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Present a proposal to optimise the tax aspects of the wealth 
management of an entity 

 
 
Introduction 

A financial planner needs to be aware of the tax implications on an investor‟s 

investments. This taxation will assist you to give better advice to your clients and the 

implication of tax on their investments. The content of this module will be dealt with in 

four learning units: 

 In Module 1, we will look at how certain important assets and investment 

instruments are taxed. 

 Module 2 deals with the calculation of tax. 

 In Module 3 we will look at different tax scenarios in a specific client‟s portfolio. 

 Finally we will present possible solutions to our client used in Learning Unit 3 to 

optimise the tax aspects in his portfolio. 
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Module 1 

How different Assets and Instruments are taxed 

 

This Module deals with:  

 The tax implications on different investment instruments with reference to capital 

growth, income, deductions and exemptions 

 The ways in which different types of accruals are taxed with reference to interest, 

dividends, capital growth, rental and capital gains 

 
 
You should know why people save or make investments-to receive a real return and 

increase on their wealth. However, we know that tax together with other factors, has a 

major impact on the ability of any investment to achieve this real return. However, we 

have to know how investments are taxed in order to advise our clients. We will now look 

at the taxation of different assets and investment instruments. 

 

1.1  The tax implications on different investment instruments with reference to 

capital growth, income, deductions and exemptions 

 

At present all interest earned from any traditional interest-earning investment is fully 

taxable. Such investments include, 

 Participation bonds 

 A person savings account 

 A person current account 

 Credit card and fixed deposits 

 Unit trusts and other collective investments, 

  Long-term policies 

 Retirement annuities 

 Retirement funds 

 Equities 

 Property 

 Fixed assets 

 Containers 

 Hard assets 
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 Stocks 

 Investment portfolios 

 Money market instruments, and  

 Off-shore investments 

 

The only relief a person/entity may be entitled to, is the basic interest exemption. 

Different investment products have different tax implications. The taxable portion of the 

income distribution in the hands of the investor depends entirely on how that income 

was derived. 

 

All interest income a person receives during the tax year must be declared and included 

in a person tax return. As a person will recall, not only are all amounts actually received 

by a person included in a person gross income, all amounts accrued to a person are 

included as well.  

 

Example 

 
Mr Jack Mahlaba has money invested in a fixed deposit and the interest earned 

on this amount is not paid to him but added to his original investment on a 

monthly basis. This interest has accrued to him and must be included in his 

gross income. The same applies to the interest he earns on the credit balance 

on his credit card. Although he never actually receives the money, as it is offset 

against his purchases in the next month, this amount has also accrued to him 

and must be included in his gross income. 

 
 
The two crucial components of tax investment strategy are: 

1. Understand “the quality of income” received or accrued to the taxpayer 

2. Understand “the category of taxpayer” receiving the investment income and the 

tax rates attributable thereto. 

 
1. The quality of income 

There are three qualities of income for tax purposes: 

 
a. Exempt income 

 In most instances exempt income consists of South African dividend Income. 
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 Foreign Dividends are mostly taxable. 

 Most of the “tax free instruments” associated with our past have now mostly been 

withdrawn. 

 
 
b. Revenue Income 
 
Interest Income 

Interest receipts are recognised as fully taxable and accrue to a taxpayer as it accrues 

on a day-to- day basis. Premiums and Discounts on redemption of instruments are 

subject to these provisions as well. 

 

Trading Profits 

Obviously trading profits are fully taxable. The problem arises, when the profit is from 

trading and when is the profit from investment. This is a question that has stumped 

many investors over the years. Without going into too much depth, the deciding factor 

when dealing with a share portfolio is whether the gain results from: 

 an actively managed portfolio (giving rise to a fully taxable revenue gain), or 

 a passively managed portfolio (giving rise to a partially taxable capital gain). 

 

Enquiry has to be conducted into how the portfolio managers behave. If they are 

actively monitoring the portfolio on a day to day basis and making decisions based on 

predetermined benchmarks of performance, it can be very difficult to defend a fully 

taxable position. This represents an enormous risk to the taxpayer. 

 

When in doubt the taxpayer is probably best off by simply maintaining an investment 

position for at least three years, whereafter the proceeds from sale of most shares are 

deemed to be capital in nature and only partially subject to tax.  Often taxpayers find it 

easier to protect their capital gains position by investing through Collective Investment 

Schemes rather than through individually managed private portfolios. Simply put, it is 

very difficult to maximise the investment potential of a portfolio without creating an 

actively managed portfolio (the gains from which are subject to tax in full).  
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c. Capital income 

Capital income arises where there was no intention to trade with an asset and it was 

held “for better or for worse”, or so to say “for keeps”. Prior to the introduction of Capital 

Gains Tax on 1 October 2001, capital gains were tax-free exempt income. Today capital 

gains are taxed at rates ranging between 0 and 22% according to the type of taxpayer. 

 

Conclusion: Quality of the income 

Given that the quality of the receipt of accrual can give rise to a tax rate of anything 

between 0 and 40% the investor has to take into account the quality of the income prior 

to making an investment decision. Thereafter the investor is in a position to choose the 

type of investment vehicle (or type of taxpayer) that is most suitable to be in receipt of 

the income. 

 

2. Category or Type of taxpayer or investment vehicle 

Once the investor has analysed the quality of income it is then necessary to address the 

type of taxpayer to be in receipt of the income. Types of taxpayers include: 

 Individual 

 Trust 

 Company 

 Exempt institution  

 

Class activity 

Clearly identify and discuss the tax rates for  

 Individual 

 Trust 

 Company 

 Insurance policies 

 Exempt institution  

in terms of  

 Exempt 

 Revenue 

 Capital 

 Tax free allowance-interest 
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 Offshore 

 Capital gain tax 

 STC 

 
Discuss your answers. 

Most investors prefer to receive income in their own names where it is taxed at the 

personal taxpayer rates. Although the top rates of personal tax in RSA are the highest 

of all tax rates one needs to recognise that individual tax rates are applied to taxable 

income (after deducting allowances) and on a sliding scale, after which rebates are 

granted. 

