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With the end of the tax year coming up at the end of February each year, it is important to

understand what you can do to reduce your overall tax liability.

South Africa is one of the more heavily taxed countries in the world and almost all South Africans

pay some form of tax.

You will have seen on your payslip, the amount of tax you pay on your hard-earned income. Over

and above this, our VAT rate of 15% is levied on the purchase of most goods and services.

In this newsletter we give you ways to make use of the tax benefits that exist while increasing your

savings.

The contributions you make to your company’s pension or provident fund or a retirement annuity fund are

tax deductible, which lowers your taxable income. 

 

These funds are also exempt from dividends tax and capital gains tax.

 

You can claim a tax deduction on contributions to all the pension, provident and retirement annuity funds

that you belong to, up to 27.5% (in the aggregate) of the higher of your remuneration or your taxable

income (up to R350 000 every year). 

 

Your taxable income is not only your salary income. You can also include rental income, dividends from real

estate investment trusts (Reits), gains from realised assets and interest earned on investments in your

taxable income.

 

The tax deduction on your contribution to your employer’s pension or provident fund means that you can

invest with before-tax money and reduce the amount of tax that you pay. 

 

If you are contributing less than the amount that is tax deductible to all the pension, provident and

retirement annuity funds that you belong to, you can consider increasing your contribution to reduce your

tax liability.

Did you know that you can get significant tax advantages from investing in a retirement savings

vehicle while growing your long term savings?



Tax-free savings accounts are generally an easy, flexible, and affordable way to save. Tax-free

savings accounts were introduced in 2015 to encourage South Africans to save. A tax-free savings

account can be a good option if you want to save for a specific goal or have a medium to long-term

investment horizon. 

 

With the end of the tax year coming up, now is a good time to consider investing in a tax-free savings

account. The maximum tax-free contribution you can make each year to a tax-free savings account is

R36 000 (2021 tax year). If you contribute more than that, you’ll have to pay tax on the contributed

amount that is over the limit. There is a R500 000 lifetime limit of contributions to tax-free savings

accounts.

 

The investment returns like interest income, capital gains and dividends earned in the tax-free

savings account are exempt from tax. 

 

Many tax-free savings accounts have low monthly contribution limits and low investment fees. They

also allow you to access your money when you need it, although you will still have the lifetime

contribution limit of R 500 000.
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Have you considered a tax-free savings account to boost your savings?

Get expert advice

It’s important to consider any new investments within your overall financial plans and consider whether

it is appropriate for you. You should consider, for example, your savings goals, how accessible the

savings vehicle is, how your savings will be invested and what fees are charged. 

 

If necessary, you can speak to a financial adviser to help you.

Another effective way to reduce your income tax

is to make contributions to a retirement annuity

fund. A retirement annuity fund is a private

pension fund that you can use to save for your

retirement. 

 

Retirement annuities generally offer members

investment flexibility and flexibility in how

contributions are paid. 

 

If you want to contribute before the end of this

tax year, SARS will need the retirement annuity

fund to have processed your application form

and for the money to show in the retirement

annuity fund before February 28 to qualify for

any tax deduction. Its recommended that you

check any deadlines with your chosen provider.

Your retirement fund aims to provide you with an

income when you retire and no longer have a

monthly salary. 

Many employer-sponsored pension and

provident funds allow members to increase their

contribution rate on a regular basis or make

extra, once off voluntary contributions to the

fund. You may be able to make these

contributions with before tax money and reduce

the amount of income tax that you pay. Your

human resources or payroll department will be

able to assist you with the options that are

available to you. 

Most funds don’t charge additional fees on extra

money that is contributed into the fund, so the

full extra amount you put into the fund is typically

invested for your retirement.

Use your employer’s retirement fund to be

tax smart

Use a retirement annuity fund to reduce the

tax you owe



After lengthy negotiations, a Brexit deal

was agreed on 24 December 2020.

Following a volatile year, the FTSE 100

index ended 2020 with a negative 14.3%

investment return for the year (its worst

annual return since 2008).  The UK started

the rollout of coronavirus vaccines and

lockdown restrictions were increased.

