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South African budgets are being increasingly squeezed by the various taxes they have to pay on a daily
basis—and judging by recent remarks by the Finance Minister, it’s only going to get worse.
Picture credit: Pixabay (https://pixabay.com/photos/credit-squeeze-taxation-purse-tax-522549/)

By:

STEVEN JONES

IF YOU are a typical South African
employee who happens to be staring
disconsolately at the line on your
recent payslip marked ‘PAYE’, you
must be feeling quite bewildered at
the amount of tax that you pay each
month.
However, that’s not the end of
the story. At the risk of totally ruining your day, the bad news is that
you pay a lot more into SARS’ coﬀers
than you may have thought.
Being aware that the tax that
comes oﬀ one’s salary is by no means
the total sum of taxes payable, I

decided to calculate just how big the
monthly contribution is to the ﬁscus
by the average employee in middle
management—and the numbers
are quite staggering. For instance,
did you know that nearly 6 percent
of the average middle manager’s
income is paid in VAT alone?
In order to calculate how much
tax such a person pays each month,
I have had to make a number of
assumptions, which include:
• Vehicle ownership: This hypothetical taxpayer drives a Honda
Ballade 1.5 Trend with a list price
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of R258 500, including VAT but
excluding the CO2 tax of R2 530.
No optional extras were added
at the time of purchase. The vehicle will be retained for a period
of 60 months.
• Home ownership: Our ‘average
middle manager’ lives in a house
costing R1.5 million, ﬁnanced by
a R1.2 million bond. The deposit
as well as all costs and duties
were paid in cash. Since the
average house changes hands
approximately every seven years,
all the taxes paid have been
apportioned over this period.
• Entertainment: What is life for
without a li8le bit of fun? The
occasional meal out, and a decent holiday once a year, can be
considered just rewards for the
stress that your average middle
manager ﬁnds themselves under.
And while I acknowledge that
not all people falling into this
category are smokers and drinkers, these items have been included to illustrate how much of
the cost of these items goes into
‘sin taxes’.
• Children: Costs will vary depen-

ding on the number of children
and the school a8ended. And
while school fees do not a8ract
VAT, the school itself has to
pay VAT on its own purchases,
therefore I have included the
indirect VAT component of
any school excursions that take
place. However, trying to strip
out the indirect VAT component
of school fees would be an exercise in guesswork, since the cost
base of each school is so varied.
• Spouse’s employment: This has
been excluded for ease of calculation. If the income used in this
example is split between a couple, employment taxes would be
lower because of the progressive
nature of the tax tables. On the
ﬂipside, I have also excluded a
second vehicle—while a homebased spouse would also have a
need for wheels (perhaps more
so than the employed spouse,
given the need for the school
run, etc.), a second vehicle would
be a necessity if both spouses
were employed.
For purposes of this article, we will
regard any amount that one is

KEY UPCOMING TAX SUBMISSION DATES
Personal income tax returns, 2019 tax year
4 Dec 2019
Personal income tax returns (e-filing, non-provisional taxpayers)
[deadline passed]
31 Jan 2020
Personal income tax returns (e-filing, provisional taxpayers)
Provisional tax returns
29 Feb 2020
Second period, 2020 tax year
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compelled by law to pay to a government or organ of state, with li8le
or no discretion being available to
the one compelled to pay, as being
a ‘tax’—in which case, the long and
the short of it is that for the taxpayer used in our example, a whopping 34.2 percent of this so-called
‘middle-income’ earner’s gross income is paid over in various forms
to SARS, municipalities, licensing
authorities—even the SABC gets a
slice!
Online dictionary resource Dictionary.com deﬁnes ‘tax’ as being “a
sum of money demanded by a
government for its support or for
speciﬁc facilities or services, levied
upon incomes, property, sales, etc.”,
as well as being “a burdensome
charge, obligation, duty, or demand” (My emphasis). And the
Finance Minister would have us
believe that paying tax is our
“patriotic duty”? Hmmmm…
The cover story of the June 2019
issue of Tax Breaks dealt with the
day on which ‘Tax Freedom Day’
was calculated. According to the
Free Market Foundation, which was
quoted in this article, South Africans
eﬀectively worked from 1 January
to 18 May last year just to meet the
cost of all the various taxes that
one has to pay.
This translates to an average tax
burden of 36 per-cent, which tallies
quite closely with the proportion
of tax according to my rough calculations.
By this point you may be forgiven for thinking that what you
really need right now is a stiﬀ
whisky and a cigare8e. Just remember that, in addition to you nailing
your lungs and liver, SARS enjoys
52% of your smoke and 43% of your
drink—plus VAT!
On that low note, try to enjoy
the rest of your day…
Steven Jones is a practicing member of
the South African Institute of Professional Accountants, a SARS-registered
tax practitioner, and the editor of
Personal Finance and Tax Breaks. He
holds degrees in accounting, financial
management, and theology.
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School fees: Is the upfront
discount worth it?
It depends on where that money will be coming from (and a few other
things)

MONEY MATTERS

by Steven Jones
Editor
Welcome to 2020! A new year, with new challenges as well as new opportunities.
As always, we know that is a need to stretch
one’s hard-earned rand—especially after the
Christmas period, where festivities tend to eat
into the budget more deeply than anticipated.
However, it’s not only the kids that groan when
the ‘Back To School’ signs start appearing in
just about every shop—the parents do as well,
what with uniforms, stationary, and increasing
levels of school fees.
Fortunately, many schools are starting to recognise that parents are feeling the pinch, and
with their own budgets being stretched as well,
they figure that “a bird in the hand is worth two
in the bush”, offering discounts to parents who
pay the annual fees up front in full, rather than
monthly. That said, as tempting it may be to
grab the discount, it’s not necessarily the best
route. Our article on this page will help you to
decide which option is better for your pocket.

