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Tax-Free Savers, how do they 
work?

Tax-free savers are either bank 
accounts, Unit Trusts (Collective 
Investment Schemes), Exchange 
Traded Funds (ETF’s), or 
Endowments registered as a Tax-
Free Savings vehicle under the 
legislation. 

Investors are limited to a maximum 
contribution of R36,000 per tax year (either as a lump 
sum or via debit order). Any taxable income earned by the 
vehicle is free of any normal tax liability, whether they earn 
interest, dividends, taxable dividends, or capital gains tax 
(CGT). Contributions above the annual limit will suffer a 
45% tax penalty.

The maximum lifetime contribution is currently set at 
R500,000, but given that this 
can only be exceeded after 
the 2030 tax year at current 
contribution limits there are 
no investors who have reached 
this, no matter how diligent 
they have been.  

Any withdrawal from the 
vehicle may not be replaced 
later. Contributions are strictly 
limited to the annual limits. 
Investors may not implement 
arrear contributions in later years either.

Why is Cash or an Income Fund not generally a good 
idea?

The South African Income Tax Act (ITA) allows investors 

under the age of 65 to earn interest of R23,800 without 
paying any tax on it. If you are over the age of 65 this number 
jumps to R34,500 per tax year. If we assume an interest rate 
of 7% per annum (probably fairly high in this environment) 
then to earn this level of interest would require a capital 
sum invested of R340,000 and R492,000 respectively. This 
means that you should only be considering a tax-free saver 
invested in cash or an income fund if you exceed these 

interest limits. If not, you are saving 
no tax because you were not being 
taxed on it anyway.  
 
Where is the tax-free saver a 
retiree’s friend?

Retirees are all about income. 
Escalating income is the panacea 
for longevity. While Listed 
Property has been disappointing 
and lacklustre over the last 3 years 
and particularly following the 

Covid Pandemic, it remains the only asset class that can 
generate bond-like yields with the added potential for 
inflation-beating escalation. Income from listed property is 
also fully taxable, but the ITA offers no exemption like that 
offered for interest. 
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SPEED READ
 � Tax-Free Savers have been with us since 1 

March 2015 (the 2016 Tax Year)
 � They offer benefits to every age category - new 

investors, retirees, and the middle-aged.
 � Had you diligently invested you would 

have already put R195,000 into a Tax-Free 
environment.

We are now in the 7th Tax year within which South African taxpayers can place funds into a Tax-Free Saver. At 
Harvard House, we believe this vehicle should be a fundamental building block of every investor’s portfolio, 
and except for very specific situations, we do not believe that they should be invested in cash or interest-
earning assets.
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Early indications are that Listed Property should offer 
yields of around 9 to 10% per annum once distributions 
resume. Tax-free savers allow the opportunity for this to be 
enjoyed tax-free along with the future escalations and the 
resultant capital growth that occurs with such an escalating 
income. Transferring income assets from a taxable to a tax-
free environment makes a lot of sense, and to do it while the 
asset value is at low levels (like listed property is currently) 
makes even more sense, as you will get more in at a faster 
rate given the current tax-free 
saver limits, with an expected 
recovery in dividends in the years 
to come.

Why should every long-term 
investor have a tax-free saver?

Often the point of investing 
gets lost amid a scramble for 
the best return or the hunt to be 
rich. Investing is about nothing 
more than creating a wealth 
pool that allows an individual 
to stop having to sell their time 
and energy for an income. So 
ultimately, all long-term investment is about generating an 
income.

Currently, many people are using tax-free savers as short-
term savings vehicles housed in cash. We believe this is 
akin to using a Ferrari to take the kids to school – functional 
- but not really what it was made for! Let us rather illustrate 
how we think they should be used as a fundamental building 
block of a wealth pool for long-term financial freedom.

Mr X, aged 30, invests his annual allowance (R36,000) into 
a tax-free saver. He opts for an equity fund. Let us assume 
that neither the maximums (maximum contribution of 
R500,000 over his lifetime) nor the contribution levels are 
altered. Let us also assume that the equity fund produces 
a capital return of inflation plus 2% as well as a dividend 
yield of 3% per year over the lifetime of the product (in this 
case to age 65). Let’s for this illustration take inflation at 
5% per annum.