South Africa’s third quarter GDP was higher

than expected although it fell by 6% year-

on-year. The FTSE/JSE All Share Index

earned 7% for the year. Minister Tito

Mboweni’s call to cut public wages was

backed by the Labour Court, putting R38

billion back in government coffers and

strengthening South Africa’s financial

position. It is expected that this is positive

for foreign investors. 

 

The current second wave of Covid-19

infections has shown higher infection rates,

more contagious cases, a shorter

incubation period and higher death rates.

President Cyril Ramaphosa is balancing

reducing infection rates and boosting public

safety, while trying to bolster a failing

economy and supporting businesses that

have already taken huge financial strain.

Equity markets in the US ended the year

on a high with indices at record levels.

The S&P 500 index returned 16.3% for

the year and the Dow Jones Index

returned 7.2% for the year. The tech-

heavy Nasdaq index gained a massive

43.6% for the year as tech stocks gained

value in the Covid-19 environment. 

 

The historic gains in these indices were a

result of the large infusion of liquidity into

the US monetary system by the Federal

Reserve and optimism around Covid-19

vaccines being widely distributed. 

 

There is however a disconnect between

investment markets and the impact of the

pandemic on individuals. There is high

unemployment (around 20 million people

are unemployed in the US), hospitals are

overwhelmed, and small businesses have

been seriously affected.

While 2020 was a difficult year, it ended with some positive news about investment markets.
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Your investments in Q4 of 2020



A reminder that the way that provident funds will pay out retirement benefits will be changing from 

1 March 2021. 

From this date, members of provident funds will only be able to take one-third of the retirement benefit

as a cash lump sum and the rest must be taken as a pension. This doesn't affect the withdrawal

benefit that you get if you resign, or are dismissed or retrenched. 

When members of provident funds retire, they can take all their savings in the provident fund before 

1 March 2021 plus all fund return on these savings as a cash lump sum. Also, if you are 55 years or

older on 1 March 2021, you can take all your savings in the provident fund from 1 March 2021 onwards

plus fund return on this. You must have been a member of the provident fund on 1 March 2021.

NMGEmployee Benefits (Pty) Ltd is a licenced Financial Services Provider (FSP number 33426 and registration number 2007/025310/07). 

NMG Consultants and Actuaries Administrators (Pty) Ltd is a licenced Financial Services Provider (FSP number 33424 and registration number 1993/07696/07).

NMG Consultants and Actuaries (Pty) Ltd is a licenced Financial Services Provider (FSP number 12968 and registration number 1979/001308/07). 

 

This communication is not advice or tax advice and does not amount, under the Financial Advisory and Intermediary Services Act, to a proposal or personal recommendation or guidance nor is it a recommendation

regarding any financial product or service. The funds, their administrator and these entities’ officers do not take liability for any action you take or loss you suffer arising from this communication as you will need to obtain

advice from a registered financial advisor so that your own circumstances can be taken into account.

KEY INDICES 1 month to

31 Dec 2020

3 months to 

31 Dec 2020

3 years to 

31 Dec 2020

5 years to

31 Dec 2020
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Local shares

FTSE/JSE All Share TR ZAR

Local resource shares

FTSE/JSE Resources 10 TR ZAR

Local industrial shares

FTSE/JSE Industrials l 25 TR ZAR

Local financial shares

FTSE/JSE Financial 15 TR ZAR

Local property

FTSE/JSE SA Listed Property TR ZAR

Local bonds

Beassa ALBI TR ZAR

Local cash

STeFI Composite ZAR

Global shares

MSCI ACWI GR USD

4.2%                    9.8%                     7.0%                        3.1%                     6.4%            

9.2%                    7.9%                    21.1%                     21.4%                   21.9%

(1.1)%                 6.8%                    14.2%                     1.4%                      13.8%

(8.3)%                20.1%                   (19.7)%                  (8.0)%                     0.0%   

13.7%                22.2%                   (34.5)%                   (20.7)%                  (8.4)%

2.4%                  6.7%                      8.7%                       8.9%                      10.4%

0.3%                  1.0%                      5.4%                       6.6%                     10.4%

4.6%                 14.7%                    16.3%                     10.1%                    12.3%
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Key indices to 31 December 2020

Reminder to provident fund members 

1 year to 

31 Dec 2020