There’s the cold, hard cash aspect as well as a few softer issues to consider.
Picture credit: Supplied by author
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STEALTHY WEALTH

THIS YEAR we ﬁnd ourselves at a
parenting milestone, which is both
terrifying and really exciting!
Stealthy Junior will oﬃcially be
starting school.
It also means we win ourselves
the grand prize of around 14 years’
worth of school fees to pay, starting
from this month. Fun times for
Junior, not so fun for our budget.
School fees are going to make
up a signiﬁcant portion of our annual spend this year (and the same
is likely to be true for most parents).
So naturally spending some time
trying to minimise the damage could
be a worthwhile pursuit. We all
would love to ﬁgure out how to
save money on school fees, right?
One option that a lot of schools
oﬀer is a discount if you pay the
entire year’s worth of school fees
upfront. Something like, if the annual school fees are Rx, you can either
pay Rx/12 per month, or, if you pony
up the full amount in January, you
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will pay Rx less y% discount.
A few readers have asked me
if this upfront discount option is
worthwhile, and since I am now
facing the same question myself, I
decided it was time I took a closer
look.
Going into debt to get the discount
The ﬁrst very important thing to
realise is that you should only consider the upfront discount if you
have the cash available. If you are
going to need to go into debt to
come up with the upfront amount,
then it is almost certainly not going
to be worth it.
For example, paying 12% (and,
realistically, probably a lot more) in
interest to score a 10% discount is
going to leave you worse oﬀ than
just paying the monthly amount.
Or, even worse, using a credit
card and paying in excess of 20%
interest to score a discount of what
is unlikely to be more than 8-10%

There are however other ways in which savings
can be made on school requisites. While it may
be convenient to simply hand over the money
for the pre-packed stationery that the school
has arranged, shopping around may realise
some savings.
However, be careful that the travelling costs
don’t end up eating away any savings, and
check the prices carefully—I have found occasions when my son was still at school that
the school had often negotiated significant
discounts with suppliers, which were then
passed on to the parents.
The other area of savings to be found is when it
comes to school gear, which includes not only
uniforms but sports gear as well. The answer
is to go the second-hand route.
Many years ago, my wife offered to run a
second-hand swap shop at our son’s school.
Bearing in mind that this was a private school,
many thought that she was wasting her time—
after all, it seemed logical that any parent who
could afford private school fees would not
even consider clothing their little darlings in
second-hand school gear.
However, much to the surprise of many, the
swap shop was a huge hit! After all, as many
parents with small children know too well,
most kids outgrow their clothing long before it
wears out—and what does one do with a school
uniform that is two sizes too small when
there’s no sibling to pass it down to?
In the end, everybody won. Some parents were
able to find an outlet for unused clothing, others
were able to save a fortune buying good-quality
gear for a fraction of what it cost new, and the
school funds were bolstered by nearly R22 000
from the profits made by the shop.
There’s no stigma in going the second-hand
route—after all, if you come to think of it, everything that we buy is second-hand from the
moment it leaves the shop!
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doesn’t make any sense, either.
Running the numbers
Okay, so for those fortunate enough
to have the cash available—should
you take the upfront discount, or
leave your money in your savings
account / money market / home loan
access facility and earn yourself
some interest while you pay monthly?
Consider the example of a school
with annual fees of R36 000. They
oﬀer a discount of 10% for upfront
payment, and the parent has this
amount available in a money market
account that returns 6% per annum.
Should they take advantage of
the discount? ARer entering the
above data, the Excel elves then
run oﬀ to crunch some numbers
so that we can compare the two
options as follows:
• The discounted lump sum is
taken out of the savings, and
the remainder is leR in the account to earn interest.
• Each month, an amount is taken
out of the savings to cover the
usual monthly fee, while the
rest of the money remains in the
account to earn interest.
The option with the bigger balance
at the end of December is naturally
the one to choose. The table above
(right) presents how the numbers
look for this example.
You can see that by taking the
upfront discount, the remaining
R3 600 leR in the account grows to
R3 822 by the end of the year. This
compares to a monthly withdrawal
of R3 000 while the balance continues earning interest, leaving a ﬁnal
balance of R1 028.

4% discount. Let’s also assume that
someone had the funds saved in
their home loan’s access facility,
eﬀectively scoring them an interest
rate of 10%.
As the table below indicates, in
this scenario it is ever so slightly
be8er to pay monthly.
Some softer issues
Right, so that takes care of the numbers aspect of the decision—but as
with most things concerning personal ﬁnance, there are some soRer
issues to consider as well. I will
touch on a few of them.
• Some people prefer to take the
monthly payment option, regardless of what the numbers say.

And the end result is …
I played around with the spreadsheet, and found that in most
cases, as long as the upfront discount is decent (say 5% or more),
then it is worth going with the discounted upfront payment option.
There are however some corner
cases where it will swing the other
way though. For example, consider
the same school with fees of R36 000
per year, but now they only oﬀer a
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They are scared that once the
fees have been paid, they will
not have the discipline to save
the equivalent monthly school
fee amount—or ‘put it back’ into
the account it came from—and
may end up spending it. Paying
monthly sort of ‘forces’ them to
be responsible, and to maintain
the habit of that monthly expense.
However, it is possible to hack
this. If you can score by paying
upfront but are afraid that
your discipline might let you
down, then consider paying the
discounted upfront amount, and
then se8ing up a debit order or
recurring payment that will auto-
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mate the saving and remove the
temptation to spend the money.
• Since schools are pre8y valuable
institutions, you may want to
give them all the help you can
get while you entrust them
with the care of your most precious cargo. Some people get a
good feeling that by giving their

child’s school their money upfront, they are helping the school
out to some degree by providing them with a nice cash ﬂow
boost.
• Some people also prefer the upfront cash payment because it
removes some of the stress,
worry and admin of having a

monthly payment. That is also
worth something.

