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In this edition:

• Saving for tertiary education
• Boring but important: cash vs share dividends
• Tax audit: you could be next

(n: immediate insight; receive knowledge by direct perception)
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Saving for education is not a topic that 
we often cover in Intuition – largely 
because many of our clients are well 
past that hurdle. However, with the 
recent addition of Roy and Nick to our 
investment team, both of whom have 
young children, as well as my clutch 
of three young boys, there has been 
considerable debate in the office as 
to the most effective way to save for a 
child’s education. This article explores 
a few options. And while the focus is 

on education, the principles apply equally to all long term 
savings goals.

Over the past ten years, government spending on social 
grants and subsidies for the poor has risen enormously, with 
precious few initiatives aimed at those considered previously 
advantaged. As a result, the launch of “Fundisa”, a savings 
initiative subsidized by the government and open to all citizens 
piqued our interest. The question now is whether saving 
through Fundisa (and so benefitting from the government 
subsidy) is worthwhile, or should anxious parents stick to the 
more tried and tested options?

What is Fundisa? It is a joint initiative between the government 
and the Association for Savings and Investments in SA (ASISA) 
to promote and encourage saving for tertiary education. Four 
of the country’s largest asset managers (Stanlib, Old Mutual, 
Coronation and Investec) have launched Fundisa-affiliated 
products. It works as follows:

1. All South African citizens are eligible, provided that 
study is started before the learner reaches the age 
of 35, and that the course or degree is through a 
recognized public college or university.

2. The government will supplement the parent’s 
contributions by 25% per annum, or a maximum of 
R600. So a parent must save R200 per month to benefit 
from the full subsidy. Any contributions over this level 
will not receive any government subsidy.

3. The funds saved will be channeled into approved 
Fundisa investments – which are limited to income-
based unit trusts with the major asset managers listed 
above. 

4. If the funds are paid directly to a tertiary institution for 
education, then it is considered tax free. We interpret 
this to mean that there will be no capital gains tax paid 
when the investment reaches maturity and the funds 
are used for education.

5. If you stop contributing or take money out of the 
scheme for any reason, you lose all subsidies that have 
accrued to you. However, you can transfer it to another 
learner without losing the benefits.

Flowing from the above, this article aims to answer three 
questions:

1. Does the benefit of the government subsidy 
compensate for being forced to invest in income assets 
only (cash and bonds)? All of the Fundisa-approved 
investments have no exposure to equities.

2. Is the “tax free” status merely a marketing slogan or 
does it really make a difference?

3. Is a monthly saving of R200 sufficient to cover the 
requirements of tertiary education?

Question 1: to subsidise or not to subsidise?

The idea of a government subsidy is always appealing, but 
more so in an environment where our taxes seem to cover so 
few of the basic services. Intuitively, an extra 25% per annum 
on your contribution seems irresistible and a “no-brainer.” In 
our opinion, there are two icebergs – the first being that the 
subsidy is on the annual contribution only – not the annual 
amount of the cumulated investment. In other words, the 
subsidy gets less and less meaningful with each passing year 
as the base gets bigger. The second is whether the subsidy 
compensates for the lower returns from cash and bonds 
rather than being invested in equities.

As is always the case in such examples, we have run the 
numbers for various scenarios in an effort to eliminate any 
bias that might creep in. We have the added benefit that 
Fundisa has been around for about 3 years, so we can also 
look at a few years of actual returns to gauge whether we are 
on the right track.

In this exercise, there are three important variables:
1. Inflation
2. The annual return from shares

savinG for tErttiary Education
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3. The annual return from cash and government bonds.

We are fortunate to have at our disposal an annual research 
study (done by JP Morgan) that compares the performance 
of different asset classes over long periods of time. The 
study starts in 1960, and tracks the annual performance of 
shares, bonds and cash relative to inflation over the last 52 
years. As a reference guide, we have used data from 1980 
onwards, given that the 1970s was characterized by excessive 
inflation and very low yields – which distorts the true picture 
and favours equities. Hence we have started in 1980 which 
reflects a return to a more normal environment.

The table below highlights the variables we need, the actual 
returns (using the history provided by JP Morgan), and then 
our assumptions for the three scenarios we have considered. 
As an aside, it is interesting to note that all three asset classes 
have, on average, beaten inflation over the past thirty years, 
but less so in the more recent years as low interest rates have 
taken their toll on cash returns.

