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In this edition:

• The Annual Budget
• Tax Issues:
◊	 Over 65’s: should you be registered for provisional tax?
◊	 Medical:	how	do	recent	changes	affect	you?

• Tax free savings account: all you need to know
• HH	unit	trusts:	reduction	in	costs

(n: immediate insight; receive knowledge by direct perception)
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Our government has been facing 
increasing pressure recently to 
demonstrate its ability to reign in 
spending and control its finances. The 
alternative is to face a downgrade to 
the credit rating of our national debt. 
Against that background, the Budget 
was keenly anticipated, and we feared 
that some draconian policies might be 
forthcoming to plug the leaks. Yet once 
again, the Budget proved to be far less 

controversial than feared, but it does have implications for 
investors and consumers alike. Furthermore, on 1st March 
we saw the introduction of tax-free savings accounts, which 
is dealt with separately later in this issue, and some other 
changes that taxpayers need to be aware of, as highlighted 
by our tax department.

Implications for financial markets 
Given the pressure on government to stabilize its finances, 
many feel that the recent Budget failed to go far enough to 
raise revenues and cut spending. In other words, the Minister 
did the bare minimum to placate the ratings agencies, which 
may buy Treasury some time, but it failed to placate long term 
concerns over the sustainability of government’s finances and 
our ability to keep our sovereign debt to acceptable levels. 
So whilst the medium term outlook does indicate that debt 
as a percentage of GDP should stabilize and start to fall, the 
amount of debt being raised every week remains unchanged 
at R4.1 billion. 

In addition, the Budget was very scant on detail, specifically 
about how the government intends to recapitalize and finance 
state-owned enterprises. They reiterated their commitment 
to support Eskom (and others) in a debt-neutral manner, but 
failed to provide any detail as to how this might be achieved. 
The market continues to expect the sale of some of their non-
core assets, such as government’s stake in Vodacom, but the 
lack of detail has done nothing to alleviate concerns about 
Eskom and its impact on the broader economy. Indeed, last 
week Eskom’s debt was downgraded to “junk” status by 
several ratings agencies, highlighting the concerns that these 
agencies have about the sustainability of Eskom over the 
years ahead.  Whilst we cannot ascribe the entire trend to the 
Budget, as there are other global factors at play, foreigners 

have generally been net sellers of South African government 
debt so far this year. For the year to date, net disinvestment 
stands at R5.8 billion. However, foreigners have sold almost 
R7 billion since the Budget was released, more than reversing 
the inflows recorded in the first few weeks of the year. 

We have been saying for some time that tax increases lay 
ahead, and this did indeed materialize. But the taxes that we 
thought might be vulnerable (Capital Gains Tax and Dividends 
Withholding Tax) were not specifically altered, and the rate of 
VAT remained unchanged. We have also been of the opinion 
that Estate Duty will in time be phased out, but there was 
no mention of this in the Budget. By raising personal income 
tax, the Treasury spread the load across the widest swathe 
of the population – albeit that after other adjustments, 
higher income earners will bear the bulk of the increase. 
Nonetheless, as we have mentioned already, government 
did the bare minimum and we would not rule out further tax 
increases in the years ahead. Reading between the lines, it 
does appear that government is still considering a change to 
the rate of VAT.

Implications for individuals
The primary changes emanating from the Budget fell mostly 
on individuals. A few of the more salient points are as follows:

1. The rate of personal tax was raised for the first time in 20 

THE ANNUAL BUDGET

Michael Porter
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Foreigners have sold more than R20 billion of our bonds 
since the end of January.
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years, by 1% for all but the lowest brackets of income tax. 
So the top marginal rate now sits at 41% and is applicable 
to incomes over R701,300. Government expects to 
collect an extra R9.4 billion from this change, but much 
of the damage is offset by inflationary adjustments to the 
tax brackets themselves and changes to medical credits. 
(See our later article for more information on medical 
credits.)

