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How Mboweni could raise
R10 billion from potentially
willing taxpayers
Investors could end up with a much higher fund value, and
the Finance Minister with a bit more cash in the kitty
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I HAVE often wondered whether
the penalties on excess contributions to tax-free investments are
worth gaming.
At the moment, any excess
contribution over the annual limit
of R33 000 is taxed at 40%. Therefore, if an investor inadvertently
transferred R330 000 to their taxfree investment, SARS would levy
a tax or penalty of R118 800 on
that contribution.
It seems harsh at face value.
However, I recently played with
the idea of an investor contributing
the lifetime limit of R500 000 in
one year, and calculating whether
or not the net investment amount
of R313 200 (R500 000 less the
40% penalty) could be worth more
than if the investor were compliant

and simply contributed the annual
limit.
A fairly basic calculation
assuming an 11% per annum
return shows that the investor who
takes the penalty, could actually
end up with a balance of roughly
18% more than their compliant
counterparts.
The non-compliant investor is
potentially better oﬀ having paid
the penalty, but the margin of
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outperformance is too small to
incentivise any astute investor to
take the risk. However, that margin
improves at higher returns as
follows:
• 12% average return: 24%
• 13% average return: 29%
Arguably, an investment with
a 15-year horizon should be able
to target and achieve an average
return of 11% to 13% per annum.
Now, what if the honourable
Finance Minister Tito Mboweni,
who is looking for ways to increase
revenues, decided to reduce that
penalty for a period? Based on
my experience in dealing with highnet worth investors (HNWIs), many
have opted not to invest in tax-free
savings because the R33 000 per
year is an irritation factor and
not worth the additional administration of completing forms every
year. However, a number of these

investors have indicated that they
would consider a once-oﬀ contribution of R500 000.
A reduction in the penalty
from 40% to 30% would increase
the additional return of a noncompliant investor from 18% to
over 36%! That would potentially
be enough to galvanise a number
of high-net worth individuals to
take the penalty. If they achieve
a 13% per annum average return,
the additional return would increase to over 48%.
So investors would end up
with a much higher fund value,
and the ﬁnance Minister would end
up with a bit more cash in SARS’
kitty.
How much tax could Mboweni
raise?
According to the 2018 tax statistics,
there were just over 260 000

individuals who earn more than R1
million per annum. When factoring
in trust fund babies and other
wealthy individuals who earn primarily from dividend income, that
number could increase further—
but there is likely to be a big overlap. Let’s assume that 75 000
high-net worth individuals sign up
for this incentive. At a 30% penalty,
the Finance Minister could raise
over R10 billion in revenue. That
number climbs to R14 billion if
100 000 HNWIs sign up.
Given that a 30% penalty
could result in the taxpayer ending
up with potentially 36% more
capital in their investment than
if the status quo remained, this
could be a win-win situation!
Craig Gradidge is executive director
of Gradidge-Mahura investments.
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Downscaling:
Things to consider
The most typical reason for downscaling is the change
associated with a later life stage
By: GIEL VILJOEN
THE LONG-HELD belief that bigger
is better when it comes to property
is certainly one that is being
challenged all the time, with
reports suggesting that some 26%
of sellers are selling to downscale.
While the most typical reason
for downscaling is the change
associated with a later life stage—
such as ageing and children leaving
home—and the physical demands
of the upkeep that a big home
requires, ﬁnancial and security
reasons are also cited in reports of
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this nature.
However, whatever the reason
for downscaling, many people ﬁnd
it diﬃcult to get used to a smaller
space, and even miss the responsibility of the property upkeep and
maintenance. Some psychologists
reckon that moving home in this
sense counts among the most
stressful things an individual can
experience.
There’s typically a lot at stake
with this kind of move, which is
why it is crucial to approach it with

an open mind and to consider the
ﬁnancial implications rationally. A
property, especially a family home,
represents a lifetime investment—
and letting go of that can be daunting.
Make sure that you work with
a trusted property advisor if you’re
thinking of downscaling. The right
professional will be able to advise
and guide you to ensure you get
what your property is worth. More
than just facilitating the sale, a
trusted property advisor will make
an eﬀort to understand your needs
and guide your search for a new
place to call home.
You may also want to involve
your ﬁnancial advisor in the process, since downscaling doesn’t
always have a clear ﬁnancial beneﬁt. Recent reports from reputable
sources suggest that the average
diﬀerence between the selling
price of a medium-sized home and
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the cost of a small-sized home is
negligible.
One also needs to
account for costs such as sales
commission, bond registration,
transfer duty and the associated
legal fees, as well as the cost of
physical moving your possessions.
Another factor to bear in
mind is that properties in new
developments—which
is
what
many downscalers opt for—cost
as much as 20% more than preowned properties of a similar size.
In eﬀect, this means that the
decision to downsize should not
only be lifestyle-motivated, but
ﬁnancial as well—and one that
should be considered and planned
for, rather than one that is taken
in haste at a time when the move
isn’t necessarily voluntary.
While crucial, the ﬁnancial side
of a downsizing move tends to be
the more ‘black-and-white’ aspect

of the decision, while the changes
in lifestyle (and living space) that
invariably result from moving to a
smaller home can be very stressful.
We’re seeing that retirees
want to downscale to something
more aﬀordable, secure, and
stress-free, but don’t want to
change their lifestyle too signiﬁcantly.
This is exactly what a
trusted property advisor can help
with. If you love gardening, opt for
a townhouse with a small garden
rather than an apartment with only
a small balcony. Similarly, if you
love entertaining, go for a modern,
open-plan property where you can
still do that. A property advisor
will make an eﬀort to understand
your particular needs, and will
have plenty of insights into both
the market in general and in the
neighbourhood in particular.
Unsurprisingly, another major

concern for those on the downscaling wagon is the question
around what to do with all their
possessions. The best advice we
can give is to deal with your possessions in good time, and to go
about it systematically and with an
open mind. Oﬀ-site storage also
oﬀers a solution if you’re not ready
to part with some things.
A smaller property will mean
that you can’t take all your things
with you. Rather than feeling disempowered by this (or worse,
squeezing it all into a space half
the size), use it as an opportunity
to assess everything you own—and
be realistic about what’s worth
keeping, what your children or relatives might want, what you can
donate, and what you can sell.
Stay focussed on why you
want to downscale in the ﬁrst
place, and it’s likely to make the
process go a bit smoother.
While downscaling is about
making a clean break for some, it
remains a good idea to emulate at
least some parts of your beloved
family home in the new space. This
could be as simple as positioning
the artworks in a similar space to
where they were before, or arranging the kitchen things in a similar
format to your old home. The
goal is simply to ensure your new
place feels like your home, and
the familiarity of our objects and
how we position them can help
with this.
Ultimately, the decision to
downscale needs to be a considered one, and approached with
care, vision, and an open mind.
Done right, downscaling can be
the best chance at a ‘second life’.
Giel Viljoen is agency principal at
Leapfrog Stellenbosch.
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Bank fees:
Rumblings of a price war?
First of the ‘Big Five’ drops the monthly fee for its entrylevel account …
By: HILTON TARRANT
THE ENTRY of TymeBank into the
local market and imminent launch
of Bank Zero (expected after midyear) has seen rival banks rush
to cut fees on their entry-level