This article was first published on the
Stealthy Wealth blog. To read other
articles, as well as to download the
spreadsheets used in this article, visit
www.stealthywealth.co.za.
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Multi-generational ﬁnancial
planning
Pu-ing future generations on a sound ﬁnancial footing

Part of the planning process is to ensure the next generation is equipped to receive the wealth, appreciate
its value, and make smart investment choices. Picture credit: Shutterstock

By:

ERIC JORDAAN

MULTI-GENERATIONAL ﬁnancial
planning, otherwise known as
generational wealth planning, is on
the rise. As the vast wealth of the
baby-boomer generation passes into
the hands of the next generations,
the need for more open money
dialogues between the generations
increases.
What is multi-generational financial
planning?
It aims to increase cross-generational ﬁnancial communication so
as to ensure the smooth transfer of
wealth from one generation to the
next. This next-generation engage-
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ment is designed to ensure that a
family’s wealth is passed on eﬃciently, while at the same time
protecting and respecting family
relationships.
The increased complexity and
diversity of family structures has
driven the need for transparent
discourse between the generations
to ensure that a person’s wealth can
be bequeathed smoothly, equitably
and legally to their appointed heirs,
with well-managed expectations
and no unpleasant surprises.
Why is this needed?
The failure of families to sustain

their wealth past the third generation is well-documented, with 70%
of families losing their wealth by
the second generation, and 90% by
the third generation.
The desire for families to safely
transfer their wealth to the next
generation and beyond is but one
of the factors leading to the rise
of multi-generational ﬁnancial planning. Poor ﬁnancial education on
the part of the next generation can
lead them to take unnecessary investment risks, or to invest in lowrisk investments which allow their
wealth to be eroded by inﬂation.
Part of the planning process is
therefore to ensure that the next
generation is equipped to receive
the wealth, appreciate its value, and
make smart investment choices
going forward.
Another factor worth considering is that more and more retirees
are seeking ways to transfer wealth
to their adult children during their
lifetimes, as opposed to aRer their
death. In addition, complex family
structures that are fragmented
globally have also increased the
need for be8er communication between generations when it comes
to wealth transference.
What does the process entail?
Multi-generational ﬁnancial planning is both broad and complex, and
necessitates willing participation by
all generations.
The ﬁrst step in the process
involves appointing a qualiﬁed, impartial ﬁnancial advisor who is
experienced in wealth transference
and estate planning. Their job will
primarily be to facilitate discussions
between you and the next genera-
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Bellan Media launches its website
We are very excited to announce the launch of our new website, which we
believe will enable us showcase our magazines and also provide additional
benefits to our valued subscribers.
The site builds on our magazines'
30-year legacy of excellence in
providing independent personal
finance and tax information
sourced from experts in their
respective fields. The strategic
partnerships that we have formed
with selected organisations known
for their expertise, ethics and
service, will greatly enhance our
offering.

•

•

Our new website will give readers
online access to additional articles, book reviews, videos, interesting links to
various topics and a mortgage bond calculator.
For more information please visit www.bellanmedia.co.za, or send us an email
at info@bellanmedia.co.za.
tion(s), and to structure an estate
plan that gives full expression to
your wishes. Your advisor will be
able to assist you with the following:
• Implementing
strategies
to
ensure that the family’s hardearned wealth is protected, transferred, and sustained in the most
tax-eﬃcient manner.
• Finding the balance between
providing for your retirement
and providing a legacy for your
loved ones. This will involve
developing a detailed lifetime
cashﬂow model to ensure that
you don’t spend too much too
soon. Depending on how much
you have saved for your retirement years, your loved ones’
inheritances may need to be
constrained or delayed to ensure
that you don’t run out of capital

Moment of truth
When one door of happiness closes,
another opens, but o1en we look so
long at the closed door that we do not
see the one that has been opened for us.
Helen Keller (27 Jun 1880 - 1 Jun 1968)
Author, political activist, lecturer, a co-founder
of the American Civil Liberties Union, and
the ﬁrst person who was both deaf and blind
to earn a Bachelor of Arts degree.

while you are still alive.
• Where appropriate, se8ing up
trusts as a means of transferring wealth either during your
lifetime or aRer your passing.
• Developing a giRing plan to
ensure that each heir or beneﬁciary understands your intentions and reasons, and respects
them.
• Making adequate provision in
the case of a special needs child
which could include se8ing up a
special trust to provide for their
future needs. It could also involve draRing a care plan which
sets out how you would like
your child cared for, and by
whom, when you are no longer
around.
• Developing and communicating
a plan with your loved ones in
the event that you are incapacitated and/or unable to communicate. This could involve the
draRing of a living will or advanced healthcare directive,
signing a power of a8orney, preparing a le8er of wishes, and/or
le8ing your desire to be an
organ donor known in advance.
• In respect of business owners,
planning could include the drafting of a business succession
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•

•

•

•

plan to ensure that your intentions regarding your business
interests are made clear. A business succession plan is oRen
supported by a buy-and-sell
agreement which is underpinned
by a business assurance policy,
and can involve complex structuring.
DraRing of an ethical will to
pass on family history, stories,
ethics, religious beliefs, morals,
values, and information about
the family that you want passed
on to the next generation.
Explaining your retirement funding position to your adult
children to alert them to any
possible funding shortfalls in
the future. Your adult children
will appreciate being forewarned
if they may be required to provide you with ﬁnancial assistance
in the future.
Structuring and communicating
a plan should you wish to assist
your adult children ﬁnancially.
According to a 2013 report from
the Pew Research Centre, parents have become increasingly
involved in providing ﬁnancial
support for their adult children,
with 49% of adults over the
age of 60 providing some form of
ﬁnancial support to their children. This can be a source of
tension amongst siblings, and is
something that should be wellthought out and documented.
Communicating your desires in
respect of your pets, including
any arrangements that you have
made for them aRer your passing.
Sharing your thoughts and feelings on assets with sentimental
value, such as the family home
or a holiday home.
Communicating your charitable
and/or philanthropic goals with
your loved ones, and instructing
them on how you would like
these goals to be carried forward.

How to make it work for all generations
Financial planning across multiple
generations can have its challenges,
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as there may be deep-seated issues
and emotional baggage. It is important that you hold your emotions in check, and remain focused
on your estate-planning goals. Focus
on the following in particular:
• Set goals as to what you hope
to achieve from the discussions.
Ensure that your ﬁnancial advisor remains impartial, and allows all family members to be

heard.
• Choose an impartial ﬁnancial
advisor with experience in estate
planning. Make sure that all
parties are happy to work with
the advisor, so as to achieve a
common set of goals.
• Commit to open and honest communication, and ensure that all
discussions are documented for
future reference.

