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•	 The	return	of	deflation
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•	 Mondi:	a	neat	package
•	 Your	tax	return:	explaining	capital	reconciliations	and	why	we	do	it
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Have	 clients	 noticed	 that	 the	 word	
“deflation”	 is	 suddenly	 a	 topic	 of	
discussion	 in	 financial	 circles?	 	Where	
does	this	word	come	from,	and	why	has	
it	popped	up	on	our	radar	screens?

We	 have	 written	 a	 booklet	 entitled	
“Understanding	 the	 Harvard	 House	
Approach”,	 which	 is	 available	 to	 all	
clients.	 	 We	 are	 clear	 in	 our	 strategy	
that	 inflation	 is	 the	 biggest	 threat	 to	

investors	who	expect	a	return	on	their	investment.		The	risk	
of	inflation	is	greater	than	the	risk	that	markets	might	fall	for	
a	while.		Equities	and	property	consistently	provide	the	most	
sure	 inflation	beating	 returns	on	 investments,	which	 is	 the	
main	reason	why	we	favour	them	in	clients’	portfolios.

Our	 fear	of	 inflation	 is	well	 founded.	 	 SA	had	 low	 inflation	
in	the	period	from	1960	–	1973.		We	then	had	the	oil	crisis	
of	1973	when	OPEC	raised	 the	price	of	oil	 from	$4	 to	$40,	
per	barrel.		OPEC	was	concerned	that	Western	Governments	
made	more	income	through	taxation	of	a	barrel	of	oil,	than	
they	made	out	of	producing	a	barrel.		For	the	next	25	years,	
our	 rate	 of	 inflation	 varied	 between	 10%	 pa	 –	 25%	 pa.		
Inflation	has	reduced	since	those	years,	but	it	is	still	with	us.		
It	is	only	the	rate	of	inflation	that	varies	from	year	to	year.		The	
SA	Reserve	Bank	has	set	a	band	of	3%	-	6%	p.a	for	the	annual	
increase	in	the	rate	of	inflation.		When	inflation	exceeds	6%	
then	interest	rates	are	adjusted	upwards	to	keep	inflation	in	
check.		In	2014,	the	rate	exceeded	6%	so	the	SARB	increased	
rates	by	0.5%	and	0.25%	during	 the	 first	 six	months	of	 the	
year.		The	sharp	reduction	in	the	price	of	oil	has	seen	our	rate	
of	inflation	fall	back	to	4.4%	p.a,	well	within	the	bands	set	by	
the	SARB,	so	the	threat	of	an	 increase	 in	 interest	rates	has	
receded.

Deflationary	trends	started	with	the	rapid	expansion	of	the	
Chinese	economy.		China	produced	a	whole	range	of	goods	
for	export	to	the	rest	of	the	world	at	a	very	low	cost.		Chinese	
labour	was	paid	at	the	rate	of	$1	per	hour.		In	addition,	being	
a	tightly	controlled	economy	with	a	huge	labour	force,	there	
were	no	perks	for	labour.	 	The	developed	world	had	grown	
accustomed	to	many	perks	for	labour,	such	as	annual	leave,	
sick	 leave,	 maternity	 leave,	 study	 leave,	 pension,	 medical	
aid	and	workmen’s	compensation.		Chinese	labour	received	

none	of	these	perks.	 	Labour	 in	Western	and/or	developed	
economies	probably	worked	for	1400	hours	per	year,	at	an	
average	 pay	 of	 $10	 per	 hour.	 	 Chinese	 labour	 worked	 for	
310	days	@	10	hours	per	day	 for	$1	an	hour.	 	The	Chinese	
exported	deflation	to	the	world	in	the	form	of	lower	prices	
for	 thousands	 of	 items	 of	 manufactured	 goods.	 	 Recently,	
growth	in	China	has	slowed	significantly,	and	this	again	has	
meant	 lower	 demand	 for	 goods	 and	 services,	 notably	 raw	
materials,	that	are	exported	to	China	by	the	rest	of	the	world.

The	Financial	Crisis	of	2008	did	not	help.		The	economies	of	
the	developed	world	shrank	in	size	and	labour	was	paid	off,	
or	made	redundant	by	the	closure	of	firms.		Unemployment	
became	the	nightmare	statistic	for	all	governments.		This	all	
added	to	the	deflationary	effect	on	the	world	economy.