 

The general tax threshold (for individuals less than 65 years old) is currently R70 

700; for those 65 – 75 years old R110 200; and those over 75 years old R123 350. This 

represents the level at which they actually start paying tax. However there is also the 

tax-free interest allowance. The general allowance is R23, 800 (for individuals less than 

65 years old) and R34, 500 for those over 65 years old. 

 

Added to the above is an annual tax-free Capital Gains Tax Allowance of R30 000. 

  

Before even looking at the different investment alternatives available to investors it is 

appropriate to acknowledge the different categories of the RSA population when it 

comes to tax. 

 

Taxable Income (R) Rate of Tax (R) 

0 - 174 550 18% of taxable income R1 

174 551 - 272 700 31 419 + 25% of taxable income above 174 550 

272 701 - 377 450 55 957 + 30% of taxable income above 272 700 

377 451 - 528 000 87 382 + 35% of taxable income above 377 450 

528 001 - 673 100 140 074 + 38% of taxable income above 528 000 

673 101 and above 195 212 + 40% of taxable income above 673 100 

 

Trusts other than special trusts: Rate of Tax 40% 
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Tax Rebates and Tax Thresholds 

Rebates 

Primary R12 726 

Secondary (Persons 65 and older) R7 110 

Tertiary (Persons 75 and older) R2 367 

Age Threshold 

Below age 65 R70 700 

Age 65 to below 75 R110 200 

Age 75 and over R123 350 

 

 

Trusts 

Trusts other than special trusts: Rate of Tax 40%. 

 

Special trusts are not that common and are generally trusts established for disabled 

persons or Will Trusts where the youngest beneficiary is less than 21 years old. It is 

possible to reduce the inherent tax rate of a trust by causing the income of the trust to 

„flow through‟ the trust and be taxed in the hands of the beneficiaries (at the lower 

individual tax rates). This is achieved by causing the income to „vest‟ in the beneficiaries 

and that may not necessarily achieve the investor‟s intention. The use of trusts must be 

very carefully considered and specialist advice is most often needed in establishing and 

administering a trust. 

 

Insurance policies 

Many investors completely misunderstand the taxation of insurance policies, believing 

that the returns they generate are completely tax free. This is incorrect. Tax is imposed 

within the policy and the after tax proceeds accrue to the investor when the policy 

matures. 

 

Company tax rates 

Corporate tax rates are the lowest of all at 28% and this often sends investors off in the 

wrong direction. Yes it is true; a wealthy investor stands to reduce tax on interest 

receipts from 40% to 28% by investing through a company. However, 

 The investor should rather be saying „should I not be investing in equities. Not 
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because of the tax rate, but rather because the interest rate is so low. Saving 

12% on a 6% return does not amount to much; or 

 What about the administrative expenses of running the company; or 

 When ultimately I withdraw the after tax income from the company, the STC is 

paid at 10%. This increases the total corporate tax charge to 35,2%; and 

 If the company invests in equities then the CGT rate on the returns will be 14% 

plus STC, resulting in a combined effective tax rate of 22,6% - more than double 

the CGT rate applicable to the individual. 

 

Exempt Institutions 

Exempt institutions generally carry out charitable or philanthropic activities and have 

little place in the investment debate.  

 

1.2  The ways in which different types of accruals are taxed with reference to 

interest, dividends, capital growth, rental and capital gains 

 

Income Tax is payable on taxable income. The taxable income comprises of gross 

income less exemptions and deductions (i.e. gross income - exemptions = income - 

deductions = taxable income). Capital receipts and accruals are not included in gross 

income, but are subject to capital gains tax. Taxable capital gains are included in 

taxable income at specified rates. 

 

Another investment that provided regular monthly income is a voluntary annuity. 

Voluntary annuities are among the investment products offered by life insurance 

companies. In return for a lump sum investment by a person, the insurance company 

undertakes to repay this lump sum at a predetermined rate over a certain period in 

monthly, quarterly, half-yearly or even yearly payments. The annuity rate (or interest 

rate) offered by the insurer will to a large extent depend on the insurer‟s expectations of 

future returns he can earn on a person‟s money and the period over which the annuity 

will be payable. 

 

These voluntary annuities can be purchased on their own to provide an income, or in 

combination with other insurance products, such as an endowment policy or even unit 

trust investments. 
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The main difference between this type of investment and interest-earning investments 

with other institutions is the fact that the interest rate is fixed when a person buy the 

annuity and remains unchanged irrespective of what the real interest rates are doing. 

 

As the annuity comprises repayment of capital and interest, the capital element of the 

annuity is exempt from tax.  

 

This concession is only applicable if the annuity is payable to the purchaser (who must 

be a natural person), his deceased or insolvent estate or his spouse or surviving 

spouse, the deceased or insolvent estate of the spouse or surviving spouse, or the 

curator bonis of, or a trust created solely for the benefit of a person whom the High 

Court has declared to be of unsound mind and incapable of managing his own affairs 

and where the Court has ordered the appointment of the curator or the creation of the 

trust. 

 

We can calculate the capital element of a person‟s voluntary annuity by using the 

following formula: 

 

Capital Element = 

A 

B 

 

= C 

 

Where: 

A = Total amount of a person‟s investment 

B = the expected total return of all annuities to be paid 

C = the amount of the regular annuity 

 

Let‟s look at an example: 

Example 

Thabiso Poto receives a monthly annuity of R1 300 payable for 10 years for 

which he paid R100 000. Thus the total expected return of all the annuities is R1 

300 x 12 x 10 = R156 000 

The capital element of the 

annuity is 

 

R100 000 

R156 000 

 

x R1 300 = R833.33 
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As the capital element is exempt from tax, the taxable portion of the annuity is 

only R466.66 (R1 300 – R833.33). 

 

This concession does not apply to compulsory annuities, or annuities received from any 

source other than an insurance company. These are taxed in full. 