• Be intentional and careful about
who you appoint as executors,
trustees, and stewards of your
wealth. ARer your passing, they
will play important roles in
ensuring that your wishes are
honoured.
• Trust is an imperative.
Eric Jordaan, CFP®, is a director and
shareholder of Crue Invest (Pty) Ltd.
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A be0er year
Reﬂecting on your returns in the year that was

The local market was trading at a 10-year low compared to global markets, whose valuations have increased during 2019—but real returns improved materially compared with 2018.
Picture credit: Pixabay (https://pixabay.com/photos/business-stock-finance-market-1730089/)

By:

DAVE MOHR & IZAK ODENDAAL

BELIEVE IT or not, another year
is about to come to an end (this
article was wri-en in December—
Editor). Barring a surprise Christmas
rally or a visit from the Market
Grinch, we have a reasonably good
idea of what the calendar year returns for 2019 should be.
On one level this doesn’t ma8er,
since most investors’ ﬁnancial horisons don’t neatly overlap with calendar years (unless, for instance, you
retire on 31 December.) Still, humans
like compartmentalising.
We also like looking back, and
this time of the year is the season
for reﬂecting.
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Bonds
Let’s start with bonds. The All Bond
Index returned 8% for the ﬁrst 11
months of the year, ahead of cash,
despite all the negativity. ARer all,
2019 has seen ﬁnancial media saturated with articles on debt traps,
downgrades, and unfounded fears
of bailouts from the International
Monetary Fund (IMF). (Why a country that borrows in its own currency
would need to turn to the IMF was
never clearly explained.)
To be clear, though, there is a lot
of bad news for the bond market.
Government’s ﬁscal deﬁcits are
increasing rather than declining,

and too-big-to-fail Eskom is still
lurking in the shadows, cap in hand
for more state support. More borrowing means more bond supply,
which should in theory suppress
prices and raise yields.
The key thing is that the demand
for bonds remains healthy, due to
the a8ractive yield. Also, the yield
is high precisely because of all the
bad news, which is already priced
in. By the time you read about
something in the newspapers, it
has long been discounted by ﬁnancial markets.
The yield on the 10-year South
African government bond declined
slightly from 9.6% to 9.4% during
2019. The high starting yield means
that the return from income will
probably be good—even if there is
some capital loss. However, if there
is a capital gain, the returns can be
substantial.
There is also the element of
luck. Global bond yields slumped
during the course of the year as
investors priced in slower growth
and lower interest rates. This limited upward pressure on South
African yields.
The other factor limiting the upward pressure on yields is muted
inﬂation. Consumer prices have
been rising at an average annual
pace of 4.5% over the past three
years. The latest reading was only
3.7%.
Property
Listed property had a torrid time,
buﬀeted by three broad trends.
Firstly, the local economy is
struggling, suppressing demand for
property even as supply growth
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(new malls, oﬃce buildings and
logistics facilities) has been reasonably robust. The result is rising
vacancies and downward pressure
on rents. Rental income is ultimately what property companies pay out
to investors.
Secondly, local companies engage
in a number of ﬁnancial tricks in
order to boost short-term distributions. These were not repeatable
indeﬁnitely and are now unwinding,
but have caused many investors
to overestimate future distribution
growth.

Thirdly, JSE-listed property has
high exposure to UK retail, which
has taken the twin blows of Brexit
uncertainty and competition from
e-commerce.
The FTSE/JSE All
Property Index returned 1% in 2019
(up to the time of writing)—still, a
signiﬁcant improvement from 2018’s
25% slump.
The sector trades on a yield of
almost 10%, which is a8ractive—but
there is still some risk that distributions will decline in 2020 instead
of growing, as the adjustment to a
new reality continues.
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Equities
Depending on your choice of benchmark, local equities lost 10% in 2018,
the ﬁrst negative calendar year in
10 years. 2019 has been be8er, with
the FTSE/JSE All Share Index returning 8.5%—most of this in the
ﬁrst quarter.
This gain is ahead of cash, and
represents a real return of almost
5%, closer to the historic long-term
average real return of 7%. However,
the real return over the past ﬁve
years is still basically zero, and the
index level is still below its January
2018 record high of 61 684.
The bounce in the local equity
market came despite the lack of discernible improvement in the domestic economy.
While there has been steady (if
unspectacular) progress on economic policy reform and improved
state governance, economic activity
is not accelerating and business
conﬁdence is still depressed. The
Bureau for Economic Research’s
Business Conﬁdence Index hit a
20-year low of 21 points in the second quarter, with only a mild improvement in the third quarter.
But then, the local market is
largely disconnected from the domestic economy, with most of the
largest companies being global in
nature.
The standout performers have
been the platinum miners. Both Impala and Amplats have more than
doubled in 2019 from low levels,
thanks to stronger platinum group
metals prices. Gold miners have
also rallied along with the underlying dollar gold price. The diversiﬁed miners, Anglo American in particular, also had a good year.
Among the global consumer
companies, British American Tobacco and Richemont have strongly
rallied from 2018 lows. Naspers, the
largest company on the local bourse,
gained 9% in 2019 up to early December, but bear in mind that it has
spun oﬀ MultiChoice and listed its
internet businesses separately under
Prosus.
In contrast, ﬁnancials, food producers and clothing retailers, all
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heavily exposed to local conditions,
have struggled during 2019.
During the course of the year, the
price-earnings ratio of the All Share
continued to decline and is now at
the lowest level since early 2013.
Compared to global markets whose
valuations have increased this year,
the local market trades at a 10year low.
It is therefore not the time to
sell out. Historically, buying at
such valuations has rewarded patient investors. South Africans do
have more investment options
these days, however, and one
should consider the concentrated
nature of the local market as a risk
factor in particular.
The top ﬁve shares make up
40% of the FTSE/JSE All Share
Index, against only 27% for the UK
FTSE 100, 14% for the US S&P 500,
and 11% for the Stoxx Europe 600
Index. Four of the ﬁve largest
shares in the All Share Index—
Naspers, BHP, Richemont, and
Anglo American—are global companies, with only Standard Bank
predominantly focused on South
Africa.
International
Speaking of global equities, it
has been a phenomenal year. The
S&P 500 gained 27% in the ﬁrst 11
months to hit new all-time records.
The Stoxx Europe 600 returned
25% in euros, and the Nikkei 225
19% in yen. The MSCI All Countries
World Index, our preferred global
equity benchmark covering developed and emerging markets, returned 23% in dollars.
International markets have beneﬁted from central bank easing,
while fears of an all-out trade war
and a global recession have abated.
However, bear in mind that they
slumped in the ﬁnal quarter of
2018, with the S&P 500 suﬀering a
19.5% peak-to-trough decline in the
11 weeks before Christmas Eve. At
that point, the US Federal Reserve
was still on a hiking path and investors panicked that it would
go too far, given the weakening
economic outlook.
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As it became clear that central
banks would have to cut interest
rates, global bond yields collapsed
during the ﬁrst nine months of 2019,
and at one stage $17 trillion of
bonds traded at negative yields.
Bondholders clearly beneﬁted from
this rally, but even aRer an uptick
in yields during October and November 2019, they remain extremely
una8ractive from the point of
view of a South African investor
who can earn 7% from the money
market, taking minimal risk.
International listed property

investments.