Our base scenario assumes an investment of R200 per 
month – this is the amount required to earn the maximum 
government subsidy and it doesn’t grow at all. In other 
words, it remains R200 per month for the next eighteen 
years, despite this becoming a lesser amount due to inflation. 
Each year the Fundisa investment is credited with R600 from 
the government. Equities grow at inflation plus 4% (we 
assume inflation is 6%), with bonds growing slightly ahead 
of inflation, and cash in line with inflation. As you would 
expect, an investment into Fundisa will grow more quickly 
in the early years than a similar investment into an equity 
unit trust, merely because the subsidy is large relative to the 
amount of capital invested. Interestingly, it takes ten years for 

the equity investment to overtake the Fundisa investment. 
However, after eighteen years, the equity investment will 
have an accumulated value of R121,000, versus R103,000 for 
the Fundisa investment. The equity value is 20% higher.

The table below highlights the final investment amounts you 
would earn for each of the scenarios we provided in the first 
table.

In all the scenarios that we have painted, an investment 
in an equity fund would yield a higher final result than an 
equivalent investment through a Fundisa-linked investment. 
Admittedly, the “pessimistic” scenario is a close call, but we 
have deliberately skewed the parameters in favour of cash 
at the expense of equities. In reality that is unlikely to be the 

Annual Returns Actual Secnario 
1

Scenario 
2

Scenario 
3

(1980-
2011)

Base 
Forecast

Pessimistic 
Forecast

Optimistic 
Forecast

Shares 19.5% Inflation 
+4%

Inflation 
+4%

Inflation 
+4%

Bonds 14.5% Inflation 
+4%

Inflation Inflation 
+4%

Cash 11.5% Inflation Inflation 
-1%

Inflation 
+4%

Inflation 9.8%

Equity unit trust vs fundisa

 -
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“Equities win over the long term given that they grow faster than 
inflation”

Final Investment 
Values

Actual Secnario 
1

Scenario 
2

Scenario 
3

(1980-
2011)

Base 
Forecast

Pessimistic 
Forecast

Optimistic 
Forecast

R R R R
Equity Unit 
Trust

394,214 121,113 96,657 172,645

Fundisa 228,256 103,513 93,119 124,578
 

Difference 165,958 17,600 3,538 48,067
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case. Our base forecast is deliberately conservative too – 
given our broad investment outlook that calls for a tough few 
years for investments generally. But based on actual data for 
the last 32 years, it is clear that an investment in unit trusts 
would have outstripped Fundisa by a huge margin – almost 
75%.

So it seems that we have answered the first question: it is 
better to investment in an equity unit trust with no subsidy 
on offer, rather than through Fundisa with a government 
subsidy.

Question 2: Is “tax free” worthwhile, or just a marketing 
slogan?

One press article claims that any money saved through 
Fundisa will be tax-free provided the money is used to fund 
a learner’s education. We cannot find any reference to this 
tax free status in the official literature relating to Fundisa, but 
will do the analysis nonetheless. Given that any contribution 
to a savings scheme is done with after-tax savings (ie, your 
salary after tax has been deducted), we assume that “tax 
free” means that there is no capital gains tax applicable when 
the investment matures and is used to fund education. We 

have added a few extra calculations to our previous table to 
show the impact on capital gains tax on the equity unit trust 
investment.

Based on current rates of capital gains tax, an investment in 
an equity unit trust will still beat an equivalent investment 
in Fundisa, even after capital gains tax has been paid on the 
investment. So we have answered our second question. 
Don’t be fooled by the “tax-free” marketing mantra. It does 
not alter the basic investment case.

Question 3: Is R200 per month enough to pay for a university 
degree?

One limitation of the Fundisa Scheme, in our opinion, is that 
the subsidy offered by government is limited to R600 per 
annum, implying that the maximum that should be saved to 
benefit from the subsidy is R200 per month. Is that enough 
to pay for a university education? A quick browse through 
various university websites suggests that one year of study 
for an undergraduate degree costs about R40,000 (tuition, 
books etc) – that is in today’s money. 

To answer our final question, we have once again reproduced 
the table below – showing the investment value (after tax) 
from an equity investment and Fundisa investment, and then 
the cost of one year of study 18 years hence – assuming an 
inflation rate of 6%.