 

If a person bought a voluntary annuity in foreign currency and such annuity is payable in 

foreign currency, the capital element of such annuity must be calculated using foreign 

currency.  Once this has been done, a person can now translate the annuity to a Rand 

value by applying the spot rate on the dates on which such annuities accrued or were 

received. 

 

The spot rate refers to the appropriate quoted exchange rate at the specific time by any 

authorised dealer in foreign exchange. But a person may also elect to translate the 

amounts to Rand values by using the average exchange rate for the tax year. Both 

compulsory and voluntary annuities qualify as remuneration and are subject to 

employees‟ tax.   

 

The insurance companies therefore have to deduct tax from annuity payments 

according to the official Employees‟ Tax Deduction Tables. But tax is only calculated on 

the interest element of the voluntary annuity and if the interest element is below the tax 

threshold, no tax will be deducted. 

 

Another important aspect to look at is the commutation of a voluntary annuity. As we 

have pointed out, a voluntary annuity comprises repayment of capital and interest. 

Whereas the capital portion of the annuity is exempt from tax, the interest portion is 

subject to tax. But what happens if a person commutes this annuity and receives a lump 

sum payment?  The same principles still apply! 

 

We need to distinguish between the capital and the interest element of the lump sum. 

The following formula is used to determine the capital element of the commuted value of 

a voluntary purchase annuity: 

X = A – D 
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Where: 

X = the capital element 

A = the purchase price of the annuity 

D = the capital element of all annuity payments a person received before commuting the 

annuity. 

 

That portion of the amount a person receives which exceeds X is the interest portion of 

the annuity, i.e. the interest a person earned on his investment.  This amount 

(exceeding X) must be included in a person‟s gross income for tax purposes. Because 

this amount qualifies as remuneration, the insurance company with whom a person had 

the voluntary annuity will have to deduct tax in terms of the PAYE tables from this 

amount, before paying the balance over to a person. 

 

Important for the advisor: 

Unless a person really need the money, or unless a person can invest the lump sum 

elsewhere at a much better return, don‟t commute a voluntary purchase annuity. 

 

Investments in Life Insurance 

In contrast to most other investment avenues where the investment returns earned by a 

taxpayer are added to his other income and taxed in his own hands, the investment 

returns achieved on an insurance investment are taxed in the hands of the insurance 

company.  This means that lump sums received from maturing policies need not to be 

included as gross income. 

 

Investments in Unit Trusts 

 

When looking at the tax implications of unit trusts, we need to distinguish between 

property trusts and equity trusts, and the basic tax principles applicable. 

 

(a) Property Trusts 

A property trust usually invests in fixed property and property companies.  Although the 

amounts distributed by a property trust are also referred to as dividends, these 

dividends do not enjoy tax-free status and are fully taxable in the hands of the unit 

holder.  This stems from the fact that the trust itself can claim as a deduction all 
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dividends distributed to its unit holders.  As the property trust can escape virtually all 

liability for tax, the unit holder only qualifies for an interest exemption of R23 800(if 

under 65 years) or R34 500(if 66years and above) according to the 2014/2015 tax year.  

The balance is fully taxable. 

 

(b) Equity Trusts 

Dividends distributed by an equity unit trust are different from dividends distributed by a 

property trust.  The portfolio of these unit trusts normally comprises shares, interest-

bearing investments and cash.  All the income earned by the unit trust, minus a 

deduction for management fees and expenses, is also distributed to its unit holders. 

This income is divided into a dividend element and an interest element.  As with any 

other dividend declared by a company, the dividend portion of a person‟s unit trust 

income distribution will be exempt from tax.  But the interest portion will be treated in the 

same way as any other interest a person receives.  The interest from a person‟s unit 

trust together with any other interest he may earn will qualify for the interest exemption.  

Any interest in excess of this amount will be taxed in full. 

 

When a person decides to sell his unit trusts, the principles applicable to the sale of any 

other asset will apply.  If he bought the unit trusts with a view of earning an income and 

not for the purpose of resale at a profit, any gain he makes will be of a capital nature 

and therefore subject to the provisions relating to capital gains tax.  If a person bought 

the unit trusts for speculation, the profit will be included in his gross income. 

 

Share Investments 

Contrary to the position with fixed interest investments where the emphasis is on 

income, shares are bought for their income potential and capital growth.  Both these 

aspects must be considered when a person invests in shares. 

 

Dividends refer to the amounts a company distributes to its shareholders.  These 

dividends are usually declared twice a year. These dividends are generally exempt from 

tax. This is to change in future. In 2007 it was proposed that the secondary tax on 

companies be replaced by a dividend tax. This change was to be introduced in two 

phases. 

During the first phase, the secondary tax on companies was removed and a dividend 
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tax of 10%, applicable to all distributions, introduced. The second phase entails 

converting the tax to a dividend tax on shareholders which would be withheld on a 

company level. This would constitute a final withholding tax which means that no 

deductions can be claimed against such dividends and that these dividends would not 

form part of a taxpayer‟s taxable income. 

 
Regarding the disposal of shares, a new provision was introduced with effect from 1 

October 2007. In terms of this provision, any amount received by a taxpayer on the 

disposal of a qualifying share will be deemed to be of a capital nature if immediately 

before the disposal that taxpayer had been the owner of these shares for a continuous 

period of at least three years. Qualifying shares in this instance not only include shares 

listed on the JSE, but also private companies, close corporations and equity unit trusts. 

Shares in a share block company, unlisted foreign companies and hybrid equity 

instruments are excluded. 

 
Retirement Annuity Investments 

The Income Tax Act allows a taxpayer to deduct for income tax purposes the current 

and arrear contributions made as a member of a retirement annuity fund up to a special 

maximum amount. 

 
Retirement Annuity 

Contributions to an approved South African retirement annuity fund: 

The greater of R 1,750; or 

R 3,500 less qualifying pension contributions; or 

15% of net income minus income from retirement funding employment 

 

Care should be taken before you buy a retirement annuity fund on the basis of having 

the tax deduction. Some financial advisors claim that you will have the tax deduction 

and then later you find out that only a small portion qualifies. 