beneﬁted from the decline in bond
yields and the rally in equities.
The FTSE EPRA/NAREIT Developed
Index returned 22% in dollars in
2019.
Unlike developed market
bonds, yield in this sector is still
reasonably a8ractive, and income
growth solid.

from the rest of the year. Global
markets had sold oﬀ sharply the
previous few months, and the domestic outlook was as gloomy as
ever.
Turning points in markets are
unpredictable, and one has to stay
invested to beneﬁt. They also tend
to happen long before the proverbial dust has se8led and there is
an observable improvement in economic activity.
2020 is bound to test our patience and willpower again. Hang
in there!

Currency
The rand was volatile as always,
hi8ing highs of R13.27 and lows of
R15.41 against the dollar during the
course of the year. However, at the
end of November 2019, the rand
was only 2% weaker against the
greenback than at the start of
January.
Exchange rate movements, therefore, provided only a modest boost
to the rand-based return of global

Hang in there
Pu8ing this all together, a typical
Regulation 28-compliant balanced
portfolio could deliver double-digit
returns for the full 2019 calendar
year, while in 2018 it would have
been ﬂat to negative. Given the
decline in inﬂation, the real return—
which is what really ma8ers—has
picked up materially from 2018.
Yet, if you pondered your portfolio in January 2019, you would
probably not have expected much

Dave Mohr is chief investment strategist and Izak Odendaal an investment
strategist, both at Old Mutual Wealth.

LIFE COVER

Are you protecting your
most valuable asset?
Not your house, nor your investments, but your own ability to earn an
income

Singer, fashion designer, actress, and businesswoman Rihanna's legs are reportedly insured for 61 million.
Picture credit: Unsplash (https://unsplash.com/photos/5sAH-YzM0RY)

By:

PATRICK CAIRNS

RIHANNA’S LEGS are reportedly
insured for $1 million. Madonna
supposedly insured her bosom for
double that.
It may seem eccentric for celebrities to insure their body parts,
but this is about more than vanity.
Rihanna’s elegant limbs and Madonna’s cleavage represent genuine
future earnings potential. Without
them, these artists would lose a
lot of their image—and, therefore,
their ability to continue to earn the
money that they do.
It would also be wrong to think
that this is a new phenomenon.
Be8e Davis reportedly insured her
waist for $28 000 back in the
1940s. Now it’s unlikely that in
any of these cases, these women
were approached by a broker trying
to ﬂog them an insurance product.
The far more plausible scenario is
that they proactively took the decision that insurance was something
that they wanted.
What they realised is that any

individual’s most valuable asset is
their own ability to earn an income.
If that is taken away by a shock
event, the impact is inevitably going
to be severe.
Taking the risk
Yet, this is something that many
South Africans are either oblivious
to, or are prepared to risk.
The latest South African Insurance Gap study published by the
Association for Savings and Investment South Africa (ASISA) suggests
that South Africans are severely
under-insured, by as much as R34.7
trillion. This is such a large number
that it is almost impossible to appreciate. It is roughly seven times
South Africa’s annual GDP.
To try to make this more meaningful, True South Actuaries and
Consultants, which conducted the
analysis, broke down South Africa’s
population of income earners into
ﬁve segments—from the lowest
20% of earners, to the highest. It
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then looked at the average gap in
cover in each of these groups.
The highest 20% of earners in
South Africa are those earning more
than R213 087 per annum. The average individual in this group is
currently 42 years old and earns
R619 859 a year.
According to the Insurance Gap
study, this individual should have
R4.6 million in life cover to ensure
that their household will be able to
maintain its standard of living if
they were to pass away. On average,
however, they have only half of
that.
When it comes to disability insurance, the average member of this
group has only 48% of the R6.3
million worth of cover that they
need.
Facing facts
These ﬁgures highlight two important realities. The ﬁrst is that
South Africans should not make
the mistake of thinking that if they
have group insurance through their
employer, this will be suﬃcient.
This is not just true for this
higher earning group, but across
all segments. Group cover provided
by employers does not account for
more than 25% of the disability insurance required at any level, and
it is much less than that for death
cover.
The second factor is that South
Africans are not thinking like Rihanna and Madonna. The insurance
industry itself must take some of the
blame here, as it has plainly failed
to get people to appreciate the importance of life and disability insurance.
Largely, this is due to the business model. Life insurance products, as the cliché puts it, are
sold, not bought. Insurers have
largely relied on a broker force that
takes this approach.
This has,
however, devalued them.
Appreciating the impact
Everybody should want life and
disability insurance. Particularly if
they have dependants or are living
in a household that is in some way
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reliant on their income to sustain
its standard of living, it should be
more obvious than ensuring their
car. Their own earning potential
is obviously more valuable than a
vehicle, yet is oRen more neglected.
What is particularly concerning
is that this neglect is most pro-

nounced amongst South Africans
under the age of 40. On average,
individuals in this group are underinsured by R2.9 million across both
life and disability products. “These
are the family units that are most
vulnerable to those shock events,”
says Rosemary Lightbody, senior

policy advisor at ASISA. “They are
the ones most likely to have dependent children who are going to
rely on them and their income for a
long time. But it’s not only dependent children and spouses—it’s
also elderly parents and other relatives in many cases who are unfortunately leaning on them for supplementary income, or perhaps altogether.”

Patrick Cairns is from Moneyweb.

INVESTMENT INSIGHTS

Sustainable investing
Can the pursuit of reliable dividends align with Environmental, Social
and Governance (ESG) sustainability?