The	classic,	simple	definition	of	 inflation	 is	as	 follows:	“Too	
much	money	chasing	too	few	goods	and	services”.	To	counter	
the	financial	crisis	of	2008,	the	US	Federal	Reserve	embarked	
on	a	programme	of	creating	trillions	of	dollars	of	new	money.		
That	programme,	known	as	quantitative	easing	(QE)	continued	
for	6	 years,	 and	was	only	brought	 to	an	end	 in	September	
2014.	 	Many	respected	and	thoughtful	economists	forecast	
that	this	printing	of	money	on	a	scale	never	seen	before	in	
history,	would	eventually	lead	to	hyperinflation	in	the	US.		So	
far,	their	predictions	have	been	unfounded.		The	US	economy	
is	the	only	one	showing	any	sign	of	real	growth	in	the	world,	
yet	interest	rates	remain	at	0.25%	for	the	sixth	year	in	a	row.		
There	is	no	sign	of	inflation.

Britain	was	the	other	major	country	to	print	money,	but	on	a	
more	modest	scale.		That	policy	continues	today,	and	the	UK	
economy	is	the	strongest	 in	Europe.	 	Yet	 interest	rates	also	
remain	at	an	historic	low	of	0.5%,	the	lowest	in	history,	and	
the	rate	of	inflation	in	the	fourth	quarter	of	2014	fell	back	to	
0.5%,	from	a	previous	rate	of	1%	p.a.	There	is	no	evidence	of	
inflation	becoming	a	problem	for	the	Bank	of	England.

Japan	has	had	deflation	for	nearly	25	years.		It	has	the	most	
aged	population	 of	 all	 the	 advanced	 economies,	 and	older	
people	do	not	spend	on	housing,	furniture,	white	ticket	items	
and	motor	vehicles,	as	do	younger	people.	 	Prime	Minister	
Abe	has	resorted	to	a	massive	programme	of	QE,	to	try	and	
restore	 the	 Japanese	economy	 to	a	 growth	path.	Germany	
suffered	 hyperinflation	 in	 the	 1920	 –	 1935	 period	 and	 has	

The reTurn of deflaTion
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always	been	 fearful	 of	 inflation.	 	 Yet	 the	 European	Central	
Bank,	in	January	2015,	and	with	the	blessing	of	the	Germans,	
has	 embarked	 on	 a	 programme	 of	QE,	 and	will	 issue	 Euro	
1	 trillion	 in	 new	money	 to	 try	 and	 stimulate	 the	 Eurozone	
economy.		Europe	is	suffering	from	deflation.

Deflation	 can	 be	 defined	 as	 falling	 prices	 of	 goods	 and	
services	 due	 to	 lack	 of	 demand.	 	 The	 following	 changes	 in	
commodity	prices	are	clearly	deflationary.

The	Financial	Times	(UK)	summed	it	up	as	follows:	“There	is	
one	thing	upon	which	all	economists	agree,	(and	they	seldom	
agree	 on	 anything),	 namely	 that	 deflation	 is	 worse	 than	
inflation	and	“that	chronic	deflation	is	their	worst	nightmare”.		
As	wages	and	prices	tumble,	debts	become	harder	to	service,	
spending	 decisions	 are	 postponed,	 demand	 stalls,	 jobs	 are	
cut,	businesses	stop	investing,	and	“pessimism	gums	up	the	
system”.		Debt	is	the	crucial	factor.	The	actual	amount	of	debt	
remains	unchanged,	but	the	debtor	finds	that	the	repayment	
of	interest	and	capital	becomes	an	unbearable	strain,	as	the	
economy	stalls.

The	 following	 quote	 is	 taken	 from	 The	 Daily	 Telegraph:		
“You	have	to	go	back	to	Victorian	times	to	see	a	sustained	
period	of	stable	or	falling	prices.”	 	One	immediate	effect	 is	

that	this	year’s	expected	interest	rate	rise	in	the	UK	may	be	
postponed.		But	we	should	expect	some	ructions.		“Inflation	
has	been	hard-wired	 into	 the	economic	system	for	 so	 long	
that	the	impact	on	business	could	be	profound.”