In a case where a person makes any contribution which is not allowed as a deduction 

during that tax year, he may carry this contribution over to the next tax year when it will 

be allowed as a current contribution, provided that his total contributions for that year do 

not exceed his overall deduction limit. 
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There could also be cases where, year after year, a person‟s contributions exceed the 

deduction limit. If this is the case, the excess contribution will be taken into account to 

determine the tax-free amount of the lump sum to which he is entitled.  

 

Maturity 

When a person‟s retirement annuity matures, he may take up to a third of the total 

benefit that becomes available at retirement as a lump sum.  

 

To determine the tax-free portion of the lump sum, the following formula is used: 

Z = C + E – D, where: 

 Z = Tax-free portion of the lump sum 

 C = R500 000 (tax free formula) 

 E = Any of the following: 

o Previously disallowed contributions to any pension funds, i.e. 

those contributions which exceeded the allowable deductible 

limits. 

o  Amounts transferred from a public sector pension or provident 

fund which had accrued tax-free to the member before 1 March 

1998 

o Any amount transferred from another retirement fund as a result 

of a divorce order. 

 D = The total of any tax-free amounts received from any pension, 

provident or retirement annuity fund during previous years of 

assessment, but does not include amounts received from a public 

sector fund which were not subject to tax. 

 

EXAMPLE 

Mr Sylvester is allowed to take an amount of R508 600 as the 1/3 of his maturing 

retirement annuity. He has R5 000 of previously disallowed contributions. The 

tax-free amount therefore is:   Z = C + E – D 

R500 000 + R5 000 – R0 

R505 000 
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To determine the amount of tax payable on the taxable portion of the lump sum or the 

retirement fund lump-sum benefit, the following table is used: 

 

Retirement fund lump sum benefits or severance benefits 

Taxable Income (R) Rate of Tax (R) 

0 – 500 000 0% of taxable income 

500 001 - 700 000 18% of taxable income above 500 000 

700 001 – 1 050 000 36 000 + 27% of taxable income above 700 

000 

1 050 001 and above 130 500 + 36% of taxable income above 1 050 

000 

 

 

The monthly pension that a person will receive from the compulsory annuity purchased 

with the proceeds if he takes the 1/3 lump sum, is ordinary income and must be 

accounted for together with all his other income for tax purposes. 

 

Pension Fund Investments 

Contributions to an approved South African pension fund: 

The greater of R 1,750; or 

7.5% of remuneration that qualifies for pension deduction 

Arrear contributions of R 1,800 per annum where limits not used 

 

Pension funds are often all considered not the best and should your employer have one 

the wisdom thereof should be reconsidered. This statement would not apply to where 

you have membership to a defined benefit fund. 

 

Provident Fund Investments 

As opposed to a person‟s contributions to a pension or retirement annuity fund, a 

person cannot deduct his contributions to a provident fund from his income for tax 

purposes. Similarly, in contrast with a pension fund where a person may generally 

receive a maximum of 1/3 of his pension as a lump sum, he is entitled to receive the 

total amount available from the provident fund as a lump sum. The tax-free portion of 
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the retirement benefit of a provident fund is calculated in exactly the same way as that 

of a pension fund or a retirement annuity. 

 

Investment in Property 

Rental property is one of the few investments which can provide both income and 

capital gain. Provided a person bought sensibly, he will own an asset which is not only 

financed by someone else‟s money, but which will, over the years appreciate in value. 

 

Deductions for tax purposes 

Deductions that may be claimed against rental property are: 

 Interest on the mortgage bond or a loan raised against property. 

 Rates and taxes. 

 Insurance. 

 Repairs and maintenance costs. 

 Expenses incurred on the treatment of any timber against attack by beetles. 

 Advertising. 

 The cost of commission and rent collection. 

 Electricity and water. 

 Depreciation of furniture if the property is let fully furnished. 

 

The cost of improvements, reconstructions or additions to the property will not qualify as 

a deduction as these expenses are of a capital nature. 

 

Capital Gains Tax 

Capital gains tax is payable by the taxpayer when he sells a capital asset and he is 

subject to the capital gains rules. 

 

This unit standard does not require that you calculate the tax on a capital gain. We will 

therefore only look at the inclusion of a capital gain in a person‟s calculation of income 

tax. 

 

In all examples and exercises you will be provided with the capital gain figures.  

 

For the purposes of this learning guide, the following will be classified as assets: 
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 Shares held for longer than 3 years 

 Unit trusts 

 Land, property and rights to property 

 Large boats and aircrafts 

 Plant and machinery 

 Mineral rights 

 Coins made mainly from gold or platinum 
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Module 2 

The current tax position of an entity 

 

This Module deals with:  

 The assets of an entity to determine which assets produce income or capital that 

is taxable and the type of tax incurred by each 

 The tax position of the entity based on the current assets and liabilities 

 
 
You should be familiar with the way income tax is calculated, but we will briefly review 

the process. However, we suggest that you review all your previous learning material on 

taxation and make some effort to work through the additional reference material 

suggested later in this learning guide. 

 

Please note that you should use current tax tables when answering questions in 

the Learner Work File. 

 

2.1 The assets of an entity to determine which assets produce income or 

capital that is taxable and the type of tax incurred by each 

 

The logical place to start if you want to understand the ground rules of income tax is to 

look at the basic steps used to calculate a person‟s liability for tax. Let‟s look at these 

steps as part of a broad process before breaking them into their constituent parts. 