Investors have historically focused on dividend income and capital growth. However, for this to continue
long-term, sustainability also needs to be taken into account.
Picture credit: Pixabay (https://pixabay.com/illustrations/nature-earth-sustainability-leaf-3294632/)
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ROBIN HARTSLIEF

A KEY discipline of income-focused
investment philosophies is to invest
in companies which produce reliable and consistent income streams,
ideally growing. With this foundation, fund managers are able to
provide more accurate investment
projections from both an income
and capital perspective, allowing
investors to eﬀectively plan for
retirement.
Studies have also shown that
companies which pay (and grow)
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their dividends tend to outperform
the market over the long term. This
is evident in the performance of
Marrio8’s local equity fund—the
Dividend Growth Fund—which has
won a number of awards for riskadjusted returns. The charts on
Page 12 illustrate the dividend track
records of some of the companies
that the fund currently invests in.
However, although such dividend track records are useful for
identifying investments with the

ability to produce reliable income,
even the most reliable track record
is no guarantee of future predictability. This is because dividend
track records are historical, as opposed to being forward-looking.
To ensure reliable income growth
in the future from investments
made today, a number of other
questions need to be answered.
Some of these questions include:
• What are the company’s income
growth drivers?
• Are these drivers under threat
by current economic conditions,
low barriers to entry, or changes
to regulation?
• Does the company have a solid
balance sheet?
• What is the company’s dividend
policy?
Thinking about sustainability
The analysis process does not stop
here. In the wake of the global
ﬁnancial crisis and numerous ‘big
business’ scandals, corporate behaviour which is unethical, irresponsible, harmful to the environment, or exploitative in nature is no
longer being tolerated by regulators
and consumers alike.
Changes to industry regulations,
or a damaged reputation, can prove
extremely costly and pose a signiﬁcant risk to company dividend payments down the line. Consequently, these issues must be evaluated
when trying to identify income
streams which are likely to be reliable and consistent in the future.
It is for this reason that the pur-
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suit of reliable dividends aligns with
ESG sustainability.
An area of particular importance
to fund managers relates to company reporting and disclosures.
Companies with a reputation for
withholding important shareholder
information will not be considered
for inclusion in a portfolio, as the
future prospects of these businesses
cannot be determined with a high
degree of certainty.
Companies which take advantage of ill-informed consumers are

also immediately excluded, not only
from an ethical standpoint, but also
due to the unsustainability of exploitative business models.
The Marrio8 team also carefully
consider environmental initiatives
undertaken by companies to ensure
their products and future business
prospects are sustainable.
In summary
Being able to successfully identify
risks to a company’s dividends is
critical, as this ensures that fund

managers are able to produce reliable income and predictable investment outcomes for their investors.
Questionable ESG practices could
pose a signiﬁcant risk to company
dividends in the future—and consequently, the evaluation of these issues is built into Marrio8’s investment processes.

Robin Hartslief is an investment professional at Marriott.

YOUR BUSINESS

What it takes to be a millennial entrepreneur
Ten tips to help the millennial starting out as an entrepreneur
By:

KARL WESTVIG

WHEN ASKING millennials about
where they see themselves careerwise, many will reveal their dream
of owning their own businesses.
According to a 2018 study by
Ernst & Young, 58% of Americans
who fall in the 20-34 age range
see themselves running their own
companies. The same counts for

countries like China. A survey by
JWT Intelligence shows that 74%
of close to 400 million Chinese millennials would start their own business if they had trouble ﬁnding
work.
The situation is not much different in South Africa. According
to Deloi8e’s 2019 Global Millennial
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Survey, 58% of South African young
adults say that they want more
than working for someone else—
they want their own business.
The question is, what does it take
to become (and remain) a successful
entrepreneur in the struggling local
economy—never mind a global economy that is moving at lightningfast speed and becoming more competitive by the day? Here are ten
invaluable tips for the millennial
starting out:
Listen to your customers
Just because you would buy your
product doesn’t mean others would,
too. For your company to take oﬀ,
you will need a sustainable base of
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customers who are convinced that
they need, want and deserve whatever it is you are oﬀering. Find out
what your audience needs, which
products and services they are buying and which ones they shun—and,
most importantly, why.
Be funding-wise
At least 38% of millennials who
responded to Ernst & Young’s 2018
Millennial Economy report said that
a lack of funds is preventing them
from starting a business. The fact
is, however, that there is money out
there.
Expand your quest for
ﬁnance beyond conventional bank
loans—there are quite a few convenient, ﬂexible funding alternatives
to explore.
Success is more than profits
Responsible and sustainable ventures perform be8er. A 2014 analysis
of S&P 500 companies, for instance,
has found that corporations with
sustainability strategies have an
18% higher return on investment
than those that don’t. Stand out by
building a business that positively
impacts the environment and drives
socio-economic well-being.
Put in the time
Starting, running, and growing
your business is not for the fainthearted. Don’t expect miracles to
happen overnight. Your business
won’t build itself. Work hard, underpromise and over-deliver, keep your
word, promote your company everywhere (not just on social media), and
develop a thorough marketing campaign before launching.
Plan your funding strategy
Raising funds needs to be a strategy,
one which requires you to plan. Prepare for meetings with investors by
thinking of every question you
might face. Analyse and revise your
business plan as you go along.
Disrupt, don’t be disrupted
The 2019 GEMS report suggests that
the drive to introduce new products
and services that disrupt the market
is what is driving entrepreneurs.
This means that you will have to
stay on top of your game at all
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No job is ﬁnished until the paperwork
is done!
Starting a new business involves lots of administration. Standard Bank’s
checklist will help you to wade through the pile and do what’s necessary.
∗

Name and register your business. Choose a name that is easy to pronounce, is memorable and is easily recognisable.
Register the name and the business with the Companies and Intellectual Property Commission (CIPC).

∗

Decide on the legal structure for your business. The Companies Act stipulates the way owners can register their
businesses, and you need to decide how your company should be structured.

∗

Prepare a business plan. This should include an outline of how you want to start the business, how you are going to

∗

Build a relationship with your banker. You will need to open a bank account, and at some point may want to approach

∗

Establish professional relationships. Build relationships with experts in various fields, such as insurance, legal, and

∗

Have a good relationship with an attorney. There is a plethora of legal requirements when setting up and running a

make money, who you wish to target as clients and why this idea will work.
one or more of the major banks for funding.
accounting. These professionals will be able to guide you in various aspects of your business.
business. A lawyer will ensure that you adhere to these and will be able to guide you in other matters as your business goes forward.