In	 SA	 we	 still	 have	 inflation.	 But	 deflation	 elsewhere	 will	
have	 implications	 for	 SA.	 If	 the	 world	 economy	 does	 slip	
into	 deflation,	 then	 it	 will	 be	 harder	 for	 us	 to	 export	 our	
products.	 There	will	 be	 less	 demand	 for	 our	minerals	 and	
our	 balance	 of	 payments	 will	 suffer.	 That	 may	 result	 in	 a	
weakened	exchange	rate	versus	the	currencies	of	our	major	
trading	partners.	 It	will	almost	certainly	mean	that	 interest	
rates	in	SA	will	remain	lower	for	longer.	Interest	rates	are	the	
price	of	money,	and	 if	money	 is	cheap,	 then	 listed	equities	
offer	 far	better	 inflation	beating	 returns	 than	does	cash	or	
bonds.	 Some	 clients	 might	 be	 surprised	 that	 our	 market	
can	climb	to	a	new	high	in	February	2015,	while	Parliament	
is	 such	 a	 disgrace,	 and	 Eskom	 cannot	 produce	 our	 normal	
supply	of	 electricity.	We	 state	 again	 that	 economic	 trends,	
and	not	political	trends,	drive	stock	markets,	and	if	interest	
rates	remain	low,	then	there	will	be	support	for	alternative	
income-producing	investments.

Consider	the	chart	below.	It	highlights	the	percentage	of	debt	
that	currently	trades	at	negative	yields,	for	various	countries.	
In	other	words,	 if	 an	 investor	buys	 these	bonds,	 then	 they	
will	receive	less	when	the	bond	matures	than	they	invested.	
Investors	are	prepared	to	lend	governments	money	for	five	
years,	knowing	they	will	get	less	back	at	the	end.	So	long	as	
this	crazy	situation	remains	in	force,	investors	will	be	forced	
into	shares	and	property	–	asset	classes	that	have	the	ability	
to	a)	generate	a	real	level	of	income,	and	b)	more	importantly,	
grow	that	income	from	year	to	year.

inflaTion raTes for Various CounTries
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In	 2006	 the	 Harvard	 House	 Group	
elected	 to	 launch	 two	 unit	 trusts	 for	
specific	 use	 within	 the	 Group.	 The	
aim	 of	 the	 first	 fund,	 the	 Harvard	
House	BCI	General	Equity	Fund,	was	to	
provide	 a	 suitable	 vehicle	 for	 smaller	
investors	to	benefit	from	our	approach	
and	 investment	 philosophy.	 Typically	
these	 investors	 were	 unable	 to	 meet	
the	 minimum	 capital	 required	 for	 a	
Discretionary	Managed	Share	portfolio	

or	were	advised	that	the	Fund	could	offer	a	better	spread	of	
investments	compared	to	a	smaller	direct	portfolio.

The	 second	 fund,	 the	 Harvard	 House	 BCI	 Flexible	 Income	
Fund,	was	 launched	to	provide	a	diversification	mechanism	
for	 clients	 who	 had	 high	 holdings	 in	 listed	 property	 and	
needed	 on	 occasion	 to	 have	 a	 spread	 of	 other	 income	
earning	asset	classes	 including	Cash,	Bonds,	Money	Market	
instruments	 and	 Preference	 Shares.	 Its	 intention	 was	 to	
provide	investors	with	a	high	level	of	income,	growth	in	that	
income	and	modest	capital	appreciation	over	time.	

It	was	never	the	initial	intention	for	either	of	these	funds	to	
compete	directly	with	their	peers	in	the	collective	investments	
industry.	Nonetheless,	given	that	unit	trusts	are	ranked	and	
measured	very	regularly,	it	was	our	intention	to	ensure	that	
both	funds	were	ranked	in	the	top	quartile	of	their	respective	
categories,	as	an	endorsement	 to	our	 loyal	 clientele	of	our	
investment	philosophy	and	approach.	

We	 are	 therefore	 delighted	 to	 report	 (for	 those	who	 have	
not	seen	the	extensive	media	coverage)	that	our	funds	have	
been	nominated	 for,	 and	won,	 some	extremely	prestigious	
industry	awards	over	 the	past	month.	We	believe	 that	 this	
is	 a	 strong	endorsement	of	 the	Harvard	House	 Investment	
Philosophy	and	suitably	rewards	our	 loyal	clients	who	have	
held	faith	in	us	in	obscurity.	