Mr X will reach his contribution 
limit after 14 years, at age 43. 
By this point, and based on 
the assumptions referred to 
above, his accumulated value 
is R1,053,305. He then leaves 
the investment untouched until 
age 65 (another 22 years) where 
the investment has grown to the 
sum of R8,129,414. Adjusted 
for our 5% inflation rate this is 
the equivalent of just under R1.5 
million at the start date’s buying 
power, so effectively he has more 
than tripled his money.

Having retired, let us assume that Mr X wishes to 
restructure this investment into a high-yielding property 
fund generating 8% per annum so that he can supplement 
his retirement income (and we will assume that this income 
escalates at inflation plus 1.5%). As a reminder, since the 
inception of this investment, Mr X has invested R500,000 
of his capital and reinvested just over R200,000 worth of 
dividends - on which he avoided paying 20% Dividend 
Withholding Tax (DWT). 

In contrast, Mr Y invested identically (the same assumptions) 
but outside of a tax-free saver. At age 65 he would have 
accumulated R7,018,436 based on the identical return. The 
difference comes from a slightly lower compounding effect 
as a result of the DWT paid on the dividend reinvestments. 
He would have invested R500,000 of his capital and 
R176,577 in after-tax dividends. At age 65, to switch to 
a property-focused investment to generate a higher yield, 
Mr Y would now have to sell his equity investment, thus 
triggering Capital Gains Tax (CGT). If we assume he has 
a 35% marginal tax rate, then the tax liability would be 
R695,663. This means that he only has R6,322,772 to invest 
for an income and will enjoy an annual starting income of 
R505,822 based on the 8% yield. (As a matter of interest, 
inflation-adjusted, this is the equivalent of R88,218 per year 
in the year he started investing). Sadly, however, not being 
in a tax-free saver this income will be fully taxable and at 
a 35% marginal rate, Mr Y will pay away R151,747 of this 

EQUITY INVESTMENT: TAX-FREE VS TAXABLE
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income, leaving him with an annual income of R354,075 
(or R61,753 on our inflation-adjusted calculation).
Given that Mr X saved his money in a tax-free saver, there is 
no CGT liability for the switch from equities into property, 
which means he can restructure to the high-yielding 
property portfolio without penalty, and his starting annual 
income will thus be R650,353 per annum (or R113,426 
on the inflation-adjusted calculation). Furthermore, this 

income will be 100% free of any tax, implying that his 
income will be 3% higher than that of Mr Y who opted to 
do it outside the tax-free saver environment! In the financial 
world, we call this a “no-brainer”. It is why we believe 
every investment portfolio should have a Tax-Free Saver 
into an equity or property product as a cornerstone of their 
investment portfolio.

What if my Tax-free saver has lost value since I started?

Many clients have bought either property or equity funds 
into their Tax-free savers in line with the views expressed 
above. In several cases, the fund value is below the value of 
funds invested. This has led investors to feel that a tax-free 
saver is either not a good idea or that investing in equity or 
property funds is not the right approach. We would caution 
against drawing such conclusions as they are short-term. 
Many investors have made this error in the past. The key to 
successful wealth creation is to continue investing through 
all market cycles. Those who were using property to reduce 
their tax liability should continue to add, knowing that the 
property cycle will turn and that dividends will return. Bear 
in mind that the opportunity to build it up cannot be caught 
up later. Long-term wealth pool investors should continue 
to buy equity (either local or offshore or a combination 
thereof). It doesn’t matter which - just accumulate. We know 
that over the next 20 years you will not be disappointed.

THE IMPACT OF NO TAX ON RETIREMENT INCOME
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Saving early is likely to lead to a far happier retirement. Using tax allowances efficiently makes the pot grow larger.



We are excited to have resumed our seminar program in 
April / May. Our next seminar is scheduled for June / July. 
The topic will be announced in due course. 

Please save the date below. Please note that due to 
Covid protocols, numbers are strictly limited to 100 per 
session, and only drinks (no food) will be served. Booking 
is therefore essential. 
. 

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, Harvard House Insurance Brokers 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 Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021) 
007-1500. 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. Boutique 
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments 
is a member of ASISA 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: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email: 
clientservices@bcis.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 Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571, 
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za 

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV 
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date. 
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment 
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any 
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available 
on request from the manager.
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)
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)

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 GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:

Topic: Can you trust your first 
thought?

Natal Midlands
Date: 24th June 2021
Venue: Fernhill Hotel

Midmar / Tweedie Road
Howick

Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 08 July 2021
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