PERSONAL FINANCE

accounts.
TymeBank says that it is
“exceeding” its plan, in terms of
both client acquisition and adoption. At the end of February 2019

it had signed up around 70 000
customers. By now, that number is
almost certainly over 100 000 and
likely closer to double that. This
seems impressive, and given that
TymeBank has done almost no
marketing, it is—but Capitec is
adding over 100 000 new customers a month.
Capitec does not want to give
(ultra) price-sensitive customers
any reason to shop around,
though. The Stellenbosch-based
bank cut the monthly pricing of
its Global One account by 14% to
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R5 from April 2019. It also cut a
number of other transaction fees
by anything from 6% to 38%. The
only fees to increase were cashrelated ones (including a change
to how it charges for ATM withdrawals).
‘Complete fee transparency’
On 12 April 2019 Nedbank announced that it would be dropping
the R5.50 monthly account fee
from its Pay-As-You-Use (PAYU)
account.
Per-transaction fees
remain, but the bank contends that
because clients only pay for
what they use, this oﬀers them
“complete banking fees transparency and the power of a Gold
cheque card which allows for
global acceptance and online
shopping on all e-commerce platforms”.
The bank points to consumers
feeling the pinch in an environment
of low economic growth as a reason for the change. While this
may be true, competition in this
segment of the market is intensifying. At the end of 2018, the bank
had a total of 1.525 million mainbanked customers in its entry-level
segment (which includes—and is
primarily—PAYU clients).
Nedbank has two other
oﬀerings with no monthly fees:
Nedbank MobiMoney (a mobilebased account), and Unlocked.me
for students and youth.
Hints of simpliﬁcation to come
In August last year FNB launched
eWallet eXtra, a mobile digital account built on top of its popular
eWallet service (these mobile-only
accounts do not oﬀer debit orders).
There is no monthly account fee
for an eWallet eXtra account. The
bank says that by the end of
December 2018 it had over
120 000 customers, with total
transaction volumes near 700 000.
The bank has hinted at simpli-

ﬁcation coming to its entry-level
oﬀerings, which currently comprises Easy Pay-As-You-Use (R5.75 per
month) and the Easy Smart option
(R65 per month). This is likely to be
announced as part of its annual
pricing review in June 2019.
Standard Bank has taken a
similar approach to FNB, with its
Instant Money Wallet. It is not, however, currently positioning it as a
mobile-only bank account (even
though it is).
Absa does not yet oﬀer a
mobile-only account / wallet. Its
low-cost Transact account is R5.30
per month, while Standard Bank’s
Access account is R5.60. Neither
of these oﬀer real innovation in
terms of beneﬁts or pricing, but
at least one of the two will imminently be launching a new lowcost oﬀering.
Savings incentive
Old Mutual’s Money Account—the
cheapest among those that charge
fees—has been very successful,
with one million accounts opened
to date. However, only 211 000 of

these are active. The oﬀering has
a strong savings incentive, with a
savings account alongside the
traditional transactional one. Savings earn a rate of return equivalent to Old Mutual’s Money Market
unit trust.
Both Postbank and African
Bank are expected to enter the
transactional space soon as well.
Many higher-net worth individuals don’t particularly care whether
their banking costs them R4 or
R400 a month, but the real battleground is for the millions of
underbanked customers, with pensioners (and savvy Personal Finance
subscribers) as an (unintended?)
secondary market for these ultra
low-cost accounts.
With Bank Zero to come (beta
testing is underway and the bank
is now an option when entering
beneﬁciary details at other banks)
and TymeBank not yet hitting its
stride, surely the innovation and
competition—and possible price
war—is just getting started?
Hilton Tarrant is from YFM.
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An investment with airbags
Why multi-factor funds are becoming so popular around
the world
By: PATRICK CAIRNS
ACCORDING TO research consultancy ETFGI, there was $680 billion
invested in smart beta exchangetraded products (ETPs) globally
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by the end of January this year.
Although this is only around a ﬁfth
of the assets invested in traditional
market-cap weighted index trac-

kers, the smart beta category is
growing much faster.
Over the past ﬁve years,
ETFGI calculates that smart beta
ETPs have grown their assets at a
compound annual growth rate of
33.1% per year. For the same
period, market-cap weighted ETPs
have grown at 20.9%.
Smart beta refers to those
strategies that select and weight
shares based on criteria other than
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to beat the market. “Let’s assume
that we can’t outperform the market,” Rousseau says. “And there
is lots of evidence to say that it’s
very hard to do, whether you are
using active processes or smart
beta processes or risk premia. Is
there still something we can do to
improve the investors’ experience?
The answer is there is a huge
amount we can do if we rather
focus on lowering portfolio risk.”

only their market capitalisation.
They include approaches that focus
on areas such as dividend yield,
value, quality, equal weighting,
momentum, and low volatility.
There are a number of
reasons for the growing popularity
of these strategies. A FTSE Russell
survey of investment advisors in
the UK, US, and Canada last
year found that the main reasons
for including them in portfolios
are generating income, capturing
alpha, improving diversiﬁcation,
and downside protection.
Risk management
Increasingly, it is the last two of
those reasons that are getting the
most attention. This is because
funds that track pure market-cap
weighted indices do not provide

any risk protection. Particularly in
highly concentrated markets, such
as the JSE, this can be a signiﬁcant
issue.
As index strategies have developed, however, more emphasis
has been placed on how this can
be addressed. “I could use the
analogy of the motor vehicle industry,” says Roland Rousseau of
RMB Global Markets. “Thirty years
ago it took a very important and
diﬀerent path when safety became
the diﬀerentiator. Cars might be
50% faster than they were 30
years ago, but they are 10 times
safer.”
Similarly, managing risk has
become a much bigger focus in
portfolio construction.
A major
reason for this is a better understanding of just how diﬃcult it is