Our	unit	trusts	have	both	been	managed	in	the	same	manner	
and	with	the	same	investment	philosophy	that	is	applied	to	
our	 private	 client	 portfolios.	 This	 means	 that	 clients	 have	
received	very	personal	service,	at	extremely	good	value	for	
money,	 yet	 these	awards	 illustrate	 that	 investment	 returns	
have	 not	 been	 compromised.	 The	 awards	 have	 placed	

Harvard	House	among	some	of	the	household	names	in	the	
industry.

The	specific	awards	are	as	follows:

1.	 Raging	Bull	Award:	Best	South	African	Equity	General	
Sector	Fund	–	Harvard	House	BCI	General	Equity	Fund.

2.	 Raging	Bull	Certificate	:	Best	SA	Multi-Asset	Income	
Fund	–	Harvard	House	BCI	Flexible	Income	Fund.

3.	 Raging	Bull	Award:	Best	SA	Interest	Bearing	Fund	-	
Harvard	House	BCI	Flexible	Income	Fund.

4.	 Finalist	:	Morningstar	Best	SA	Equity	Fund.		
(Winner	to	be	announced	on	the	4th	march	2015.)

We	 trust	 that	 clients	 will	 not	 feel	 it	 unwarranted	 to	 pour	
yourself	a	‘wee	dram’	and	to	raise	your	glass	to	a	successful	
partnership.	 For	 more	 details	 of	 the	 methodology	 of	 the	
awards	that	we	have	received	and	have	been	nominated	for,	
please	 visit	 our	website	 at	www.hhgroup.co.za	or	 visit	 and	
like	our	facebook	page	Harvard	House	Group.	

RaGinG Bull awaRds: standinG tall in tHE unit tRust industRy

Robin Gibson

Willie, Michael and Robin attended the glittering gala dinner 
in Johannesburg to pick up the Raging Bull Awards.
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Mondi’s	 roots	 can	 be	 traced	 back	 to	
1967	 when	 Anglo	 American	 built	 the	
Merebank	paper	mill	in	Durban.	After	2	
decades	of	growth	within	South	Africa,	
the	company	spread	its	wings	to	Europe	
through	 acquisition	 after	 acquisition.	
In	2007,	 the	company	was	successfully	
separated	 from	 Anglo	 American	 and	
dual-listed	 on	 the	 London	 (secondary)	
and	 South	 African	 (primary)	 stock	
exchanges.	 Mondi	 has	 successfully	

transformed	 itself	 from	 a	 paper	 company	 to	 a	 leading	
international	 packaging	 and	 paper	 group	 with	 operations	
across	31	countries	whilst	employing	around	26,000	people	
in	98	operations.	 In	2014,	South	Africa	contributed	 just	9%	
of	 total	 group	 revenue,	€6.4billion.	 The	main	market	being	
Western	Europe	(40%),	Emerging	Europe	(32%),	Russia	(11%)	
and	North	America	(7%).	Mondi	thus	offers	local	SA	investors	
exposure	to	developed	markets	and	emerging	Europe	with	a	
strong	Rand-hedge	quality	as	well	as	attracting	International	
institutional	and	private	investors	via	the	LSE.

When	one	thinks	of	Mondi,	forests,	paper-mills	and	cardboard	
boxes	spring	to	mind.	In	a	world	where	the	internet	is	playing	
a	greater	role	in	everyday	life	including	reducing	the	demand	
for	 paper	 products	 coupled	 with	 the	 rise	 of	 eco-friendly	
consumerism,	 surely	 the	 likes	of	Mondi	 are	 facing	 reduced	
long-term	demand?

Not	so.		In	fact	when	one	digs	a	little	deeper,	one	discovers	
that	 Mondi	 produces	 a	 multitude	 of	 diverse	 products,	
many	 of	 which	 you	 will	 recognise	 in	 your	 own	 home	 and	
daily	 life.	With	 the	 huge	 surge	 in	 global	 consumerism,	 the	
demand	 for	 innovative,	 durable	 packaging	 has	 never	 been	
stronger.	 Industries	 supplied	 include	 Food	 &	 Beverage,	
Building	 &	 Construction,	 Home	 &	 Personal	 Care,	 Medical	
&	 Pharmaceutical,	 Automotive,	 Pet	 Care,	 Chemicals	 &	
Dangerous	Goods	and	Photographic	&	Professional	Printing	
Paper.	 Mondi	 is	 vertically	 integrated	 across	 the	 packaging	
and	 paper	 chain	 from	 managing	 its	 own	 forests	 and	 the	
production	of	pulp	and	paper	to	the	conversion	of	packaging	
paper	 into	 corrugated	packaging,	 industrial	 bags,	 extrusion	
coatings	(mixture	of	plastic	and	paper)	and	release	liners.	