Final Investment 
Values

Actual Secnario 
1

Scenario 
2

Scenario 
3

(1980-
2011)

Base 
Forecast

Pessimistic 
Forecast

Optimistic 
Forecast

R R R R
Equity Unit Trust
- Final Value 394,214 121,113 96,657 172,645
- Contributions 43,200 43,200 43,200 43,200
- Capital Gain 351,014 77,913 53,457 129,445
 
Tax Free Allow 30,000 30,000 30,000 30,000
Taxable Portion 321,014 47,913 23,457 99,445
CGT  
(33% @ 25% rate)

26,484 3,952 1,953 8,279

Net Equity 
Value

367,730 117,161 94,704 164,366

Fundisa 228,256 103,513 1,585 R39,788

Difference 165,958 17,600 3,538 48,067

Final Investment 
Values

Actual Secnario 
1

Scenario 
2

Scenario 
3

(1980-
2011)

Base 
Forecast

Pessimistic 
Forecast

Optimistic 
Forecast

R R R R

Equity Unit 
Trust

367,730 117,161 94,704 164,366

Fundisa 228,256 103,513 93,119 43,200
 
One year tuition 121,024 121,024 121,024 30,000
Three Year’s 
tuition

385,292 385,292 385,292 99,445

Shortfall
- Equity Unit 
Trust

-17,562 -268,131 -290,588 -264,268

- Fundisa -157,036 -281,779 -292,173 -260,714
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As the table shows, in every instance the projected cost 
of future tuition is greater than the accumulated savings, 
although it is marginal if we use the actual data over the past 
thirty two years as a guide to the future. However, it is fair to 
say that saving R200 per month is far from sufficient to meet 
the costs of a university education – and we have not included 
residence fees, allowances, cars etc, that are part and parcel 
of a child spreading his or her wings. That answers our third 
question. As to what level of savings is necessary, and using 
our base scenario (Scenario 1) as a guide, we calculate that 
the required monthly savings should be between R600 and 
R700 per child.

These calculations make for sober reading – especially for a 
father of three young boys! At first glance, the obstacles might 
seem insurmountable, but observing a few time-honoured 
practices will reduce the mountain to a manageable “hill”. 

They are:

1. Start early.
2. Save regularly.
3. Increase your monthly saving by inflation each year. 

In none of the examples above have we increased the 
contribution by inflation each year. Rather we have 
left the amount constant. But it is normal practice 
to increase the amount as your salary increases. If 
we escalate the contribution in our base scenario by 
inflation (and starting today at R200 per month), the 
final value after eighteen years is R172,350 (after tax) 
versus our calculation above of R117,161. So it is not 
going to meet the target, but raising your savings rate 
each year will go a long way to bridging the gap.

4. Ultimately, let the compounding process work for you. 
Be patient and save regularly, and what once seemed 
impossible will gradually move within your reach.

BorinG But important: casH vs sHarE dividEnds

All clients will know that the cornerstone 
of our investment philosophy is 
dividends. We place a high degree of 
importance on dividends, given that 
when reinvested, dividends account for 
a huge amount of the total return of an 
investment.

The introduction of Dividend 
Withholding Tax (DWT) earlier this 
year at 15% rather than the previously 
implied rate of 10%, has impacted on the 

net cash amount received by each investor. We covered this 
tax in more detail in previous issues, but it is fair to say that a 
larger proportion of companies than we had anticipated have 
failed to pass on the STC savings. Consequently, the net cash 
received by investors has been lower than what we expected.

As is always the case, tax legislation has loopholes. One 
loophole with regard to DWT is for companies to offer an 
alternative between cash and/or new shares when paying 
its dividend. Cash dividends are subject to withholding tax 
at 15%, whereas shares taken in lieu of dividends are usually 
exempt from the tax. This can make a big difference to the 

Michael Porter

“A Stellenbosch degree does not come cheap”
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ultimate return for an investor.

One recent example, and it is a good example because it is a 
widely held share in almost all portfolios, is New European 
Property Investments. NEPI produced a stellar set of results. 
Its distribution to shareholders rose by 15% for the 6 months 
ended June 2012. At the time of the results announcement, 
the shares were trading at 4150c per share. The company 
offered its shareholders the opportunity to either receive the 
dividend in cash, or alternatively, to receive 3 new shares for 
every 100 shares already owned. The table below highlights 
the difference between the two options.

The market has risen to new all-time highs in South Africa, 
and overseas markets are within a whisker of highs reached 
before the Financial Crisis began. Yet the economic news is 
far from optimistic. In our opinion, higher equity markets boil 
down to the fact that returns on alternative investments are 
just so low so as to become almost unviable. So as long as the 
world keeps turning, then equities are attractive. We remain 
convinced that this factor will keep mild upward pressure on 
equities for the foreseeable future.