Blending styles together
Until recently, smart beta strategies
tried to do this only through oﬀering exposure to one investment
style or ‘market factor’. Examples
in South Africa include the Satrix
RAFI, which is a value approach,
as well as the CoreShares Low
Volatility and NewFunds Equity Momentum ETFs.
More recently, however, asset
managers have been looking at
blending diﬀerent strategies together in multi-factor products that
not only emphasise diversiﬁcation
but also pay a lot of attention to
how portfolios are put together.
It’s an approach that has resonated
with a lot of investors. According
to BlackRock, last year more
money ﬂowed into multi-factor
strategies than any other smart
beta approach.
This shift is also now gaining
recognition in South Africa. CoreShares recently announced that it
intends to introduce a multi-factor
ETF to replace its Equally Weighted
Top 40 product. The NewFunds
Volatility Managed ETFs that listed
during February 2019 also use a
multi-factor approach for their
equity exposure.
What these multi-factor strategies do is oﬀer investors exposure
to more than one of the smart beta
styles or ‘market factors’ within a
single product. Instead of being
just value or quality or momentum
oﬀerings, they combine them to
deliver even better diversiﬁcation
and risk management.
Risk and return
The reason they have become
popular is that while smart beta
strategies provided answers to
some of the concerns presented
by pure market-cap weighted products, they have created others of
their own. Firstly, while they oﬀer
diversiﬁcation away from marketcap indices, they are not necessarily that well-diversiﬁed themselves—
and secondly, the investment styles

PERSONAL FINANCE

May 2019

Page 5

INVESTMENT INSIGHTS
they use are cyclical, and some of
them can be volatile.
Value is an obvious example.
While well-accepted academic research shows that value will outperform over time, this style has
underperformed the market quite
dramatically at some points over
the last few years. Investing in
single style or factor funds therefore introduces an issue of timing.
Because they are cyclical, they tend
to reinforce bad investor behaviour—buying at the top and selling
at the bottom.
Smoother performance
Multi-factor funds look to address
this by giving investors exposure to
more than one style, which leads

to a much smoother return proﬁle.
This is because, in times when one
factor is underperforming, one of
the others should be delivering
positive returns.
Investors can think of this
working in much the same way
that multi-asset, or balanced funds,
do. While balanced funds allocate
to diﬀerent asset classes to reduce
volatility and capture returns from
diﬀerent places, multi-asset funds
do something similar with the
diﬀerent factors they use.
These strategies also generally
pay a lot of attention to how their
portfolios are constructed, and
how they manage risk. They will
not have a large exposure to any
one share or market sector, and

will therefore generally oﬀer the
best diversiﬁcation of any index
strategies.
To use Rousseau’s motoring
analogy, they are not just oﬀering
airbags and anti-lock braking
systems, but sensors and traction control as well. They allow
continual diversiﬁcation without
the need to forecast where the
market is going. What you end
up with is something that delivers
similar market performance, but
with the least amount of adverse
returns if something unexpected
happens.

Patrick Cairns is from Moneyweb.

YOUR MONEY

Online banking fraud cases
on the rise
Bank customers are warned against handing the ‘keys to
the safe’ over to third parties
By: ABSA BANK (edited by STEVEN JONES)
ABSA HAS urged its customers
to always be vigilant against any
attempt to dupe them into handing
over their ‘keys to the safe’—card
PIN, card CVV, card One Time
PIN (OTP), online banking PIN,
online banking Password—to third
parties.
Fraudsters use personal data
from data breaches to impersonate
banks with the sole purpose of
tricking bank customers into granting them access to their money
and bank accounts.
Studies show that during the
ﬁrst half of 2018, 4.5 billion customer data records globally were
reported to have been compromised—86% of all consumer information has been compromised
through spam emails and data
breaches, while 97% of customers
struggle to diﬀerentiate between a
fraudulent email and a legitimate
one.
Data breaches fuel phishing
(impersonation through emails,
commonly containing hyperlinks),
vishing (impersonation through
phone calls), or SMShing (impersonation through text messages
where the customer is requested
to open the link and complete the
ﬁelds).
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In South Africa, digital banking
fraud cases increased by 64% over
the past year; these impact the
entire ﬁnancial services industry.
Bank customers need to be
vigilant
Warning customers, Absa’s Head of
Fraud Strategy, Ulrich Janse Van
Rensburg said that customers

should never approve transaction
requests via the Mobile Banking
application (App) if they’re not
transacting, or if they are not
responsible for the transaction.
Van Rensburg added that
Absa has set-up world-class systems to protect their customers,
and urged customers to adopt the
Absa Mobile Banking Application
(App). “It gives our customers total
control over their portfolios. They
can deactivate services like online
card purchases, ATM cash withdrawals, report fraud, manage
beneﬁciaries, and approve / decline
transactions. Our App also helps
prevent SIM Swap Fraud,” he said.
Importantly, explained Van
Rensburg, Absa does not impose
amount limits on debit order notiﬁ-
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cations, which means that our
customers can keep track of all
their debit orders, regardless of
value, using the NotifyMe service.
Customers are strongly advised to
always be vigilant by reading their
SMS notiﬁcations and veriﬁcations
thoroughly.
Additional safety tips:
• Turn oﬀ your Wi-Fi when banking on a public network—it is
unsafe.
Avoid using public
or shared computers for your
online banking activities, e.g.
those in an internet café, university library, or your workplace—
in fact, avoid using any computer that you don’t have exclusive
access to.
• Your bank will never send you
an email with a link or attachment that will redirect you to
what looks like a Logon page. If
you receive such an email, do
not click on any links in the mail
or use any telephone numbers
listed therein—they are likely to
be fraudulent.
• Type in the URL (Uniform

•

Resource Locator) for your bank
in your internet browser if you
need to access your bank’s
webpage. Always check that
you are on the legitimate site
before entering any personal,
conﬁdential or sensitive information by ensuring that your
browser link starts with ‘https’,
indicating that you are on a
secured site.
Create complicated passwords
that are not easy to decipher,
and change them often. Activate two-factor authorisation if
your bank’s platform oﬀers this
facility—it works by sending you
an SMS with a separate code
that you would then need to
enter into your banking plat-