2. The higher rate of income tax feeds through to other 
corporate bodies as well. So the tax rate for trusts now 
moves to 41%, and the rate of Capital gains Tax also rises 
slightly. New CGT rates for the various marginal tax rates 
are as follows:

3. Unfortunately, government used the opportunity of lower 
fuel prices to increase fuel taxes quite substantially. The 
fuel levy will rise by an additional 30.5c per litre, whilst 
the Road Accident Fund levy will rise by 50c per litre. This 
still does not plug the hole in the RAF’s deficit, but it does 
go some way towards alleviating the problem. Both of 
these extra levies come into effect on 1st April. Thanks 
to a weaker currency recently and a slight recovery in oil 
prices, the petrol price has already started to reverse its 
recent declines. That once again clouds the picture for 
inflation and the direction of our own interest rates for 
the rest of the year. At the time of writing, the average 

under-recovery of the petrol price was 86c per litre. In 
other words, the price will rise by that amount in April to 
adjust for changes to the oil price and the Rand. Together 
with the tax increases, this suggests that petrol could 
rise by 166.5c per litre next month. It appears that the 
potential consumer boom from lower oil prices may well 
be short lived.

4. The other negative for consumers was the proposed 
increase in the electricity levy of 2c per KWH. Treasury 
portrayed this as a temporary increase to help fund 
Eskom until the capacity constraints were alleviated. 
It might also be withdrawn when the Carbon tax is 
implemented next year. However, Eskom is facing a 
critical cash crunch and is already asking NERSA for an 
increase of 25% in its tariffs. A further increase in taxes 
will just make electricity that much more expensive, 
which will feed through to productivity, profitability and 
inflation. I am sure that we can all quote examples of 
“temporary” measures that have been implemented in 
the past that still remain very firmly in place.

Apart from the usual increases in “sin” taxes, there were 
few other significant developments. To help sweeten the tax 
increase, a few positive announcements included:

1. Social grants have been adjusted upwards for inflation, 
which should protect those who are most vulnerable but 
which will also keep the consumer economy bubbling 
along.

2. Transfer duty on property transactions has been relaxed 
further. There is now no transfer duty payable on 
transactions below R750,000.

3. Exchange controls were relaxed further, for both 
corporates wanting to invest abroad and for individuals. 
Each taxpayer still has an annual R1 million discretionary 
allowance but subcategories have been removed, so 
there are no restrictions on how this money can be used. 
In addition, each taxpayer’s investment allowance has 
been increased from R4 million per annum to R10 million 
per annum. 

Some of the more technical issues are explored further in 
the following articles, but suffice it to say that, similar to 
previous years, the Budget proved to be far less controversial 
than expected. It is always a balancing act, and there is merit 
to the argument that Treasury is just delaying more painful 
adjustments. Time will tell. In the meantime, the government 
will be desperately hoping that economic growth gathers 
some momentum, as that will buy them some valuable time 
with which to implement more lasting reforms. 

Tax Bracket Old Rate of CGT New Rate of CGT
18% 5.9% 5.9%
26% 8.3% 8.6%
36% 11.6% 11.9%
41% 13.2% 13.5%
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The respite from the lower oil is fading quickly, in part 
thanks to higher taxes.
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Over 65? Should you be registered for 
provisional tax?

Are you over 65 years old and a non-
provisional taxpayer in the 2015 tax 
year?  Well, this may have changed 
for the current 2016 tax year.  This 
is because SARS has recently made 
amendments to the provisional tax laws 
with effect from 1 March 2015.

The amendments have important 
implications for over 65 year olds who receive income from 
interest, foreign dividends and rental in excess of R30 000 a 
year. 

Up until now, a person over 65 years, who did not carry on a 
business and had this kind of investment income did not need 
to register for provisional tax as long as their total taxable 
income (income less allowable expenses) was less than R120 
000.  However, this R120 000 exclusion has now been deleted. 
The new amendments have made the exemption provisions 
for provisional tax the same for all individuals, irrespective 
of age. 

So what this means is whether you are younger, or older, than 
65 years, you are only exempt from provisional tax if:

• Your only source of income is from remuneration (such as 
a salary or pension), OR

• you do not carry on any business and your taxable income 
is below the tax threshold, OR

• you do not carry on any business and your taxable income 
derived from interest, foreign dividends and rental from 
fixed property does not exceed R30 000 in total. 

The tax thresholds for the 2016 tax year, being the period 1 
March 2015 to 28 February 2016, are as follows:

It is important that taxpayers over 65 years check their 
provisional tax status in the light of these new amendments.  
For our Harvard House tax clients, we will do this check to see 
whether they are now required to be provisional taxpayers 
and we will advise them accordingly.