That being said, investors are in no mood to be charitable. 
Bad news or disappointing results are swiftly punished. 
Companies are under intense pressure to deliver growth 
in profits, and to demonstrate that despite the challenging 
conditions, they are able to grow. On that score, many of our 
companies (all those with June or December fiscal year ends) 
have been reporting results over the past few weeks. We 
thought it might be useful to take stock of results from some 
of the more widely held companies in our clients’ portfolios. 
What follows are brief comments on a select group of 
companies. In most instances, results are solid, but far from 
sensational. That suits us well, and is what we expected. As 
a reminder, we believe the next few years will be tough – 

returns of approximately 10% per annum are all we expect. 
But that is more than sufficient to grow your wealth given 
inflation of 6%. To paraphrase the Olympics, we are settling 
into the steady 5000m, not the 100m sprint. 

By taking the share option, the net value received by the 
shareholder is 24% higher than what it would have been had 
the cash option been elected. In addition, the NEPI share 
price has now risen to 4700c, which only enhances the share 
option further.

We expect more companies to take advantage of this 
loophole, especially given the tough economic environment 
where companies are keen to preserve cash. By offering 
shares, they can kill several birds with one stone. They can 
1) reward their shareholders with dividends, b) enhance 
shareholder returns by avoiding the tax, and c) preserve cash 
to see through the tough times. 

From our point of view, provided the company is performing 
well, it is an attractive option. We are always pushing home 
the point about reinvesting dividends and compounding 
the income. By opting for shares, this is the most efficient 
method by which dividend income can be reinvested, 
because there are no transaction costs. In the past, we have 
almost always opted for cash rather than shares when given 
a choice. But the introduction of Dividends Withholding Tax 
has necessitated a change in our thinking. Consequently, 
where companies offer the choice between cash or shares, 
each case will be evaluated individually to ensure that we 
maximize your return.

Flowing from the above, we feel that it is important for 
clients to understand the mechanics and accounting behind 
the various options. This is the “boring, but important” part 
of the article. 

The accounting treatment for a cash dividend is easy to 
understand. There is one transaction, which reflects the cash 
amount being deposited into your bank account. In your 
statements from Harvard House, a dividend is reflected on 
the “Transaction Schedule” and the cash will reflect in the 
Nedbank statement.

The treatment of a share dividend is somewhat different. 
Technically, it is not a dividend at all – otherwise it would 
be subject to Dividends Withholding Tax. Rather, it is often 
referred to as a “bonus issue”. This arises because you are 
issued shares at zero cost – so the number of shares that 

Cash Option Shares Option

No. of existing shares held 100 100
Dividend per share 118c 3 new shares 

per 100
Share price 4150c
Value of dividend R118.00 R124.50
Dividends Tax payable R17.70

Net value to investor R100.30 R124.50
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you own rises, but the total cost of those shares remains 
unchanged. When the time comes to sell those shares, you 
will realize a larger capital gain owing to the bonus issue, 
which will then be subject to tax. So SARS gets its fair share 
in the end – but Capital Gains Tax (CGT) is currently levied at 
a lower percentage than DWT – so it is preferable to pay the 
CGT rather than the DWT.

For a bonus issue, your statements from us will reflect a 
purchase of new shares at a zero cost. There will be no 
mention of a dividend, and an annual statement showing 
dividends for the year will not include any shares taken in 
lieu of cash dividends. Given that we place a high importance 

on income, and like to demonstrate to clients a rising income 
stream from year to year, this may give rise to the situation 
where cash dividends received are flat from one year to the 
next. It may appear that there is no growth, but when both 
cash dividends and share dividends are included, the total 
value to each investor should still reflect a growing trend.

This may sound like double-dutch but the important point 
to note is that in future, we may opt for more dividends in 
the form of shares rather than cash – simply because we can 
enhance your return and portfolio. As always, the team is 
available to deal with any queries if or when they arise.  

tax audit: you could BE nExt

If there’s one thing you don’t want it is an audit from SARS.  
The inconvenience and loss of productive time incurred dur-
ing a SARS audit can be highly frustrating.  

As you know, SARS is always looking for more money and one 
of the easier ways is through auditing taxpayers.  With the 
introduction of eFiling, SARS employees have more capacity 
to audit tax payers.  Individuals, estates, trusts, companies 
and close corporations can be selected at any time for audit.  
There are no exceptions. SARS’ intention is for every taxpayer 
to be audited at least once in their lifetime whether it is for 
Income Tax, VAT, PAYE or a Diesel Rebate audit. There is no 
rand limit as to whether you will be selected.  Even where 
there is no tax to pay, SARS can still select the taxpayer for 
audit.