•

•

form.
Your bank does call customers
from time-to-time.
However,
always ensure that you are
indeed speaking to your bank
and not a fraudster. If you
receive a call purportedly from
your bank trying to assist you
in preventing a ‘crisis’ by requesting your ‘keys to the
safe’ (password and/or PIN), it
should immediately raise suspicion. Put down the phone and
immediately report this to your
bank on their fraud hotline
number.
If you think that your banking
proﬁle might have been compromised, contact your bank
immediately.
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The position and rights of
trust beneficiaries
What planners, trustees, and beneficiaries need to know
By: INGÉ LAMPRECHT
I bequeath the residue of my estate
to my children. However, the beneﬁt
will be held in trust until the death
of my spouse.
IF THE ‘Average Joe’ reads this
sentence in a will, they may for
a ﬂeeting moment wonder why
no-one can write plain language
contracts, but probably won’t
spend much time pondering its
implications.
Yet the clause may present
those involved with a problem
since it is unclear whether the trust
that was set up in terms of the will
is an ownership trust or a so-called
‘bewind’ trust (more about the
diﬀerence later). While this may not
seem important, it has a direct
bearing on the position of trust
beneﬁciaries.
The background
The rights of trust beneﬁciaries
depend on the provisions of the
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trust instrument, explains Louis
van Vuren, CEO of the Fiduciary
Institute of Southern Africa (FISA).
A trust instrument refers to the
way in which a trust is established—whether it is through an
agreement or trust deed (in the
case of the typical family trust), a
will (in the case of a testamentary
trust), or by way of a court order
(where a trust is set up for the
beneﬁciary of a Road Accident
Fund claim).
It stands to reason that there
should be clarity about why the
trust is established, and what position and rights beneﬁciaries should
have.
Identifying the beneﬁciaries
Trust beneﬁciaries can be identiﬁed
by name in the trust instrument,
or may be members of a class of
beneﬁciaries (the children of the
deceased, for example).
Who the beneﬁciaries are and

what their rights are must be
stipulated in the trust instrument,
Van Vuren says. “In the case of a
testamentary trust [such as the
example at the start of this
article], the wording is of utmost
importance in determining whether
the trust created in the will is an
ownership trust or a ‘bewind’. If it
is a ‘bewind’, the ownership of the
inheritance vests in the beneﬁciaries and cannot be taken away
by the trustees.”
The wording is also important
in determining what the rights of
the beneﬁciaries are with regards
to income and/or capital.
The beneﬁciaries in an ownership trust can have vested rights to
beneﬁts—in other words, rights to
income, capital, or both—or they
can have contingent rights. In the
latter case, the decision to distribute income and/or capital sits
with trustees. The only ‘right’ that
beneﬁciaries have is to be considered for these beneﬁts when
the trustees decide to distribute
the beneﬁts, Van Vuren says.
Beneﬁciaries also have the
right to proper administration by
the trustees as well as the right to
take part in decisions to amend the
trust deed. “Any beneﬁciary with
a vested right to income and/or
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of their administration of the trust
from the trustees.

capital from a trust must agree to
any decision to amend the trust
deed. The same applies to any
beneﬁciary who, although they
have not received beneﬁts yet, has
indicated that they are aware of
contingent rights and accept those
rights.”

Van Vuren says if a beneﬁciary
believes that trustees are not
acting in their best interests and
in line with their general ﬁduciary
duty, they can sue for breach of
trust. Beneﬁciaries also have a
right to request the Master of the
High Court to demand an account

Tax consequences
Van Vuren adds that although tax
implications can become quite
complex and expert advice may
be required, the general rule is
that income or capital gains that
are vested in a beneﬁciary are
attributed to that beneﬁciary for
tax purposes and taxed in the
beneﬁciary’s hands, but investors
should also consider the deeming
provisions in Section 7 of the
Income Tax Act and those in paragraphs 68 to 72 of the Eighth
Schedule.
It is also possible to distribute
income to a beneﬁciary and have it
taxed in the hands of the beneﬁciary, but retain it in trust for the
exclusive beneﬁt of that beneﬁciary
under a power granted to the
trustees in the will. What must be
borne in mind is that such income,
as well as attributed capital gain,
will be regarded as vested in the
beneﬁciary and may then lose the
insolvency protection aﬀorded by a
trust.
Ingé Lamprecht is from Moneyweb.

Why it’s important to appoint an independent trustee
Even though cost may be a deterrent
By: INGÉ LAMPRECHT

IN MANY international jurisdictions, the beneficiaries of a trust may not be trustees of the trust as well, but in South Africa it
was always acceptable that the beneficiaries of a family trust may be appointed as trustees.
However, in a landmark case in 2005—Land and Agricultural Bank of South Africa v Parker—the Supreme Court of Appeal
ruled that there was no proper separation of ownership or control of the trust assets from their enjoyment or use. As
the trustees are entrusted with the control of the assets in the interest of the beneficiaries, inadequate separation may result
in the trust being regarded as an extension of the estate of the founder.
The court suggested the appointment of at least one independent outsider as trustee to every trust where all the beneficiaries are related to one another, which resulted in the Master of the High Court enforcing the principle and requiring all
newly-formed family business trusts to appoint at least one independent trustee.
Protection of assets
Dr Eben Nel, chairperson of the Fiduciary Institute of Southern Africa (FISA), says that the purpose of a trust is the protection of assets. However, if the assets are not properly moved out of the estate of the founder or donor, and creditors or
other parties can prove that there is no proper separation between the ownership of the assets and the enjoyment thereof
(i.e. the trust is just the alter ego of the founder), the assets will form part of the founder’s estate and will not be protected.
As a general principle, the trustees of all discretionary family trusts and family business trusts should appoint at least one
independent person to the board of trustees to protect the integrity of the trust, its beneficiaries, and the other trustees, he
adds. “An independent trustee is a person who cannot benefit from the income or assets of the trust, nor are they related to
a beneficiary of the trust, and can thus play a crucial role in the proper separation between ownership of the trust assets and
the enjoyment thereof.”
‘Willing to say no’
An independent trustee would be willing to speak up when other trustees want to take decisions that are not in the best interest of the trust and the beneficiaries. In other words, they would be “willing to say no”.
Continued on Page 9...
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… Continued from Page 8

Nel says that the appointment of an independent trustee should be about more than just ticking a few boxes. “The independent trustee fulfils a crucial role in the proper administration of the trust and should maintain their independence at all
times, without allowing the other parties of the trust to unduly influence them,” says Nel. “Ideally, the independent trustee
should be a natural person or a corporate specialising in fiduciary law.”
An independent trustee cannot be the founder or a beneficiary of the trust, or be in any way connected to the trust. As
such, the Master would not appoint the spouse or children of a beneficiary of the trust as independent trustees.
Knowledge
The founder and trustees of most family trusts are not knowledgeable about the trust landscape, Nel says. In fact, it may be
the only trust they are ever involved in. Against this background, it is important that the independent trustee can add value
through their accounting, tax, legal, and/or trust knowledge. The independent trustee will be required “to keep the house in
order”.
Nel adds that a trust that is properly administered and which has a fiduciary specialist in office as the independent trustee
would be in a better position to defend itself against any allegation that the trust has become the ‘alter ego’ of the founder.
The cost involved in appointing an independent trustee, and the fact that such person will become privy to what may be
confidential matters may discourage some family trusts from bringing such an individual on board, but if things go wrong the
consequences can be significant. “A family trust or family business trust that continues to operate without an independent
trustee in office does so at its own peril,” Nel concludes.
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‘It’s a strange, strange world
we live in, (Union) Jack’
People relocate to other countries for a variety of reasons.
However, making a relocation work for you depends on
much research, an open mind, a sense of adventure … and
deep pockets
By: STEVEN JONES
NO AMOUNT of reading, research,
and attendance at seminars can
prepare you for the reality of relocating to another country. Having
made my own move to the UK just
over two years ago, I found out
many things ‘the hard way’. Much
like Billy Joel in The Entertainer,
“things I didn’t know at ﬁrst, I learnt
by doing twice”.
If you, a family member, or a
close friend are considering a relocation from South Africa to another
country, you’ve come to the right
place. By ‘right place’ I don’t necessarily mean the UK, but rather
this article and the ones that will
follow over the next few months as
I share my ﬁrst-hand experiences,
both good and bad, of pulling up
sticks and starting over somewhere
else.
I’m hoping that you’ll have a
few laughs at some of the dumb
things I did, possibly shed some
tears as you come to terms with
your own reasons for wanting to
make the move, but most of all
learn some things that you’ll probably not ﬁnd at some slick seminar