A	recently	published	report	states	that	the	global	Corrugated	

Box	Market	is	set	to	grow	by	4%	per	year	between	2015	and	
2019.	 Driving	 this	 growth	 is	 the	 increase	 in	 the	 amount	 of	
processed	food	being	consumed	worldwide.	Most	processed	
food	 is	 packaged	 in	 small,	 lightweight	 corrugated	 boxes.	
Apart	 from	 being	 used	 as	 shipping/delivery	 containers,	
these	boxes	are	also	used	as	shelf-ready	packaging	boxes	by	
retailers	such	as	Makro.	Containerboard	serves	as	the	main	
input	 material	 in	 the	 production	 of	 corrugated	 containers	
and	containerboard	is	the	most	capital	intensive	part	of	the	
corrugated	 manufacturing	 process,	 typically	 representing	
around	50%	to	60%	of	the	total	cost.	Mondi	is	well	placed	to	
take	advantage	of	this	growing	trend.

Despite	 paper	 and	 fibre	 packaging	 being	 the	 two	 largest	
sectors	by	revenue	(28%	each),	moving	with	the	times	is	also	
crucial.	For	example,	the	increase	of	convenience	food	in	our	
modern	 lives	 requires	 innovative	 and	 dynamic	 packaging.	
Mondi’s	 consumer	 goods	 packaging	 ranges	 from	 frozen	 to	
fresh,	bakery	 to	dairy,	 snacks	 to	beverages,	microwaveable	
packs	to	vacuum	packed,	re-sealable	zipper	pouches	etc.	Not	
only	are	these	more	light-weight	than	the	traditional	tin	cans,	
which	reduce	transportation	costs,	but	many	products	now	
offer	re-fill	packages	and	consequently	are	more	eco-friendly	
and	 reduce	 waste.	 Interestingly,	 Mondi	 has	 won	 a	 2014	
WorldStar	Award	for	Packaging	for	its	Royco	soup	packet	for	
Mars	 Africa,	 illustrating	 Mondi’s	 commitment	 to	 innovate	
even	with	old	brands.	 It	 is	 also	 essential	 that	 all	 consumer	

Changing geograPhiC foCus of Mondi
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goods	have	eye-catching	marketing	displayed	on	the	outside	
coupled	with	high	quality,	protective	and	efficient	packaging	
for	the	contents.

Mondi’s	 strategy	 is	 based	 on	 developing	 and	 maintaining	
leading	positions	in	core	packaging	and	uncoated	fine	paper	
markets.	It	also	focuses	on	higher	growth	emerging	markets	
which	contribute	to	sustained	profitability	and	its	key	market	
positions	in	2013	were:

•	 No.	1	European	kraft	paper	and	industrial	bags	producer
•	 No.	1	Containerboard	and	corrugated	packaging	producer	

in	emerging	Europe
•	 No.	1	European	uncoated	fine	paper	producer
•	 No.	1	South	African	hardwood	pulp,	white	top	kraftliner	

and	uncoated	fine	paper	producer.

The	 ECB	 announced	 recently	 that	 it	 would	 begin	 its	 own	
QE	 programme	 to	 spur	 growth	 in	 the	 Euro	 region	 and	 is	
scheduled	to	last	until	September	2016.	This	benefits	the	likes	
of	Mondi	with	its	large	exposure	to	the	region	via	increased	
demand	for	exports	manufactured	in	Europe	as	the	currency	
depreciates	versus	the	Dollar,	Pound	and	Chinese	Renminbi,	
making	 goods	 cheaper	 for	 these	 importers.	 It	 also	 makes	
Mondi’s	US	competitors’	exports	more	expensive	which	will	
hopefully	increase	market	share	and	prices	in	euros.
In	 a	 recent	 management	 meeting	 with	 analysts,	 concerns	
were	 raised	 about	 Mondi’s	 exposure	 to	 Russia	 (11%	 of	
revenues).	 A	 1%	 change	 in	 the	 RUB/EUR	 exchange	 rate	
equates	to	a	€1	million	change	in	profitability.	Management	

cited	that	their	main	concern	was	the	knock	on	effect	of	any	
geo-political	spill	over	into	Europe	as	there	has	been	minimal	
direct	impact	on	its	operations	to	date.	Talks	between	Russia	
and	 the	West	 are	 ongoing	 but	 this	 is	 something	 to	 watch	
given	that	ceasefire	agreements	have	failed	to	last.
	