∗

Comply with the law. As mentioned above, you need to meet all the legal requirements for operating a business in
South Africa. These include BBBEE, the Companies Act, and the Consumer Protection Act, to name but a few.

∗

Obtain the necessary licences. Your relationship with an attorney will be useful here. Depending on the nature of your
business, you would need to obtain the relevant registrations, permits, and licenses—such as registering intellectual
property, registering with SARS, applying for a business license, meeting food hygiene requirements, etc.

∗

Decide what you’ll charge. Setting a price on your product or service can make or break your business. The amount

∗

Find premises, equipment, and suppliers. Choosing a site from which to run your business is of primary concern. You

must be affordable for your customers while producing a profit for your business.
also need to decide whether to purchase or rent equipment for your company. Establishing relationships with suppliers to your business will ensure a good support infrastructure. There are also contractual provisions to consider.

∗

Take out insurance. Familiarise yourself with the specific risks faced by your area of business and insure your business against that risk.

∗

Have record keeping systems. You need a proper record of your business’ financial transactions. Not only will this help
you keep track of how your business it doing, it will prove essential should you need to apply for funding.

∗

Manage your finances. You need to decide whether you will manage your company’s finances yourself or will you
outsource the task. This includes matters such as accounting and financial reporting, budgeting, collecting accounts
receivable, risk management, and insurance matters.

∗

Market your business. Marketing drives sales and, ultimately, makes profits. Customers need to know about your
business and its offerings before they can decide whether to spend their hard-earned cash with you.

∗

Staffing your business. Decide what positions need filling and research the best places to advertise to find those
people. Have a clear idea of what that person’s role will be within your company. Familiarise yourself with the legal
requirements of being an employer, such as registering with SARS, PAYE, UIF, etc.

∗

Day to day operational plan. This is how you are going to run your business on a daily basis. It includes things like how
are you going to manage orders, timekeeping, and service levels

times. Resting on your laurels aRer
being the ﬁrst in your ﬁeld may
result in someone else disrupting
your model, pushing you out of the
market whilst you are not paying
a8ention.
Be patient
It is a misconception that you need
to scale your business as soon as
you can. Whilst there’s nothing
wrong with growing, explosive
growth too soon can be a threat if
you can’t keep up with the momentum. A study by Startup Genome
found that 74% of high-growth startups fail due to premature scaling.
Budget like a pro
Cashﬂow problems happen when
you are spending too much, because
you are not ge8ing debtors to pay
you, or because you are not making
money. Draw up (and stick to) a
watertight budget, tracking all your
expenses and income, and spend

your money wisely to prevent these
issues.
Take mistakes in your stride
You will make mistakes, and that
is okay. Learn from them, and use
this knowledge to ﬁne-tune your
plans to build a stronger, more resilient, and ﬁnancially-stable business
that can make the diﬀerence you
want it to make.
It’s a mindset
At the end of the day, entrepreneurship is a way of life, not just a way
to pay the bills. That is at least
what 90% of millennial business
owners surveyed in Desk’s 2016
Millennials and the Future of Work
say. Treating your business as
your purpose and raison d’être will
make your journey towards success
a whole lot easier.
Karl Westvig is chief executive officer
of Retail Capital.
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Dealing with your home
loan when retrenched
Your bond is likely to become your biggest worry. Here’s what you need
to know

Talk to your bank long before the legal process forces your hand—and ends up costing you your house.
Picture credit: Unsplash (https://unsplash.com/photos/5sAH-YzM0RY)

By:

NEESA MOODLEY

IN AN economic environment that
is as weak as that experienced in
South Africa for a number of
years, business closures (and the
job losses that go with such closures)
no longer make news.
However, the impact on individuals can be devastating, and the ﬁrst
thing that oRen comes to mind is
what will happen to one’s house if
the home loan payments can no
longer be maintained.
First prize, of course, is to try
to ‘debt-proof’ your home ahead of
time while still employed by paying
down your home loan as quickly
as possible, to lessen the burden
should retrenchment happen to
you. However, business conditions
can change quickly, catching even
the most prepared person unawares.
Examine your situation
According to Craig Gradidge, executive director of Gradidge-Mahura
Investments, dealing with your
home loan should be considered in
the context of your overall debt
proﬁle and the size of the retrenchment pay-out you will be receiving.
“If your retrenchment package aRer

tax is a lot bigger than the outstanding home loan, se8ling the loan
becomes an option,” he says, while at
the same time cautioning that if you
try to se8le your home loan, you
may end up with li8le to no cash
available for other critical expenses.
Talk to your bank
Andrew van der Hoven, head of
home loans at Standard Bank, says
that unfortunately many people
fear telling their bank that they
can’t make a payment on a loan.
“However, the more cooperative
customers are, the more likely they
are to keep their homes. Remember,
it is not in the bank’s interest to
repossess properties. Our aim is
rather to try to help customers
keep their properties wherever we
can,” he says.
The banks oﬀer diﬀerent options to help ﬁnancially-distressed
consumers. The option chosen will
depend on your personal credit
proﬁle, your history with the bank,
and your personal circumstances.
Geoﬀrey Lee, managing executive of
home loans at Absa, says that it
oﬀers both short-term and long-
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term plans.
Thozama Mochadibane, head of
customer delight at Nedbank Home
Loans, strongly advises homeowners
to contact their bank immediately,
noting that their credit proﬁle is
likely to be impacted negatively if
they start skipping payments or
short-paying without making prior
arrangements with the bank.
What are your options?
A payment holiday. During this time
you may be allowed to skip payments entirely or to make partial
payments. For instance, Absa oﬀers
reduced repayments for six to 12
months, which may be as low as 25%
of your original monthly repayment,
depending on your aﬀordability.
Nedbank clients can suspend
their bond repayments while awaiting a retrenchment pay-out. If you
are planning to se8le the bond with
your pay-out, cancellation ﬁgures
will be issued, and the bank will
initiate the bond cancellation process.
An extended repayment plan. This
has the eﬀect of reducing your
monthly payments until you are
ﬁnancially stable again. When you
do this, your repayments are oﬀset
against the interest owing, so the
overall debt does not grow rapidly
due to compound interest. Lee says
that Absa allows you to extend your
home loan up to a maximum of 360
months or 30 years.
Selling the property. This is the
worst-case scenario, and usually the
last resort. Van der Hoven says that
Standard Bank’s EasySell process
helps ensure that the best possible
price is obtained for the property
and the bond is se8led to get the
customer’s credit record back on
track. “To date EasySell has assisted
more than 4 000 customers,” he says.
Buyisile Maseko, FNB’s growth
head for the gold (customer) segment home ﬁnance division, says
clients are strongly advised to use
the FNB Quick Sell programme to
maximise on the value of their
property as well as mitigate any
potential shortfalls that may arise
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as a result of legal action.
Mochadibane says that the price
you get for your home from the
Nedbank Assisted Sales Programme
is likely to be far be8er than the
price you would get from a sale-inexecution. “Nedbank also forgoes a
portion of the shortfall or residual
balance aRer the assisted sale,” she
says.
Is it a good idea to access equity in
your home loan?
Gradidge cautions against this idea.
“It is an option for those who have
equity available, and the funds can
be added to your retrenchment
package until you are able to get a
new job,” he says. “However, it is not