The process is normally set out as follows: 

 

GROSS INCOME  Rxxx 

 Less exemptions - Rxxx 

INCOME  Rxxx 

 Less deductions and allowances - Rxxx 

 Less: Assessed loss - Rxxx 

   Rxxx 

 Plus capital gain + Rxxx 

 Plus other taxable income + Rxxx 
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   Rxxx 

 Less: deductions in terms of ss 18 and 18A - Rxxx 

TAXABLE INCOME  Rxxx 

   

TAX PER SCALE  Rxxx 

 Less rebates - Rxxx 

Normal tax liability  Rxxx 

Less: PAYE, SITE, provisional tax & s 35A and 37J 

withholding taxes in respect of non-residents 

- Rxxx 

Normal tax due by or to taxpayer  Rxxx 

 

(a) Gross income 

In the case of any South African resident, gross income is the total amount, in cash or 

otherwise, received by or accrued to or in favour of such resident, excluding receipts 

and accruals from a capital nature. The following amounts must be included under 

Gross Income: 

 All amounts constituting income, e.g. salaries and interest. 

 Annuities, including a commutation of a voluntary annuity. 

 Payment in respect of services rendered. 

 Alimonies received from a spouse or former spouse. 

 Any rewards for services rendered. 

 Compensation for any restraint of trade imposed. 

 Lump sum benefits arising from termination of service. 

 Lump sum benefits from a pension, provident or retirement annuity fund. 

 Surplus from pension and provident funds. 

 Amounts from key man insurance policies. 

 Know-how payments. 

 Certain business allowances. 

 Public sector pension fund transfers. 

 Fringe benefits. 

 Dividends including any foreign dividends. 

 Recoupments. 
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(b) Exemptions 

Once you have determined a person‟s gross income, the next step is to determine 

which amounts are exempt from tax, in other words tax-free. These are: 

 Amounts received as war pension, compensation payable in respect of a disease 

contracted through employment in a mine, a state disability pension, amounts of 

compensation payable by law and compensation paid by an employer on the 

death of an employee up to the amount of R500 000. 

 Amounts received under the social security system of any other country, or, 

under certain circumstances, a pension from a source outside the Republic of 

South Africa in consideration of past employment outside the RSA. 

 R3 200 in aggregate of foreign dividends and interest earned subject to any 

maximum exemptions of any South African interest and dividends. 

 Interest to a maximum amount of R23 800 if younger than 65 and R34 500 if 65 

and older. 

 Dividends received from investments, such as share portfolios or unit trusts, but 

not dividends received from a collective investment scheme in property. 

 Benefits paid in terms of the Unemployment Insurance Act. 

 The value of any uniform or allowance given by an employer if the employee is 

required to wear a special uniform clearly distinguishable from ordinary clothing. 

 Expenses paid by an employer when the employee is transferred, such as the 

cost of the move or a curtain allowance. 

 Amounts received from a broad-based employee share plan. 

 The receipt of an equity instrument or consideration for the disposal of an equity 

instrument if it had not yet vested in a person. 

 Subject to conditions, the amount received on the cancellation of a share 

purchase transaction or the repurchase of shares acquired by a person under the 

share scheme. 

 Subject to conditions, the remuneration derived as officer or crew of a ship or for 

services rendered to an employer outside the RSA. 

 Subject to conditions, the remuneration derived in respect of services rendered 

outside the RSA. 

 Scholarships or bursaries granted for study at a recognized educational or 

researched institution. 
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 Maintenance received from a spouse or former spouse in terms of judicial 

proceedings instituted. 

 Certain amounts received because of the termination or impending termination of 

services, for example a leave gratuity, a deferred compensation or a 

retrenchment payment. 

 The capital element of a voluntary annuity bought from an insurance company. 

 

(c) Deductions 

The Income Tax Act allows a person to deduct certain amounts from his income to 

determine taxable income.  

These are: 

 The expenditure and losses a person actually incurred in the production of 

income. 

 Certain legal expenses. 

 Expenses incurred on repairs of property occupied for purposes of trade. 

 Wear and tear allowances or depreciation. 

 Debts due to the taxpayer which have become bad and doubtful. 

 Deductions in respect of current and arrear pension fund contributions. 

 Deductions in respect of current and arrear retirement annuity fund contributions. 

 Medical scheme contributions and medical expenses. 

 Bona fide donations. 

 

(d) Disallowed deductions 

The Income Tax Act specifically prohibits certain deductions.  

These are: 

 Costs incurred in maintaining a person himself, his family or his establishment. 

 Domestic or private expenses. 

 Expenses and losses recoverable under an insurance contract. 

 Expenses incurred in respect of any amounts received which do not constitute 

income. 

 Any moneys claimed as a deduction which were not laid out or expended for 

purposes of trade. 

 Any expenditure, loss or allowance to the extent that it is claimed as a deduction 

from a retirement fund lump sum benefit. 
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 Subject to certain exceptions, any expenditure, loss or allowance in respect of 

remuneration received. 

 Recoverable losses or expenses. 

 Expenses relating to any tax, duty, levy, interest or penalty. 

 Income carried to any reserve fund or capitalized in any way. 

 Notional interests. 

 Government grants. 

 Corrupt activities and fines. 

 

Calculation of Tax per Scale 

Remember we have now completed the first three steps and have arrived at taxable 

income.  

 

The following steps were used: 

Step 1: Determine GROSS INCOME 

Step 2: Subtract the exemptions to arrive at INCOME 

Step 3: Subtract deductions from INCOME and add taxable capital gains to arrive at 

TAXABLE INCOME. 

2.2 The tax position of the entity based on the current assets and liabilities 

 
The tax position of an entity directly depends on its current assets (entity‟s assets that 

can easily be converted to cash) and liabilities.  

