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OPTIMISING AFTER-TAX SAVINGS 

 

At its core, saving involves deferring consumption by not spending money now with a view to 

obtaining greater spending power in the future. While future spending is entirely discretionary, goals 

like children’s educational needs or splurging on a dream holiday are some standard objectives.  

 

However, considering how unpredictable the future can be, living from pay cheque to pay cheque 

on a monthly basis is a risky business. In light of this, periodic savings will help significantly in the 

case of an emergency.  

 

The vehicles used to save are normally highly dependent on how long into the future the cash can 

be invested for. Savers constrained by limited time should consider a more conservative investment 

option where capital is less at risk. This can range from saving in a piggy bank, which earns no 

returns, to investing in a money market-type fund that accrues interest periodically. As the rational 

investor always prefers more utility than less, the focus here will be on investing in funds that offer a 

return.  

 

Inflation is a vital consideration when deciding where to invest. This is important as prices rise 

annually. For example, if education costs R100 000 now and you have this outlay due in ten years’ 

time, you can expect this figure to rise with inflation annually. A long-term inflation expectation of 6% 

a year after 10 years would mean you no longer require R100 000 but will need to fork out almost 

R180 000.  

 

Savers also needs to be cognizant of taxes. Depending on annual income, various tax brackets 

apply to the income returns earned. For simplicity, assume all income is subject to 45% income tax 

a year. To obtain sufficient cash after-tax from an investment in 10 years’ time to pay for education, 

an annual investment return in the range of 11% would be required.  

 

Scarily, this is significantly higher than projected inflation of 6% per annum. Fortunately, the risk of 

not achieving the required return in the short-term is overcome by the 10-year investment horizon. 

Although selecting an investment that returns anything less would cause a cash shortfall at the end 

of ten years, it’s worth remembering that a tax rate of 45% a year is assumed here, which is the 

maximum rate for income tax. Additionally, this example is based on a South African resident under the 

age of 65 that in in the current 2019 tax year. 
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At Prescient Investment Management, we have a unique offering for those looking to maximise after-

tax savings.  

 

The Prescient Optimised Income Fund aims to deliver an enhanced after-tax yield while also offering 

capital stability. Importantly, the fund also offers liquidity for investors seeking after-tax inflation-

beating returns on their savings, but who have a limited time horizon.  

 

At present, South African inflation is 4.4%. But even with the more conservative long-term 

assumption of 6.0%, the since-inception* return of the Prescient Optimised Income Fund is 6.3% 

(annualized), after tax and fees.  

 

ends 

 

About Prescient  

 

• Prescient Investment Management (Pty) Ltd (Prescient Investment Management), is an 

authorised financial services provider (FSP 612). 

• For any additional information, including our services, fund prices, fees, brochures, minimum 

disclosure documents and application forms please go to www.prescient.co.za 

 

The investment performance shown is for illustrative purposes only. Investment performance is calculated by taking the actual initial fees 

and all ongoing fees into account for the amount shown. Income is reinvested on the reinvestment date. 
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• The taxation effects presented above are discussed in general terms and individual investors 

may experience tax consequences differently. The tax effects discussed depend on (i) the 

nature of the unitholder – (a) for companies the maximum tax rate used will be applicable 

until their financial year end. Companies are not eligible for the interest income exemption 

available to individuals. (b) Trusts holding units in the fund may or may not incur income tax 

on income from distributions received from the fund depending on when those distributions 

are in turn distributed to the trust beneficiaries. For any income retained in a trust, the 

maximum income tax rate for trusts may change after their year-end for income tax purposes 

of 29 February 2020. (c) Individuals are eligible for an exemption on income received in the 

form of interest depending on their age in the tax year – R23 800 for persons not older than 

65 years and R34,500 for persons older than 65 years. The maximum income tax rate for 

individuals are likely to change beyond the 29 February 2020 year end. In addition. 

companies, trusts, and individuals may have assessed losses available against which to 

offset income received by distributions from the fund which would also affect the rate of tax 

incurred by them. 

• 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 A schedule of fees, charges and maximum commissions is 

available on request from the Manager. There is no guarantee in respect of capital or returns 

in a portfolio. A CIS may be closed to new investors in order for it to be managed more 

efficiently in accordance with its mandate. CIS prices are calculated on a net asset basis, 

which is the total value of all the assets in the portfolio including any income accruals and 

less any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee 

and custodian fees and the annual management fee) from the portfolio divided by the number 

of participatory interests (units) in issue. Performance has been calculated using net NAV to 

NAV numbers with income reinvested.  The performance for each period shown reflects the 

return for investors who have been fully invested for that period.   Individual investor 

performance may differ as a result of initial fees, the actual investment date, the date of 

reinvestments and dividend withholding tax. Full performance calculations are available from 

the manager on request. Annualised performance: Annualised performance shows longer term 

performance rescaled to a 1-year period. Annualised performance is the average return per year over 

the period. Actual annual figures are available to the investor on request. *Inception date: 31 March 

2016. Highest rolling 1-year return since inception of 6.52%. Lowest rolling 1-year return since 

inception of 6.09%.  
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