make “money babies”?

It all comes down to time. Time for your investments to earn income, and for 

that income to earn income, and then to earn more income on that income. It’s 

a compounding cycle that creates wealth over time – allowing the returns you 

earn on your investment to start earning returns themselves. 

Investopedia offers a great definition:

“Compound interest (or compounding interest) is the interest on a loan or 

deposit calculated based on both the initial principal and the accumulated 

interest from previous periods. Thought to have originated in 17th-century Italy, 

compound interest can be thought of as “interest on interest,” and will make a 

sum grow at a faster rate than simple interest, which is calculated only on the 

principal amount.”

Consider the following example:

Anne is 20 and decides to save R200 per month in an investment account. By 

the time she is 65, assuming an average annual growth rate of 8% per annum, 

her investment account will be worth just over R1 million.

Now, if Anne only starts saving that R200 per month at the age of 30, her 

investments will only be worth about R450,000 when she turns 65. By starting 

10 years earlier and investing just R24,000 more (10 years of R200 per month), 

she will more than double her investments.

Put another way: if Anne only starts saving at the age of 30 and wanted to 

achieve R1 million by the age of 65, she would need to put away just over R450 

per month to match her 20-year-old self, who was saving R200 a month. And 

even worse, if she only starts at age 40, she would need to save just over R1,100 

a month.

Therefore, it’s clear that the more time your money is invested, the more time 

it has to make money babies. And those money babies grow and make more. 

Time in the market is a significant factor in growing your investment savings, 

and the sooner you start, the more time your money has to take advantage of 

this compounding growth. 

Niki Giles,  

Head: Investor Services  

and Product
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GLOBAL MACROECONOMICS

January 2021: A tale of two halves

The first couple of weeks of January saw a continuation of the rally in risk 

markets – which started when Joe Biden won the US presidential election 

in Q4 last year. Bond yields rose, and value and other cyclical elements that 

encompass risk-on positioning (e.g. commodities) took off. Indeed, the 

prevailing reflationary narrative in the market has been a potent driver of asset 

prices over the past three months or so. 

Many of these risk-on trades however suffered a setback toward the end of the 

month and gave back most of the earlier gains. It all came to a head during the 

last week of the month due to massive short squeezes in a handful of counters 

with elevated short interest as a percentage of share float – which led to 

significant de-grossing by over-levered hedge funds. The bottom panel of the 

chart Short squeeze impact on broader equity markets illustrates how the seven-

day rate of change on the VIX spiked in tandem with the parabolic rise in the 

share price of GameStop (which had the highest short interest) as hedge funds 

finding themselves on the wrong side of the trade became forced sellers of their 

long positions to fund exponentially increasing margin calls.

Short squeeze impact on broader equity markets

Source: Bloomberg (as at end January 2021)

To read the full article click here.

Maitse Motsoane  

Portfolio Manager & 

Rupert Hare 

Co-Head of Multi-Asset

MSCI World GS Hedge Fund VIP basket (RHS)
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https://www.prescient.co.za/media/8470/prescient-multi-asset-commentary_end-january-2021.pdf