PERSONAL FINANCE

or glean from some glossy brochure.
My experiences are speciﬁc
to the UK, as I’ve not lived in any
other country apart from South
Africa. However, much of my story
will apply equally to many other
countries that you may be considering—including the popular English-speaking countries such as
Australia, Canada, New Zealand,
and the United States.
So, fasten your seatbelts, dear
reader … this is likely to be a
bumpy ride, but I trust that you’ll
enjoy the ﬂight with Air Jones.
Why you might consider moving to another country
The main reason why I decided to
uproot my family and leave South
Africa are … nope, I’m not going
down that road, primarily because
everyone’s reason for contemplating a move to another country is
as unique as they are. These range
from a desire to explore one’s
roots, work or study opportunities,
wanting to earn hard currency
(but bear in mind that your living

expenses are also in hard currency!), travel possibilities … the list is
endless. There’s a big world out
there just waiting to be explored
and experienced!
What’s important, though, is
that you approach your proposed
relocation in terms of what you are
moving to, rather than what you
are running from. If you’re looking
at emigrating because you’re tired
of the crime, corruption, decline in
standards, etc. then I’ve got bad
news for you—you’ll ﬁnd something that gets up your nose
wherever you go. SA may have had
Zuma and his cronies and all that
went with that sad legacy—but the
UK has Brexit (although what the
ﬁnal outcome will be, and whether
it will actually happen at all, is by
no means a foregone conclusion),
and we could end up with Boris
Johnson (gasp!) or Jeremy Corbyn
(horrors!) as our next Prime Minister.
Looking west, the United
States has The Donald, rednecks,
guns, and hurricanes to contend
with; while Canada snows all
through the winter, covering your
car, garden, and half your house
(except for those ‘warmer’ days
when the temperature is minus 10
degrees!). Staying in the southern
hemisphere, New Zealand never
stops raining and is ﬁlled with walking behemoths that instil fear and
trembling into the hearts of any
other rugby side you may have
ever supported; while Australia is
teeming with multi-legged creatures that are out to kill you
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(including the odd Fosters-fuelled
Aussie).
In short, every country has its
problems.
Trust me—once the
newness of everything wears oﬀ
and the ‘honeymoon period’ comes
to an end, you’ll see them … and
suddenly you realise that wherever
you ﬁnd people, you’ll ﬁnd issues.
What you should avoid
South Africans! Just kidding … in
fact, although I am of British ancestry and grew up in an Englishspeaking household, there is
often great delight in bumping into
someone who truly understands
the gravitas of delightful Afrikaans
words such as lekker, voetsek (hint:
stray dogs all over the world understand what this means!), and gatvol;
knows what boerewors, bunny
chows, and bakkies are; and can
name at least 20 diﬀerent scenarios where eish is an appropriate
response.
On the other hand, a few
weeks back I bumped into a sales
assistant at my local Currys PC
World who hailed from Boksburg,
and after listing to him berate
South Africa for ten minutes
straight, I had a sudden urge to
be anywhere else—managing to
engineer my retreat by playing the
ringtone on my cell phone and
pretending that my wife was calling.
Avoid those South African expats who continually run down SA
to somehow justify why they left,
and please, please, please … in the
name of everything that is holy,
don’t become one of those whining
Saﬀers yourself. You’ll make your
fellow South African expats’ lives
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miserable, and you’ll make your
own life miserable.
Keep focused on the positives,
remind yourself why you decided
to embark on this great adventure,
embrace the new experiences …
and you’ll be just ﬁne.
Things that will surprise you
You are moving to a diﬀerent country with its own unique culture,
so don’t be surprised when you
encounter a whole host of things
that are vastly diﬀerent to what
you took for granted back in South
Africa.
From a UK perspective, there’s
a saying that “in the United States
100 years is a long time, whereas
in the United Kingdom, 100 miles is
a long way”—not surprising, considering that there are pubs in the UK
dating back to the 16th century,
while I recently visited a church
that has been in continuous use
since 937 AD! You are also never
further than a 90 minute drive
away from the nearest coast.
SA, on the other hand, can be
compared to the US—a relatively
young, large country on the southern tip of Africa having a similar
population to an old, small island
perched somewhere to the left of
Europe.
Accordingly, these are
some of the things that took me
completely by surprise:
• The roads are narrow, the houses
are tiny, and there’
there’s people everywhere.
where Apart from the motorways and dual carriageways
around major cities, most of
Britain’s roads are so narrow
that you need a feeler gauge if
two Ford Fiestas should attempt

•

to pass in opposite directions. If
there’s a van parked at the side
of the road, you are likely to
have to mount the pavement to
pass.
As far as housing is concerned, 120 square metres
under roof is considered
‘large’—and as for the number
of people around, Gautrain at
peak hour is nothing in comparison to those sardine cans
known locally as the London
Underground or ‘the Tube’.
Cars are cheap, fuel is expensive,
and insurance is extortionate.
extortionate
You can buy a ‘banger’ for under
₤1 000—which will get you
anything from a Nissan Micra
to an S-Class Merc depending
on the age and the mileage
(more on the UK car market
will be covered in a future article).
Petrol currently costs
around ₤1.25 per litre, which
works out to around R23.29 at
today’s exchange rate (24 April).
Insuring it, on the other
hand, can cost you many multiples of the cost price of the
car—especially given that you
are starting with a clean slate,
which means your ‘no-claims
bonus’ from your South African
insurance company counts for
nothing in the UK insurance
market. Insurance is compulsory in the UK, but prices vary
markedly between insurers, so
shop around. Speak to locals,
though—there’s some good
insurers, and there’s some really
dodgy ones!
Or stick to the bus at ﬁrst—
they’re plentiful, regular, safe,
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clean, and reasonably priced.
Eating at home is virtually on a
par, costcost-wise, with South Africa—
Africa
even taking the exchange rate
into account. ₤250 a month
(around R4 500) covers our full
grocery bill for a family of four,
and we’re not exactly depriving
ourselves in any way in terms
of what we eat. One needs to
shop around, of course, but it’s
no diﬀerent in that respect to
SA (although the supermarkets
are somewhat smaller than your
average Pick n Pay Hyper).
On the other hand, eating out can
be ruinously expensive—₤15
per
expensive
head (R275) is on the lower end