So how do you know if you are selected for audit and how 
will it affect you?  SARS will issue a ‘Notice of Audit’ letter to 
you either via eFiling or by post.  For an income tax audit, the 
letter will notify you that your income tax return has been 
selected for audit as part of the SARS compliance process.  It 
will state that any refund will be withheld pending finalisa-
tion of the audit.  The letter will also state that the audit may 
take between three months and twelve months to complete 
depending on the complexity of the case and the number of 
other cases referred for audit.  

For our tax clients, we will receive this letter from SARS on 
your behalf and then let you know that you have been se-
lected for audit.  Thereafter we will deal with SARS, giving 

them the required documentation and answering any ques-
tions.  If we cannot answer a question or if we need further 
documentation, we will contact you.  Otherwise, the audit 
will not impact you personally, although we will have to bill 
you for the time taken to put the matter to rest.  We will en-
sure that the audit is finalised and inform you of the outcome 
of the audit.  If you are due a refund, we will ensure SARS 
correctly refunds you.

If you do your own taxes, when you get one of these letters 
ensure that you gather all your supporting documentation for 
amounts reflected as income, capital gains and deductions on 
your tax return.  A SARS employee will then contact you.  This 
information can either be submitted via eFiling or hand deliv-
ered to your nearest SARS branch.  Always ensure you have a 
copy of the documents you give SARS and ask for proof from 
them that they have received it.  Then it’s a case of waiting 
until the SARS auditor contacts you, to advise on the progress 
of the audit or to ask further questions.

So if you haven’t been audited by SARS yet, don’t get compla-
cent - your turn may be next. If you are selected, also do not 
panic, it is a regular occurrence!  Please feel free to make an 
appointment to see us if you would like us to assist you with 
your tax affairs.
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Disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 
The Harvard House unit trusts are registered under the Metropolitan Collective Investments Schemes license.  Custodian: Standard Executors & Trustees:  Tel 
(021) 401-2286.  Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as up and 
past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script lending.  Forward pricing is 
used. Commission and incentives may be paid and if so, are included in the overall cost.  This fund may be closed to new investors.  Collective Investment  prices 
are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC levies are levied against the portfolio. The portfolio manager may 
borrow up to 10% of portfolio NAV to bridge insufficient liquidity.   Metropolitan Collective Investments is a member of the ACI and is an authorised Financial 
Services Provider.  Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please contact:  
Metropolitan Collective Investments Ltd Call Centre, Tel:  0860 100 279, Fax:  (021) 940 5885, PO Box 925 Bellville, 7535 Email:  metunit@metropolitan.co.za.  
If your complaint has not been resolved to your satisfaction, kindly contact our Complaints Resolution Committee, Tel:  (021) 940 5880, Fax:  (021) 940 6205, 
Email:  emoruck@metropolitan.co.za.  For your information, the FAIS ombudsman provides an independent and objective advisory service.  Should you not be 
satisfied with the outcome of a complaint handled by Metropolitan, please write to, The Ombudsman, PO Box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470 9080/99.  Fax (012) 348 3447.  Email:  info@faisombud.co.za
 
Harvard House Investment Management (Pty) Ltd is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 675  
Harvard House Financial Services Trust is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 7758 
Harvard House, Chartered Accountants is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 14724

For more information on the range of products and services offered by Harvard House Investment Management 
and its associated companies (including Harvard House, Chartered Accountants), or for any financial advice, 
please contact the Company at:
Harvard House     Tel:  +27 (0) 33 330 2164
3 Harvard Street PO Box 235   Fax:  +27 (0) 33 330 2617   
Howick 3290  Howick 3290   E-mail:  admin@hhgroup.co.za
South Africa  South Africa   Website: www.hhgroup.co.za    

We say it every year, but it is hard to believe that another year has come and gone.  It has been an eventful year, what with 
further QE by the major central banks, rising unrest, and a dramatic slowdown in China. Locally, we have had our fair share 
of issues too – strikes and political uncertainty are probably at the forefront of our minds. 

Yet, January brings new beginnings, so 
please join us as we take stock of markets 
and look ahead to some of the issues 
that might impact on your investments in 
2013.

Space is limited so please book to avoid 
disappointment.

insiGHt sEminar: KZn midlands & JoHannEsBurG 

Natal Midlands Johannesburg
Topic: 2013: Another year like last year?
Date: 4th December 2012 22nd November 2012
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

JP Morgan Offices
Cnr Fricker & Hurlingham  Rds

Illovo
Time: 5.30pm for 6pm 5.30pm for 6pm
RSVP: Cathy Maitin-Casalis on 033 330 2164 or cathym@hhgroup.co.za