 

Tax Calculation 

Taxable income: R 200,000 

Take from the tax table above the column into which the amount falls. This will be: 

Income exceeding ... But Below Tax 

R 174,551 R 272,700 R 31,419 + 25% of the amount above R 

174,550 

 

Your tax computation is on the first R 174,550: R 31,419 

On the balance (R 200,000 less R174,550) at 25%: R 6,362 

Total R 37,781 
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Rebate (taxpayer under 65) (R 12,726) 

Tax payable R 25,055 

 

Taxable income: R800, 000 

Take from the tax table above the column into which the amount falls. This will be: 

Income exceeding ... But Below Tax 

R 673,101 and above   R 195,212 + 40% of the amount above R 673,100 

 

Your tax computation is on the first R 673,100: R 195,212 

On the balance (R 800,000 less R 673,100) at 

40%: 

R 50,760 

Total R 249,765.00 

    

Rebate (taxpayer under 65) (R 12,726) 

Tax payable R 233,246 

 
 
 
 
Example 

Now that we know how to apply the four steps to arrive at tax payable, we will be able to 

analyse the tax position of a person. Our client, Me Fawzia Naidoo is employed by a 

public company. She is under the age of 65 and her gross income and relevant 

expenses are as follows: 

 

Salary: R210 000 

Fringe benefit value of her company car: R  45 000 

Interest from a savings account: R……750 

Dividends from her share portfolio: R    1 200 

Taxable capital gain: R    1 000 

Pension fund contributions: R  15 750 

No allowable medical expenses R           0 

Retirement annuity contributions: R    1 750 
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Let‟s look what her tax payable is: 

GROSS INCOME 

 Salary R210 000   

 Company car R  45 000   

 Interest R       750   

 Dividends R    1 200   

  R256 950  R256 950 

EXEMPTIONS 

 Interest R       750   

 Dividends R    1 200   

  R     1950 - R. 1 950 

INCOME R255 000 

  

DEDUCTIONS 

 Pension 

contributions 

R  15 750   

 RA contributions R    1 750   

  R  17 500 - R  17 500 

    R237 500 

TAXABLE CAPITAL GAIN + R    1 000 

Taxable income before medical expenses  R238 500 

No allowable medical scheme contributions - R          0 

TAXABLE INCOME  R238 500 

 

Tax on R180 000  R  37 125 

+ 30% on R58 500 + R  17 550 

REBATES    

 Primary R    7 740   

 Secondary R           0   

  R    7 740 - R    7 740 

TAX PAYABLE R  46 935 
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Module 3 

Possible tax scenarios 

 

This Module deals with:  

 Potential tax solutions in terms of legislation, the nature of the entity, the nature 

of the assets and tax efficiency 

 Instruments that optimise the best after tax return for a specific entity in terms of 

the advantages and disadvantages of each beyond tax 

 The potential impact of a tax solution on an asset portfolio for different solutions 

 
 

3.1 Potential tax solutions in terms of legislation, the nature of the entity, the 

nature of the assets and tax efficiency 

 

Pair activity 

 
In pairs: 

 

1. Research potential tax solutions in terms of 

 legislation 

 the nature of the entity (for example, an individual, company, close corporation or 

trust, but excludes large multi-national companies) 

 the nature of the assets, and  

 tax efficiency 

 
2. Calculate and explain the potential impact of a tax solution on an asset portfolio for 

different solutions. Use practical examples. 

 

3. Compare and discuss your solutions with the rest of the class. 

 

A portfolio is a grouping of financial assets such as stocks, bonds and cash equivalents, 

as well as their mutual, exchange-traded and closed-fund counterparts. Portfolios are 

held directly by investors and/or managed by financial professionals. 
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Example 

Mr Marius Albrecht has asked you to give him advice on tax regarding his asset portfolio 

and tax liabilities. During the consultation process you have gathered the following 

information. 

 He is 37 years old. 

 He earns R345 000 per annum from non-retirement funding. 

 He has a retirement annuity for which he pays R500 per month. 

 He belongs to a private medical aid (only member) and his monthly contribution 

is R650. 

 He has his own house with an outstanding bond of R421 000 and pays a monthly 

installment of R5 620. 

 He inherited R700 000 from his parents, but is worried that he will pay too much 

tax on this as his friend told him he will pay 40% tax on the R700 000. 

 He has a granny flat at the back of his house and receives rental income of R1 

700 per month. However, during the current tax year he spent R9 000 on 

renovations. 

 He has already invested R180 000 from the R700 000 in an interest-bearing 

investment at 9,5% per annum and will receive interest of R17 100 over 12 

months. He wants to keep this investment as an emergency fund. The rest of the 

money is still in his current account. 

 He has a unit trust investment that yields interest of R8 600. 

 

Mr Albrecht has the following questions: 

 How much tax will he really pay on the R700 000? 

 Does he earn a real return on his investment of R200 000? 

 What are the best investment options regarding the remaining R500 000 from a 

tax perspective? 

 How much tax will he pay for the year ending 28 February 2015? 

 What will his tax situation be if he accepts your recommendations? 

 

Let‟s investigate his questions. 

(a) The inheritance 

Mr Albrecht will pay no tax on the R700 000 as an inheritance does not fall within the 

definition of gross income or remuneration. 
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(b) The interest-earning investment 

As we have seen earlier, we will have to calculate not only Mr Albrecht‟s taxable income 

and tax per scale, but also the taxable income and tax per scale after the inclusion of 

the additional taxable income. 

As said, if you do not want to go to all this trouble, you may use his current marginal 

rate to determine his after-tax return. Just remember that the amount of interest he 

earns may push him into a higher tax band in which case his marginal rate of tax will 

present an overly optimistic picture. 

 
For this exercise we will follow the long route.  

 
Current taxable income and tax per scale 

GROSS INCOME 

 Salary R345 000   

 Rental income R  20 400   

 Interest R   8 600   

  R374 000  R374 000 

EXEMPTIONS 

 Interest R   8 600   

  R   8 600 - R   8 600 

INCOME R365 400 

  

DEDUCTIONS 

 Medical 

contributions 

R    6 360   

 Renovations R    9 000   

 RA contributions R    6 000   

  R  21 360 - R  21 360 

    R334 040 

TAXABLE CAPITAL GAIN + R          0 

Taxable income before medical expenses  R334 040 

Allowable medical scheme contributions - R    6 360 

TAXABLE INCOME  R327 680 
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Tax on R250 000  R  58 125 

+ 35% on R77 680 + R  27 188 

REBATES    

 Primary R    7 740   

 Secondary R           0   

  R    7 740 - R    7 740 

TAX PAYABLE R  77 573 

 

Taxable income and tax per scale after the new investment 

 