of average, although pub grub is
good value with a decent meal
coming in at around ₤8 (about
R150).
If you like a tipple,
though, best do your drinking
at home. Not only are the
penalties for driving under
the inﬂuence incredibly severe;
alcoholic beverages in restaurants are insanely expensive—
especially since you can obtain
these at a fraction of the cost
at your local supermarket anytime between 7 am and 11 pm,
seven days a week. (Or just
stick to softs…)
Okay, I’m probably jumping the gun
a bit. First things ﬁrst: To relocate

to another country, you have to
get there ﬁrst—that means visas,
removal costs, temporary accommodation once you arrive, subsistence until you get your ﬁrst job,
communications, transport … the
list (and cost) goes on. I’ll cover this
in next month’s Letter From A Small
Island.
Steven Jones is the editor of Personal
Finance and Tax Breaks, and a
director of Bellan Media (Pty) Ltd.
He is also a member of the SA
Institute of Professional Accountants
and a SARS-registered tax practitioner.
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Overcoming debt and
finding financial freedom
Savings tips for life’s important milestones—including a
comfortable retirement
By: BEKITHEMBA MAFULELA
HOUSEHOLD BUDGETS are coming
under increased pressure due to
the rising costs of living.
Last
year saw the rise in VAT, which
resulted in higher food prices,
basic municipal services, and the
highest petrol price hike in years.
The scenario has left households
with unplanned debt. As a result,
little is left over to save for emergencies, medical care, and other
investment objectives. or for retirement.
The latest Momentum / Unisa
Consumer Financial Vulnerability
Index shows a worsening trend
across all indicators of ﬁnancial
vulnerability. Sixty-six percent of
people polled were struggling to
spend within their budget and had
resorted to taking on new lines
of credit, while 68% participating
do not consider the risks when
taking on more credit.
Consumers therefore need to
go back to the basics, and apply
good ﬁnancial habits in order to
overcome the tough economic
climate in South Africa. The key to
ﬁnding ﬁnancial freedom is living
within your means, allowing one
to also save towards life’s important milestones, including retiring comfortably.
The current
situation in South Africa and many
other emerging African markets,
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however, has made it very hard for
many to reach the goal of ﬁnancial
freedom.
Top three savvy saving tips
1. Stick to your budget
Financial experts and advisors
across the board have been shouting the mantra of ‘budget your
money’ for years. In the current
economy, this advice can’t be
preached enough.
Following a

budget is a good and eﬀective way
to gain control over your ﬁnances
and give yourself and your family
the ﬁnancial security you desire.
You need to have a budget
and stick to it. A budget will help
you to cut back on unaﬀordable
luxuries such as eating out, allowing you to save for the future and
balance your wants for today with
your needs for the future.
2. Have a hawkhawk-eye for saving
Buying clothes, gadgets, and dining
out is fun, while saving can be seen
as boring. Spending wisely and
ﬁnding ways to save, however, has
helped millions of people not only
cope with ﬁnancial diﬃculties, but
also save for their futures.
There are many ways that
consumers can save more, if they
are ﬁnely attuned to their spending
habits and on the lookout for
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money-saving deals.
Buy wisely by looking out for
good deals in supermarkets. A
weekly meal plan and shopping list
mean fewer impulse buys and less
wasted food. These types of meal
plans can also help you pinpoint
where you can get the most bang
for your buck. To get the best
value, you may need to shop at
more than one place. Local butchers and grocers, as well as discount supermarkets, can help you
save signiﬁcant amounts on your
grocery shopping.
There are many other ways to
cut back on monthly household
expenses. At home, for example,
turn your lights oﬀ in empty rooms
and ﬁnd other ways of saving on

electricity, such as switching oﬀ
your geyser when you’re away from
home for a few days. Parents may
also be surprised at how much
petrol they can save if they are
able to form alliances for school
lift clubs so that they do one trip
to school and back instead of two
per day.
3. Cash is king
According to the National Credit
Monitor, only 48% of the 24 million
credit-active consumers were up
to date with their credit payments
in the ﬁrst quarter of 2017. Reports show that while consumers
continue to take out more loans,
many citizens also resort to credit
when the going gets tough—even

though they are already drowning
in debt.
Clear out unnecessary retail
debt such as clothing accounts,
and try not to use your credit
card for everyday expenses, unless
funded in advance for those that
want to take advantage of diﬀerent
credit card loyalty programmes.
Remember that cash is always
king. As you pay oﬀ debt, use
the savings to pay oﬀ other debt
and start putting available cash into
savings. Financial freedom isn’t
out of reach if you can commit to
these tangible changes in your life.
Bekithemba Mafulela is the head of
Momentum Core Distributions.
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Are you prepared for a
financial ‘blackout’?
While you can’t cover every curveball, it’s worth planning
for these five eventualities
By: CRAIG TORR
HAVING BEEN promised in May
2016 that South Africans will never
again experience load shedding,
many of us were caught oﬀ-guard
when rolling blackouts struck
during March this year. Escalating
from stage 1 to stage 4 at lightning
speed caught us equally unaware
as we dusted oﬀ gas cylinders,
scratched around for matches, and
charged our head torches.
However, in the context of
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state capture—and with the beneﬁt
of hindsight—the re-emergence of
load shedding was inevitable, and
perhaps we shouldn’t have been
so quick to pack away those cylinders. With winter just around the
corner, we need to be prepared
for more blackouts and uncertainty
around the country’s energy grid.
Similarly, when planning our
ﬁnancial futures, we need to
prepare accordingly for life’s ‘black-