Cash flow is also something to consider as tax may need 
to be paid earlier if you do become a provisional taxpayer.  
Non-provisional taxpayers pay tax only after assessment, 
once their tax returns have been submitted.  As a provisional 
taxpayer, the first provisional tax payment for 2016 is due 
by 31 August 2015 and the second payment is due by 28 
February 2016.  Remember that pleading ignorance with SARS 
is not an option.  SARS will more than likely charge interest 
and penalties where taxpayers should have registered as 
provisional taxpayers but have failed to do so by the due 
dates.

If you have any questions about your tax affairs, please feel 
free to contact our tax department and we will be happy to 
assist you.

Medical: how do recent changes affect you?
SARS has recently made quite significant changes to the way 
in which medical expenses are claimed in your tax calculation.  
They have moved from a ‘medical deduction’ system to a 
‘medical tax credit’ system.

For the past two tax years, taxpayers under the age of 65 
years have had to apply this phased in approach to their 
medical expenses.  However, the new system now affects all 
individual taxpayers, regardless of their age. As from 1 March 
2014, all individual taxpayers will no longer get a ‘medical 
deduction’ but a ‘medical tax credit’.  What does this mean 
for you?

In the former system the ‘medical deduction’ decreased your 
taxable income. The calculation of the tax you have to pay is 
based on the amount of your taxable income.

With the new system your tax is calculated without any 
deduction for medical expenses, but then your ‘medical tax 
credit’ is deducted from that figure, to give a net amount of 
actual tax to payable to SARS.  

TAX ISSUES

Shelly Moreno

Age of Tax Payer Tax Threshold
Below the age of 65 years R73,650
Between the ages of 65 and 74 years R114,800
Over the age of 75 years R128,500
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The reason for the change is that all taxpayers, regardless of 
their level of income, now get an equal tax benefit, because 
the tax credit amounts are fixed.  On the previous system 
where actual medical aid contributions were used, the higher 
the person’s income, the higher the benefit they received.

Unlike the ‘medical deduction’ system, under the new 
‘medical tax credit’ system the tax credit is non-refundable 
and can’t be carried over to the next year of assessment.  In 
other words, this tax credit will reduce your tax payable, but 
it cannot create a negative amount.  It is important to note 
that any assessed loss brought forward from a previous year 
of assessment (which may have been created due to medical 
expenses exceeding income), can still be set off against future 
taxable income in the normal way.

The medical tax credit consists of two parts.  The first is the 
‘Medical scheme fees tax credit’, which is a credit that applies 
to your medical aid contributions.  For the 2015 tax year, the 

medical tax credits are R257 per month for each of the main 
member and the first dependant, and R172 per month for 
each additional dependant.  

The second part of the medical tax credit is called an 
‘Additional medical expenses tax credit’, and it applies to any 
excess medical aid contributions plus other qualifying medical 
expenses (for example doctor’s consultations which you have 
paid personally and which were not recovered from your 
medical aid, amongst other things). There is a formula which 
needs to be applied to calculate this amount.  Effectively, the 
formula limits the amount you can claim, so gone are the 
days when taxpayers over the age of 65 years claimed the 
total amount of their medical expenses as a deduction from 
their taxable income.

If you have any questions about your tax affairs, please feel 
free to contact our tax department and we will be happy to 
assist you.

TAX FREE SAVINGS ACCOUNT: ALL YOU NEED TO KNOW

Robin Gibson

In January 2013 we presented a seminar 
on the proposals by National Treasury to 
address the multiple issues that impact 
on the South African savings landscape. 
Part of our presentation highlighted the 
proposed introduction of a new tax-free 
savings vehicle to incentivise a broader 
savings culture in South Africa. Treasury 
was very tardy in releasing the detailed 
mechanics to the investment industry, 
with the working document only being 

released in the week before final implementation was due. 
Nonetheless, 1st March 2015 dawned as a new financial year, 
but also with a new financial tool in the investment and tax 
landscape. The launch of the Tax-free Savings Account (TSA) 
is probably the most notable new investment avenue since 
the Foreign Investment Allowance was introduced (at a mind 
blowing R 200,000) in the mid 1990’s.

In many ways, the TSA is not really a new product, but rather 
an implementation of a tax regime applicable to a limited 
set of existing products. The Regulator, in line with his desire 
to address challenges to the savings landscape, has created 
a strict set of products that are acceptable for inclusion in 
the new tax-free savings legislation, along with further 
guidelines pertaining to the mechanics of these products. 