GROSS INCOME 

 Salary R345 000   

 Rental income R  20 400   

 Interest R 25 700   

  R391 100  R391 100 

EXEMPTIONS 

 Interest R 18 000   

  R 18 000 - R 18 000 

INCOME R373 100 

  

DEDUCTIONS 

 Medical 

contributions 

R    6 360   

 Renovations R    9 000   

 RA contributions R    6 000   

  R  21 360 - R  21 360 

    R351 740 

TAXABLE CAPITAL GAIN + R          0 

Taxable income before medical expenses  R351 740 

Allowable medical scheme contributions - R    6 360 

TAXABLE INCOME  R345 380 

Tax on R250 000  R  58 125 
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+ 35% on R95 380 + R  33 383 

REBATES    

 Primary R    7 740   

 Secondary R           0   

  R    7 740 - R    7 740 

TAX PAYABLE R  83 768 

 

Return on investment 

His taxable interest will increase his taxable income from ____ to ____ and the tax per 

scale from ____ to ____.  

 

Therefore the tax rate applicable to the increased income is: 

 

Increase in tax per scale 

Increase in taxable income 

 

R 6 195 

R17 700 

X 100 = Tax rate 

 

 

X 100 = 35% 

 

Thus his net after-tax return is: 

 

Net after tax 

return 

 

= 

 

Taxable 

portion 

100 

 

x (100 – Tax Rate) + Tax-free portion 

 

Net after tax 

return 

 

= 

 

R7 700 

100 

 

x (100 – 35) + R9 400 

 

Net after tax 

return 

 

= 

 

R14 405 

Dividing R14 405 by R180 000 and multiplying by 100 gives us a figure of 8%. 

Therefore, provided that the inflation rate is lower than 8%, Mr Albrecht is 

earning a real return on his investment. 
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(c) The remaining money 

Mr Albrecht still has R520 000 left to invest. There are a couple of investment options 

available, but let us consider the following: 

 Mr Albrecht has an outstanding bond of R421 000. With the current high interest 

rates and the possibility of more increases, the best investment option will be to 

settle his outstanding bond. He will then have an additional R5 620 to invest. 

 Mr Albrecht has a current retirement annuity and he could make a lump sum 

investment of R99 000 into the retirement annuity. Alternatively, a dividend-

earning investment could be an option. 

 

A dividend-earning investment 

Taxation of dividends is to be reformed where the dividend tax will be converted from 

company to shareholder level as soon as certain international treaties have been 

negotiated. The indication is that this tax will probably only become effective in 2009, 

but could have future implications for Mr Albrecht. 

 

Lump sum invested in the retirement annuity 

At the age of his life, Mr Albrecht should actually contribute 32% of his income towards 

retirement if he wants to retire at age 55, 20% if he wants to retire at age 60 and 14% if 

he wants to retire at age 65. Currently he only contributes R500 per month – an 

investment that will not provide him with sufficient retirement funds. Apart from the fact 

that Mr Albrecht will make an investment into his savings for retirement, he will also 

enjoy certain tax benefits. In terms of the Income Tax Act he will be allowed a deduction 

of R1 800 per annum in respect of these arrear contributions. The portion of his 

contribution which is disallowed will be carried forward to the next tax year in which he 

can claim it as a deduction. This may continue until all his arrear contributions have 

been allowed, either as a deduction against his income, or for the purpose of calculating 

his tax-free lump sum at retirement. 

 

(d) The bond repayment savings 

As we have seen Mr Albrecht will save R5 620 per month if he settles his outstanding 

bond. This money will now be available for further investment opportunities. We know 

that it is unlikely that Mr Albrecht‟s savings for retirement – even with a lump sum 

injection of R99 000 – will be sufficient to see him through retirement. Furthermore, as 
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his income is non-retirement funding income, he is entitled to claim 15% thereof as a 

deduction. 

 

Taking his salary of R345 000 into account, he will be allowed to claim R51 750 as a 

deduction – this if he contributes R4 313 per month. As he already contributes R500 per 

month towards his retirement annuity, our recommendation therefore will be that Mr 

Albrecht use at least R3 813 of the R5 600 to increase his annuity. However, to 

increase his retirement savings even more, it will be good to consider to increase his 

monthly contribution with the full R5 600, although there will be no tax advantages. 

 

3.2 Instruments that optimise the best after tax return for a specific entity in 

terms of the advantages and disadvantages of each beyond tax 

 

Investment managers have a cautious investment mandate and aim to achieve a 

diversified exposure to security types, maturities and counterparties.  

Their focus is primarily on investment in listed non-redeemable preference shares, 

redeemable preference shares, and unit trust income and money market funds. The 

composition of securities is determined with the objective of minimising interest rate and 

equity market risks, downside volatility and credit risk while optimising investment 

returns and liquidity of the unit fund. 

 
 

Pair activity 

 

In pairs,  

1. Explain instruments that optimise the best after tax return for at least 4 entities of 

your choice in terms of the advantages and disadvantages of each beyond tax. 

2. Compare and discuss your answer with the rest of the class. 
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Summary:  The Tax Advantages of Endowment Policies and Retirement Funds 

Type of 

policy 

Endowment 

policies 
Retirement annuities 

Pension 

funds 

Provident 

funds 

Contributions 

No tax 

deductions 

allowed for 

natural persons 

Contributions are tax 

deductible subject to a limit of 

the greater of: 

A 15% of non-retirement 

funding income (subject to 

some deductions) OR 

B R3 500 less the value 

of deductible contributions 

paid to a pension fund OR 

C R1 750 

Contribution

s are tax 

deductible 

subject to a 

limit of the 

greater of: 

7,5% of 

income  

OR 

R1 750 

No tax 

deductions 

allowed for 

members 

Proceeds 

The proceeds of 

all policies 

owned by 

natural persons 

are free of tax. 

However, 

should the 

policy 

contravene any 

of the conditions 

stipulated in 

Part 4 of the 

Regulations to 

the Long Term 

Insurance Act 

the proceeds 

may need to be 

restricted by the 

insurer. 