The	recent	drop	in	oil	and	gas	prices	also	benefits	Mondi	as	
increased	energy	cost-savings	at	all	its	factories	goes	straight	
to	the	bottom-line.	Furthermore,	the	packaging	sector	as	a	
whole	 supplies	 some	 of	 the	most	 stable	 companies	 in	 the	
world	–	for	example,	Unilever,	Nestle	and	Proctor	&	Gamble	
all	 require	 various	 forms	 of	 packaging	 for	 their	 consumer	
products	 like	 toothpaste,	 washing	 powder,	 confectionaries	
etc.	 The	massive	 growth	 of	 global	 online	 shopping,	 where	
individual	packaging	is	required	for	each	order,	will	continue	
to	spur	demand	for	international	exports.

Over	 the	past	 four	years,	Mondi	has	consistently	 increased	
its	 profits	 and	 more	 than	 tripled	 the	 dividend.	 Recent	
price	 increases	 in	a	number	of	packaging	paper	grades	and	
continued	strong	cash	generation	and	operating	performance	
across	the	Group	should	continue	to	underpin	the	share	price.	
We	 started	 to	 actively	 purchase	 Mondi	 in	 early	 2014	 and	
our	patience	has	been	rewarded	of	late	with	the	share	now	
trading	above	R220	having	hovered	around	 the	R170-R190	
mark	 for	 most	 of	 last	 year.	 Results	 for	 the	 2014	 year	 are	
due	 shortly,	 but	 guidance	 indicates	 that	 operating	 profits	
will	grow	by	at	 least	20%.	Despite	the	strong	rise	 in	profits	
recently,	we	believe	that	structural	trends	remain	in	its	favor,	
and	believe	that	the	company	has	a	lot	more	to	offer	patient	
investors.

The Global Paper Industry
•	 Every	year	in	Europe	over	one-third	more	trees	are	planted	than	cut	down.	Consequently,	in	the	last	50	

years,	the	forested	area	of	Europe	has	grown	by	over	30%.
•	 Within	this	period,	European	paper	production	has	increased	from	25	million	tons	to	more	than	100	million	

tons.	
•	 Only	1%	of	paper	is	manufactured	from	tropical	forest	wood.	
•	 Paper	is	the	most	frequently	recycled	product	in	the	world:	the	amount	of	paper	being	recycled	in	

developed	countries	exceeds	60%	(versus	36%	of	metal	and	22%	of	glass.)
•	 The	energy	required	to	satisfy	the	annual	containerboard	demand	of	one	person	is	equivalent	to	the	

energy	consumed	by	a	single	60	W	light	bulb	in	one	month.	
•	 Approximately	50%	of	energy	consumed	by	the	paper	making	industry	originates	from	renewable	fuel	

versus	the	metal	industry	at	0.1%,	the	chemical	industry	at	0.2%	and	the	construction	industry	at	0.5%.	
•	 Recycled	paper	is	not	the	most	environmentally	sound	choice	as	without	wood,	global	paper	production	

would	cease	within	6	to	18	months,	depending	on	the	grade	of	paper	produced,	including	toilet	paper.
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Have	 you	 ever	 felt	 annoyed	 that	
your	 tax	 consultants	 ask	 seemingly	
personal	 questions	 when	 doing	 your	
taxes?	 	 Questions	 like	 “What	 did	 you	
do	with	 the	proceeds	 from	the	sale	of	
your	 house?”	 “Have	 you	 received	 any	
inheritance	or	donation	during	 the	 tax	
year?”	 	 “Have	 you	 taken	 out	 any	 new	
investments?”	Most	people	might	think	
“Why	 are	 you	 asking	me	 that	 –	 it	 has	
nothing	to	do	with	you	or	SARS!”

There	is	a	very	good	reason	why	we	ask	
those	kinds	of	questions,	and	thought	 it	
would	be	useful	to	explain	it	to	you.