The acceptable product solutions are as follows:

• Collective Investment Schemes (formerly Unit Trusts)

• Exchange Traded Funds (e.g. Satrix)

• Bank Accounts

• Endowment Policies

• Linked Product Platforms

What is immediately obvious is that the Regulator has 
specifically excluded the option of investing directly into 
listed instruments such as shares or listed property. 

In addition to controlling the specific investments an Investor 
may use within the allowance, the Regulator has also 
specified a number of characteristics associated with the 
products. Most importantly, no TSA account may include 
any investment fund that levies a performance bonus for the 
asset manager. The Regulator is clearly portraying the view 
that he perceives such funds as contrary to the benefit of an 
investor.

So what are the mechanics of the TSA’s? In summary the 
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investor is permitted to invest a maximum of R30,000 per 
tax year into a TSA, with an overall limit of R500,000 during 
the investor’s lifetime. Once inside the ‘account’ all events 
are excluded from any form of tax event usually experienced 
by investment instruments. This includes Income Tax, Capital 
Gains Tax (CGT) and Dividends Withholding Tax (DWT). 

In order to avoid abuse, contributions in excess of the 
prescribed limits will be taxed at a flat rate of 40%. In addition, 
there is no roll-over on offer. In other words investors may 
not top up in year 2 or 3 what they did not fully contribute 
in year 1 in respect of the maximum allowable contribution 
of R30,000 p.a. We do envisage however that the Regulator 
will adjust both the annual and overall limits upward with 
inflation in due course.

Investors may withdraw sums from a TSA at will entirely free 
of tax. These withdrawals will not be allowed to be replaced 
into the TSA in excess of the limits stated. Accordingly it rests 
with the Investor to be clear that such a withdrawal is within 
their interest in the long term.

In conjunction with releasing the TSAs into the market place, 
the Regulator has simultaneously failed to provide any 
inflationary increase on the Interest Exemption available to 
tax payers. This move is intentional as the aim is to allow 
the Interest Exemption to be whittled away by inflation over 
time, and to be replaced by TSAs. 

A number of other details are also relevant to the TSA, which 
include:

• No existing investment may be transferred into a TSA 
directly. Accordingly an effective sale would have to 

occur, and deposits made within the prescribed limits 
after payment of any relevant taxes.

• TSA accounts may be transferred between various 
service providers and the underlying investments may 
be changed. However it would appear that the Regulator 
has prohibited this for the first 12 months of the TSA’s 
existence.

• A maximum exit penalty can be charged under certain 
circumstances to allow the administrator to recoup costs 
associated with the investment. The penalty is calculated 
on a formula related to the portion of the investment 
pool withdrawn, the period the TSA has been in existence 
and the type of investment product, with an overall 
maximum of R500.

• No form of risk cover (death, disability or illness) may be 
included in the case of an Insurance Policy.

So who do we think should be seriously contemplating using 
these products? In essence, we cannot see that there are 
many clients who could not benefit from these accounts. 
Primarily, the only persons who would really see little benefit 
are those who fall substantially below the tax threshold. 
For the rest however, there is a juicy incentive that merely 
compounds over time as the value builds. There are multiple 
scenarios, but let us highlight just two examples that may 
resonate with readers.

1. An investor with 5 or more years to retirement, who 
may initially be a growth investor, but who at retirement 
may become an income investor. At present, switching 
a growth-orientated investment into an income-

TSA Direct
Value	after	10	years	at	13.5%	compounded	growth	(10%	Capital,	3.5%	Dividend).	
Annual	Contribution	is	R30,000

R672,611 R653,534

CGT on conversion to Income (assuming 31% tax rate) Nil R30,302
Net Investment for Income R672,611 R623,233

Listed property income (tax at 25%) R1,950 R1,463
   - Year 1 R3,998 R2,998
   - Year 2 R6,147 R4,611
   - Year 3 R8,405 R6,304
   - Year 4 R10,775 R8,081
Increase in income available to investor in year 5 33.3%
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HH UNIT TRUSTS: REDUCTION IN COSTS

orientated investment at retirement can carry a heavy 
capital gains tax liability. The benefit of creating a growth 
instrument that has no CGT liability when switching it for 
income at or during retirement, could mean a substantial 
increase in the level of income available for the investor. 
Furthermore, any income derived from this product 
would be tax free, which may also be very welcome. 
At that point the ability to generate a tax free income 
stream may also be most welcome.