Only 1/3rd of the proceeds 

may be taken as a lump sum, 

unless the total value is less 

than R75 000. The balance 

must be used to purchase an 

annuity which will be taxed as 

normal income in the hands of 

the recipient. 

Only 1/3rd of 

the proceeds 

may be 

taken as a 

lump sum 

unless the 

total value is 

less than 

R75 000. 

The balance 

must be 

used to 

purchase an 

annuity 

which will be 

taxed as 

normal 

income in 

the hands of 

the recipient. 

The full 

proceeds 

may be 

taken as a 

single lump 

sum. 
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All lump sums received must be considered together in order 

to determine how much of the proceeds will be tax free in 

accordance with the 2nd Schedule to the Income Tax Act 

(10% after October 2007 remember the changes). 
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Module 4 

A possible solution to optimise tax aspects of a wealth management 
portfolio 

 

This Module deals with:  

 A final proposal that includes recommendations, calculations, advantages and 

disadvantages of the proposal and cost implications 

 A plan of action including timeframes to restructure a portfolio in terms of the 

proposal 

 
 
Wealth Management Portfolio (WMP) is a tax-efficient instrument that gives you more 

control over when to pay tax. You won't pay tax on growth, although some funds may 

have withholding tax payable. Tax is paid when you take money out of your WMP and 

the amount of tax you pay is based on your circumstances at that time. 

 

You can take money out of WMP when it suits you and you can move it between 

different investment options. WMP is an investment, so please remember that its value 

can go down as well as up and you might not get back the amount you originally invest. 

 

 

WMP offers: 

 Opportunity to invest a single contribution into an offshore bond. 

 A wide investment choice to help you meet your investment objective - you don't 

have to invest all your money in the same type of fund - you can mix and match. 

 Tax advantages - as well as virtually tax-free growth, it offers tax deferral, an 

important factor in controlling the timing and amount of any future tax liability. 

You can also switch between assets without triggering a capital gains tax liability. 

 Access to your money  

 Inheritance tax planning – you can use your bond with a trust to mitigate potential 

inheritance tax bills or to give money to your family. 
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4.1 A final proposal that includes recommendations, calculations, advantages 

and disadvantages of the proposal and cost implications 

 

Optimising an entity‟s investment portfolio is an important step to achieving its financial 

goals but it is just one step in a much bigger journey. An investment approach should 

follow a dynamic allocation approach to money management. You should monitor a 

number of key economic and market indicators which you can then use to determine if 

certain asset classes, market capitalisations, geographies, and market sectors are 

under- or overvalued. One way is to use a largely quantitative approach. This uses 

proprietary algorithms and trading models to determine whether an asset is mispriced or 

not. By taking this quantitative approach you are able to eliminate much of the 

emotional shortcomings that happen too often in portfolio management. You could 

however always augment the quantitative approach to money management with a 

fundamental review by the investment committee to ensure that every investment 

decision is based on both the quantitative and our fundamental views. 

 

Note: 

 One of the things you should do for your clients is guidance on effective tax 

management of their investment accounts. This means you should understand the 

comprehensive situation and when additional taxes may be applicable so that the 

client‟s portfolios are constructed on a tax efficient basis to avoid (if possible) paying 

out more than you need.  

 

 Specifically, it also means that you should be continually monitoring each client‟s 

unique situation vis a vis tax implications.  

These might include, for instance, the tax implications of being self-employed, the 

impact of any privately owned businesses/investments that flow through taxation and 

the impact of various stock options including non-qualified stock options, incentive 

stock options and the sale of employee stock purchase plan shares. 

 

Proposal  

You should present a possible solution to optimise tax aspects of a wealth management 

portfolio of entities. The best way to do this is to draft a final proposal that includes 

recommendations, calculations, advantages and disadvantages of the proposal and 
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cost implications for the entity to see. In addition, you should draft a plan of action 

including timeframes to restructure a portfolio in terms of the proposal. 

 

Group activity 

 
In groups; present a possible solution to optimise tax aspects of a wealth management 

portfolio for any entity of your choice. Use the guidelines below: 

I. Draft a final proposal that includes recommendations, calculations, advantages 

and disadvantages of the proposal and cost implications. 

II. Draft a plan of action including timeframes to restructure a portfolio in terms of 

the proposal.  

Compare and discuss your solution with the rest of the class. 

 

Example: using information from Module 3 

In summary, the proposals are: 

 Settlement of the outstanding bond. 

 A lump sum injection of R99 000 into his retirement annuity. 

 An increase of at least R3 813 in the premium of his retirement annuity. 

 A possible further increase in the premium of his retirement annuity. 

 

Calculation of tax savings 

We will now calculate the tax savings of our proposal. 

 

GROSS INCOME 

 Salary R345 000   

 Rental income R  20 400   

 Interest R 25 700   

  R391 100  R391 100 

EXEMPTIONS 

 Interest R 18 000   

  R 18 000 - R 18 000 

INCOME R373 100 
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DEDUCTIONS 

 Medical 

contributions 

R    6 360   

 Renovations R    9 000   

 RA contributions R  51 750   

  R  67 110 - R  67 110 

    R305 990 

TAXABLE CAPITAL GAIN + R          0 

Taxable income before medical expenses  R305 990 

Allowable medical scheme contributions - R    6 360 

TAXABLE INCOME  R299 630 

Tax on R250 000  R  58 125 

+ 35% on R49 630 + R  17 371 

REBATES    

 Primary R    7 740   

 Secondary R           0   

  R    7 740 - R    7 740 

TAX PAYABLE R  67 756 

 

 

So let‟s see what we have achieved: 

 Mr Albrecht‟s taxable income has decreased from R345 380 to R299 630. 

 His tax payable decreased from R83 768 to R67 756 – a saving of R16 012 on 

tax! 

 He now contributes 15% towards his retirement annuity and is in a better position 

to retire financially sound. We expect that Mr Albrecht will accept our proposal to 

invest the remainder of the R5 600 per month also in his retirement annuity – 

even though he will not enjoy additional tax benefits. 
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