Perhaps	 unbeknown	 to	 you,	 SARS	 does	
background	 checks	 to	 see	 that	 you	 are	
declaring	all	your	income.		SARS	calculates	
what	 is	 termed	 a	 ‘capital	 reconciliation’	
and	what	this	does	 is	reconcile	your	net	
asset	 value	 at	 the	 beginning	 of	 the	 tax	
year	 to	 your	 net	 asset	 value	 at	 the	 end	
of	the	tax	year.	 	The	reconciliation	takes	
into	 account	 the	 income,	 expenses	 and	 other	 information	
you	declared	on	your	tax	return.		If	the	net	income	(income	
less	expenses)	does	not	explain	the	increase	in	your	net	asset	

value,	and	there	is	no	indication	on	your	tax	return	that	you	
have	 received	 money	 from	 other	 sources,	 this	 is	 likely	 to	
trigger	alarm	bells	to	SARS	that	something	may	be	amiss	in	
your	tax	return.		Money	from	other	sources	could	include	for	
example	 proceeds	 from	 a	 sale	 of	 property,	 an	 inheritance	
received,	 a	 donation	 received,	 amongst	 other	 things.	 	 And	
once	 SARS	 thinks	 there	 is	 something	 potentially	 wrong,	
they	will	 start	 asking	 questions.	 	 No-one	 likes	 SARS	 asking	
questions,	not	only	 is	 it	 intimidating	but	 it	can	also	be	very	
time	consuming	and	expensive.
	

We	 at	 Harvard	 House	 try	 to	 keep	 one	
step	ahead	of	SARS.		Rather	than	waiting	
for	 SARS	 to	 ask	 the	 questions,	 we	 do	
this	 capital	 reconciliation	 calculation	 for	
you	before	submitting	your	tax	return	to	
SARS.		

So	 when	 next	 you	 get	 asked	 these	
questions	by	your	tax	consultant,	it	might	
rather	be	a	case	of	thinking	“At	least	it’s	
them	asking	and	not	SARS!”	

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.

youR tax REtuRn: 
ExplaininG capital REconciliations and wHy wE do it

Shelly Moreno

“We	at	Harvard	House	try	
to	keep	one	step	ahead	of	

SARS.		Rather	than	waiting	for	
SARS	to	ask	the	questions,	we	
do	this	capital	reconciliation	
calculation	for	you	before	

submitting	your	tax	return	to	
SARS.	“

Ahead	of	this	year’s	annual	budget,	there	was	a	growing	concern	amongst	the	financial	community	that	the	Budget	might	
suggest	some	onerous	changes	to	tax	policy.	However,	in	his	first	budget,	Minister	Nene	once	again	delivered	a	rather	benign	
budget.	That	was	a	welcome	relief	even	if	there	will	be	some	pressure	on	consumers	going	forward.	

There	was	a	clear	commitment	to	fiscal	discipline,	which	is	important	for	the	country’s	long	term	well-being,	but	spending	
has	been	reigned	in	and	tax	increases	are	modest.	Income	tax	will	rise	by	1%,	partially	offset	by	adjustments	for	inflation,	and	
there	is	a	reasonable	increase	in	the	fuel	levy	and	road	accident	levy,	which	will	undo	some	of	the	positive	momentum	from	
falling	oil	prices.	In	addition,	there	is	an	additional	“temporary”	electricity	levy	to	encourage	consumers	to	cut	back	on	usage	
until	the	Crisis	is	resolved.	Positively,	there	is	no	change	to	Capital	Gains	Tax	or	Dividends	Tax.	We	will	analyse	the	Budget	in	
more	detail	and	cover	the	more	interesting	aspects	in	next	month’s	issue,	to	coincide	with	our	interpretation	of	the	new	tax-
free	savings	vehicles.	

stop tHE pREss: 2015 BudGEt
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Treasury	has	announced	various	reforms	and	initiatives	over	the	past	few	years	in	relation	to	the	financial	industry,	and	we	
are	expecting	some	of	those	new	products	to	be	launched	in	early	March,	once	the	annual	budget	is	out	of	the	way.	Our	
next	seminar	will	have	a	financial	planning	focus	to	it,	highlighting	some	of	these	new	products	and	how	investors	can	use	
them	to	their	advantage.		

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: Getting to grips with new financial products 

Date: 31st	March	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
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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	
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For	your	information,	the	FAIS	ombudsman	provides	an	independent	and	objective	advisory	service.		Should	you	not	be	satisfied	with	the	outcome	of	a	complaint	
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