2. The married, retired couple, with a five – fifteen year 
outlook (or longer) and with taxable income in excess 
of the tax threshold. The ability to build an asset that 
generates tax free income investing in an asset class that 
is traditionally taxable (e.g. Cash or Listed Property) may 
gain substantial traction over such a period.

There are numerous scenarios that we could pose and 
illustrate, but let us consider a semi-retired 55 year old 
individual who has a pension and a second career. Let us 
assume that the pension will always ensure that he is liable 
for income tax and that his second career allows him to invest 
for growth, and finally, that he only needs to convert his 
growth investment to an income investment at age 70. The 
table below illustrates a comparative investment strategy. 
Over time the differences can be significant and they are well 
worth taking advantage of them for your portfolio. 

Harvard House has sought to introduce a TSA for the benefit 
of clients at the best possible cost advantage. Effective from 
1st April 2015, we will launch our own TSA in partnership with 
Prescient Life (a JSE Listed entity) who will be responsible 
for the administration of the product. The award winning 
Harvard House BCI General Equity and Harvard House BCI 
Flexible Income Funds will both be available on the platform 
as investment options, and we hope to have our third unit 
trust, the Harvard House BCI Property Fund, available as 
an investment option by August of this year. The Fund is 
currently awaiting FSB approval. 
 
All our Collective Investment Schemes will have an asset 
management charge of 0.95% per annum, and we are 
delighted to announce that the Prescient TSA will be levied 
at a miniscule extra 0.25% per annum with no up-front or 
ongoing commissions levied. That implies that the cost 
associated with our TSA will be 1.2%, excluding VAT. This is in 
keeping with our philosophy that the benefits of this product 
must not be whittled away by high charges. 
 
Initially, any TSA investment will not be included in a client’s 
monthly statements from Harvard House. Rather clients will 
receive quarterly statements from Prescient as well as access 
to the Prescient online portal via the Harvard House Website.

Following the success of both our unit trusts at this years’ 
Raging Bull awards, we are proud to inform clients that 
the HH BCI General Equity Fund was also the winner of 
the Morningstar Award for the Best SA Equity Fund. The 
methodology took performance over 1, 3 and 5 years into 
account as well as adjusting for the level of risk taken to 
achieve those returns. 

To celebrate our success and in line with our goal of making 
investing as affordable as possible, we are delighted to 
announce that we have reduced the management fees 
applicable to both of our unit trusts. With effect from the 1st 
March 2015, the asset management fee for both funds will 

be 0.95% excluding VAT. The changes are highlighted in the 
table below. 

Fund Old Fee New Fee
HH BCI Flexble Income 1.00% 0.95%

HH BCI General Equity 1.25% 0.95%
Michael picked up the Morningstar award in Cape Town
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I N S I G H T
Market Updates from the Harvard House Group

As we cautioned, markets have started on an extremely volatile note this year, gyrating in reaction to QE in Europe, fears 
over the future of Greece, weak economic growth in China and the potential for higher interest rates in the USA. With so 
much going on, we will take the opportunity to take stock of recent market movements and what the second half of the 
year might hold in store. 

Please RSVP to Annalie Robins on 033 3302164 or annalier@hhgroup.co.za. Please note that we will host two seminars in 
Natal – one morning session and one evening session in order to alleviate congestion and make the events more accessible. 
Please take note that the morning seminar will also take place at Fernhill.

INSIGHT SEMINARS: KZN MIDLANDS & JOHANNESBURG 

Natal Midlands - Morning Natal Midlands - Evening Johannesburg - Evening
Topic: Market update: making sense of unfolding events 

Date: 26th of May 2015 31st March 2015 n/a
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Fernhill Hotel
Midmar / Tweedie Road

(almost opp entrance to Midmar)
Time: 10am for 10.30am 5.30pm for 6pm

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
Charts and data in this publication are sourced from a combination of: Bloomberg, Harvard House calculations, The JSE, SARB, STATS SA and various stock brokers 
including but not limited to, ABIOR Capital Markets, Deutsche Bank, JP Morgan, Macquarie and Renaissance Capital.
 
Harvard House Investment Management (Pty) Ltd*, Licence no: 675    Harvard House Insurance Brokers*, License no.  44138  
Harvard House Financial Services Trust*, Licence no: 7758   * Authorised financial service providers in terms of FAIS (2002)

CONTACT DETAILS
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      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa   @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  