outs’—factors beyond our control,
and unforeseeable events that
can bring us to our knees if not
carefully planned for. Although it
is impossible to plan for every
curveball, these ﬁve eventualities
are worth planning for:
Retrenchment
A tough economic climate such
as ours, coupled with disruption in
signiﬁcant industries such as banking, media, and hospitality, increases the likelihood of companies
right-sizing and retrenching staﬀ.
In terms of retrenchment
insurance, there are very limited
options available in the market
place.
A few large insurance
companies in South Africa provide
retrenchment cover that pays between R3 000 and R30 000 per
month for a period of six months,
although underwriting and costs
may be prohibitive.
To fortify your ﬁnancial position against retrenchment, our
advice is as follows:
• Reduce debt:
debt While employed
and earning a regular income,
prioritise debt reduction and
ultimate elimination.
In the
event of unemployment, servicing debt will be diﬃcult, and
could result in major ﬁnancial
and legal turmoil.
• Build up cash reserves:
reserves Once you
have settled your debt, be ruthless with your budget and use
any surplus cash to build
up some reserves. Even a slight
increase in your bond repayments will provide some cushioning in your access bond. A
money market account or
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dedicated savings account are
also suitable savings vehicles
for cash reserves.
Preserve capital:
capital Upon being retrenched, the temptation to
withdraw your accumulated
retirement capital will undoubtedly be strong. However, if
you have taken steps to build
up cash reserves, reliance on
your retirement capital will be
diminished. If possible, protect
your retirement capital by
moving it into a preservation
fund so that it can continue
to achieve returns that outstrip
inﬂation.
Know your rights:
rights At the outset
of retrenchment discussions
and negotiations, we strongly
recommend that you seek legal
advice so that you are equipped
with a ﬁrm understanding of
your rights. It is far easier to
negotiate upfront from a position of knowledge than to ﬁght
the matter after the fact at the
CCMA.
Seek ﬁnancial advice:
advice Once you
have a clear understanding of
the value of your retrenchment
package, seek the advice of a
ﬁnancial adviser.
Important
matters that you will need to
make decisions on include
medical aid, gap cover, replacing
any lost group risk cover and
possible continuation options,
preserving
your
retirement
capital, and re-working your
budget.

Large unforeseeable expenses
Although we may not know the
nature of large unforeseeable expenses, we can be certain that
they will happen at some stage in
the future. Whether it is a sick
pet, burst geyser, or serious illness
or injury, large expenses can set
us back ﬁnancially—and, if not
planned for, sink us into debt.
Building an emergency fund is
a ﬁnancial planning fundamental,
but there are other steps you can
take to prepare yourself for a ‘rainy
day’:
• ShortShort-term insurance:
insurance Update
your short-term home and
building insurance regularly,
and make sure that you know
exactly what you are covered
for. In the event of a possible
household or building expense,
check the terms of your policy
with your broker to determine
whether you have a potential
claim. Take steps to ensure
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that future claims will be paid
by notifying your insurer of
any purchases, renovations, or
changes to your situation.
Pet insurance:
insurance Understand the
terms of your pet insurance so
as to receive the most from this
beneﬁt.
Veterinary expenses
can escalate quickly in the event
of an ill or injured pet, so our
advice is to understand exactly
what you are paying for so you
can claim accordingly.
Gap cover:
cover A gap cover policy
funds the diﬀerence between
what is charged by a service
provider (e.g. anaesthetist) in
hospital and what is paid by
the medical aid.
Depending
on the policy, your gap cover
insurer can pay up to 400% of
medical aid rates.
Tax:
Tax As laborious as it may be,
ensure that your tax returns
are completed timeously and
accurately, so that you are not
faced with any unpleasant surprises from SARS.
Rewards
programmes:
Lastprogrammes
minute travel bookings can be
expensive—and, in the event of
an emergency, we very often
forget about the beneﬁts available to us through our loyalty
and rewards programmes. Take
time now to understand the
rewards programmes that you
belong to, so that when the
time comes, you can take full
advantage of their discounts
and travel beneﬁts.

Incapacity
Another cornerstone of ﬁnancial
planning is income protection.
While you are accumulating your
wealth and working towards ﬁnan-

cial freedom, protecting your
income against the possibility of
disability or incapacity is essential.
However, incapacity can take many
forms, and there are a number of
other ﬁnancial planning tools that
may need to be considered:
• Severe illness cover:
cover Sometimes
also referred to as dread disease or critical illness cover, this
is lump sum insurance that
pays out on the diagnosis of a
serious illness, such as cancer
or heart disease. Severe illness
cover changes from insurer to
insurer, so it is essential to
read the small print to determine exactly which illnesses are
covered, and how severe they
need to be in order for it to pay
out.
Although not generally
considered an essential beneﬁt,
it can provide much-needed
ﬁnancial assistance in the event
of major illness.
• Business overheads protection:
protection
If you run your own business,
it may be worth exploring
business overheads protection,
which provides insurance in the
event that you or a key person
in your business cannot work.
• Key person assurance:
assurance Similarly,
if your business employs a key
person who is integral to the
running of the business, the
company can buy insurance on
that person’s life. In the sudden
loss of a key person’s life, the
insurance pay-out will buy the
company time to ﬁnd a new
person or to implement strategies to save the business.
Divorce
No one enters into marriage expecting divorce—and, at the time,
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it is diﬃcult to contemplate a future
separation. However, divorce is a
reality for many couples and there
are safety measures you can put
in place to ensure that if it ever
happens, there is an in-built level
of ﬁnancial preparedness.
In the US and Australia, divorcing couples are encouraged to
consult a ﬁnancial planner before
getting divorced, although no such
process happens in this country.
Having a ﬁnancial planner at your
side throughout the divorce process to look after your ﬁnancial
interests is most deﬁnitely ﬁrst
prize.
An
independent
ﬁnancial
adviser with no vested interest in
the divorce can prepare long-term
scenarios for you based on the
proposed divorce settlement, so
that you fully understand the
proposal before agreeing to it. In
addition, a qualiﬁed adviser can
assist with the pay-out of pension
fund beneﬁts—a very intricate area
of retirement legislation. According
to Sanlam Employee Beneﬁts, up
to 60% of divorce orders received
by retirement funds cannot be
enforced because the wording is
incorrect.
To safeguard your ﬁnancial
future, we recommend the following:
• Remain an active and involved
partner in the household’s ﬁnances from the outset of the
marriage. Insist on full transparency and open communication
with your partner at all times. Be
disciplined about keeping all
ﬁnancial records and paper
trails.
• Know exactly what you and your
partner own and owe, including
properties, business interests,
investments, trusts and oﬀshore
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assets, and update your list of
assets and liabilities at least
once per year.
Ensure that you have at least
one bank account in your own
name and that, if necessary, you
can provide a good credit record. If you are divorced and
have no accounts or credit record to your name, you may
struggle to open accounts in the
absence of a credit history.
Be cautious of handing control
over to one person in the partnership. For example, even having your cellphone contract in
your partner’s name can cause
problems in the event of divorce, bearing in mind that you
will have no power over the payment of the account, account
cancellation or phone upgrade.
Think twice before completely
giving up your career and becoming ﬁnancially dependent on
your partner. Consider reduced
working hours, working from
home, contract work or options
for earning a passive income as
alternatives.