a good idea to increase your debt
going into a new job, especially as
you may need to access that equity
in future if the economy remains
ﬂat.” Van den Hoven agrees with
Gradidge, noting that “[f]irst, the
NCA [National Credit Act] requires
an aﬀordability assessment to be
carried out and you are no longer
earning an income. Secondly, unless
you are positive that your job
situation is temporary, we do not
recommend this option.”
How many homes end up getting repossessed?
The banks were reluctant to provide
hard ﬁgures on repossessions, with
Standard Bank saying that reposses-

sions accounted for less than 0.05%
of its bonded properties. FNB was
unable to provide exact numbers,
but conﬁrmed that there has been
an increase in the number of repossessed homes where customers
have been retrenched.
However, according to a Lightstone report, the number of salesin-execution have declined steadily
in the last four years. Mochadibane
says that more than 40% of salesin-executions are cancelled because
the clients made payments to cancel
the sale and/or concluded a payment
arrangement with their bank.
Neesa Moodley is a freelance financial
journalist.

Q &A

Where is it best to invest R3 million?
Staying focused on your long-term objective, i.e. retirement, is important
QUESTION
I have resigned from my job and have R3 000 000. How much monthly interest would you get on this amount, and where is it best to invest it?

Answer provided by ELKE BRINK, a financial planner at PSG Wealth
As you mention resignation, I am assuming that the R3 million you are referring to came from a retirement fund at work. Depending on your
age and risk proﬁle, my advice may diﬀer. There are however a few principles that can be discussed at this point.
The ﬁrst step is to determine the investment vehicle you will be using. Will this be a more ﬂexible / liquid investment or will this investment continue in the form of a retirement fund?
Also, if the money is from a pension or a provident fund, withdrawing it will
have severe tax implications. The funds will be taxed according to the withdrawal
tax tables (on right). The ﬁrst R25 000 is tax-free, depending on any previous withdrawals taken. However, it is not advisable to withdraw the funds because of these
tax implications.
This leaves you with two reinvestment options to consider: investing in either a
preservation fund (pension or provident, depending on the type of fund you are invested in) or a retirement annuity (RA). A preservation fund
oﬀers more ﬂexibility, as you are allowed to make either one partial or one full withdrawal before the age of 55. This withdrawal will still be
taxed according to the sliding scale shown above.
An RA will only be accessible from the age of 55. At that stage, you will be
allowed to take a third as a cash lump sum, while the remaining two thirds must
be used to buy a compulsory annuity, which will then pay you a monthly income.
The lump sum taken at retirement will be taxed according to the retirement tax
tables. The ﬁrst R500 000 is tax-free, depending on any previous withdrawals.
Ideally, you should leave the investment (preservation fund or RA) to grow until
your actual retirement—which will most likely be closer to 65 or 70, considering
current trends.
When investing in any of the pre-retirement products mentioned above, the
under-lying asset classes will need to comply with Regulation 28 of the Pension
Funds Act. The limits are as follows: no more than 30% in oﬀshore exposure, excluding Africa; 40% in oﬀshore exposure if including Africa; no more than 75% in
equity exposure; and no more than 25% in listed property.
If the funds are invested in a discretionary vehicle (such as voluntary products
with a linked investment service provider), the investment will not be subject to
Regulation 28 and no restrictions will apply in terms of oﬀshore or equity exposure.
The underlying return will depend on how the underlying asset classes are structured, what the fees are, and—most importantly—market returns.
The appropriate asset allocation is in turn determined by your risk proﬁle.
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Q &A
Investment vehicles
Your question refers to interest received. I am not sure if you are referring to interest speciﬁcally, or the return of
the portfolio in general. If you are referring to interest, this implies a cash-based investment and also a low-risk
approach with no market volatility.
If we look at the performance of a few money market and multi-asset income funds over the past year, an
average nominal return of 7-9% per annum can be expected. This would ﬂuctuate in line with prevailing interest
rates over time.
Depending on your age, risk proﬁle and personal objectives, it is advisable to rather diversify across multiple asset classes to ensure an
optimal return over the longer term—building in ‘growth assets’ as well. This refers to equity exposure, locally and oﬀshore.
With any investment, it is important to remember that there will always be market ﬂuctuations, and that markets will move in cycles. The
past ﬁve years have been exceptionally challenging, but keeping a longer-term mindset and focusing on your long-term objective, which is
retirement, is important.
Within the limits of Regulation 28, investment strategies can vary from cash to inﬂation (CPI)+2% or CPI+6 %, depending on the underlying oﬀshore and equity exposure. If we had followed a balanced-fund approach targeting an expected return of CPI+5%/CPI+6%, the returns
would have looked as follows for various periods (ending July 2019).
These funds would have just outperformed inﬂation over a ﬁve-year period. If we look at the same funds for the performance period ending exactly one year earlier (July 2018), the returns would have looked very diﬀerent. This illustrates how the volatility in the market has a
signiﬁcant impact on the expected returns of the portfolio, bringing us closer to an expected return of CPI+5% or CPI+6%.
Choosing the correct investment vehicle, avoiding unnecessary tax implications, and ensuring your underlying fee structure and investment strategy is sound, all have an impact on ensuring a resilient portfolio.

Annualised returns (year to 7 Nov 2019)
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