Speculating
Taking unnecessary ﬁnancial risk
on so-called ‘investments’ that fall
outside sound investment fundamentals is considered speculation.
High-risk schemes or ventures are
akin to gambling and—as with
gambling—can lead to ﬁnancial
ruin. Fear and greed often lead
people to stake everything they
have on one ship that they hope
will someday come in.
Putting money into a start-up
business, signing up for a pyramid
scheme, or investing in ‘the next
big thing’ are examples of high-risk
gambles that provide no sure-ﬁre
strategy for building sustainable

wealth.
To avoid falling into the trap of
speculating, consider the following:
• All that glitters is not gold. If a
scheme, start-up or investment
sounds to good to be true, it
probably is. Be highly sceptical
of any investment or scheme
that guarantees impossibly high
returns with little or no ﬁnancial
risk. Avoid any scheme that
encourages you to invest as a
matter of urgency for fear of
missing out.
• Do your homework online, and
ﬁnd a fee-based ﬁnancial adviser who is completely independent. If you have retained your
adviser on the basis of a professional fee, he/she should be
able to provide you with an
independent opinion on any
investment, at no additional
cost.
• No investment return is ever
guaranteed, so be cautious of
any scheme or investment that
oﬀers ‘guaranteed returns’.
• A business model should be
easy-to-understand.
If you
have trouble understanding the
business plan, business model
or fee structure, walk away.
Conclusion
This winter, back-up plans in the
event of our energy grid failing
include gas, candles, torches,
generators, uninterrupted power
supplies, inverters, and solar panels.
What are your plans for
a ‘ﬁnancial blackout’ such as
retrenchment, disability, divorce,
or a large unforeseen expense?
Failing to plan is planning to fail.
Craig Torr is from Crue Invest (Pty)
Ltd.
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What it takes to ‘retire’
at 45 (part 2)
There are some important takeaways from the FIRE movement, whether you think financial independence at a
young age is a realistic goal or not
By: INGÉ LAMPRECHT
LAST MONTH’s article, What it takes
to retire at 45, detailed ﬁnancial
blogger Stealthy Wealth’s journey
towards ﬁnancial independence. It
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caused quite a stir.
While some readers felt that
early retirement is only possible
for a small minority, others noted

that the majority of South Africans
are not able to retire at 65. Surely
retirement at 45 is a pipe dream?
Some critics also highlighted that
the future is uncertain, that tax
laws could change, or that unexpected medical expenses could
derail a carefully constructed plan.
In hindsight, the reference
to ‘retire’ in the headline should
probably have been in inverted
commas. Most people still think
of retirement as a period where
you don’t work at all and sit at
home. Fortunately, this is changing, and whether you are 45 or
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compound interest to work its
magic.
More importantly though, if
you decide to save 25% or more
of your income, you would have
to scale down on your two largest
purchases—your car, and your
house. Homes and cars are two
great examples of ‘magnetic’ items;
items that tend to attract more
expenses. The more expensive
the car, the higher the insurance
payments, tyre expenses, and so
on. Buying a cheaper, secondhand car also allows for savings
in other areas.

65, in future ‘retirement’ will
probably include some form of
work—even if it is only a few
hours every week, or a few months
every year.
Longevity may even necessitate retiring the concept of ‘retirement’ altogether.
While the FIRE (Financial
Independence, Retire Early) movement’s proponents save a substantial amount of their income and
accumulate enough assets to
generate a passive income that
would allow them to ‘retire’ in
their 30s or 40s, at its core, the
movement is not about getting to
a point where you could stop
working and sit on the porch. Rather, it is about the optionality a
debt-free lifestyle provides and
reaching a phase where you have
more freedom around how you
spend your time, which may
include doing other (lower paying)
work or escaping the eight-to-ﬁve
rat race. In that sense, the focus is
rather about reaching ﬁnancial independence than ‘retiring’ early.
However, regardless of whether you think this is achievable,
there are some principles underlying the FIRE movement that can
be helpful in ﬁnancial planning in
general—even if you are not in a
position to save 30% of your income.
1. The scarce commodity is
time, not money
When I was contemplating going
back to university some years back,
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my boss told me: “Remember,
we can still make more money
tomorrow, but we can never get
back the time we’ve used.”
Buying decisions are often
made by considering the money
that you have ‘available’—in other
words, whether your cash and
the credit you can access will be
enough to buy something. If someone can relatively comfortably
‘aﬀord’ a monthly car instalment
of R5 000 based on their income
and expenses, it may seem like a
standard ﬁnancial decision.
The FIRE movement encourages people to think about such
expenses by considering the time
they would have to spend at work
to pay for the purchase. Would
the same person be willing to
spend a year at work to settle
R500 000 of debt for the car?
Thinking about expenses in relation
to time instead of money provides
a diﬀerent perspective.
2. Living below your means
has an impact, even if it’s
not early retirement
The most important determinant
of people’s spending is arguably
their income. We generally don’t
buy what we need, but what we
can ‘aﬀord’.
Saving a signiﬁcant amount of
your income (FIRE followers sometimes save more than 50% of their
income) forces you to live below
your means. This not only creates
a buﬀer for when something unexpected happens, but also allows

3. Financial independence is
not about doing nothing
Financial independence gives you
a much greater degree of ﬂexibility
around how you spend your time.
If you have large amounts of debt
and expenses that need to be
repaid, you need a regular income
to meet the instalments.
If you are debt-free, don’t have
signiﬁcant expenses, and reach a
point where your passive investment income can cover your basic
needs, you have much more ﬂexibility to decide how you spend your
time. Maybe you love your work,
and nothing changes, but maybe
you have always wanted to take a
year oﬀ to travel, or want to make
a career change, or move to another city. Maybe you want time to
write a book, or to teach—or just
want to spend more time with your
friends and family.
This doesn’t mean that things
can’t go wrong. Maybe you will
need to return to work full-time
along the line—but in a world
where people are living to 100,
managing ﬁnances for the long
run shouldn’t be about reaching
a point where you can ﬁnally say
goodbye to work. It should be
about managing your ﬁnances in a
way that will put you in the best
possible position to reach the
goals you set for yourself, live a
meaningful life, and weather the
storms that may come.
It’s time to think about retirement in a completely new way.
This holds true whether you are
65 or 45.

Moment of truth
Everything that fails brings you
closer to what works.
works
JK Rowling
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READERS’ QUESTIONS

Who (if anyone) should I tell about
my cryptos?
Tell your loved ones, and tell the taxman; the conversation has moved to factoring cryptocurrency into
your broader financial plan.
QUESTION
I have been dabbling in Bitcoin for the past couple of years, and although my results have been mixed, I’m concerned that my trading activities have
reached a point where I need to tell someone about what I’ve been doing. I don’t mean in a boasting, “look how clever I am” sense—rather, I need to
know how these need to be accounted for in terms of my overall financial planning, my estate, and (of course) the tax man.

Answer provided by WYNAND GOUWS, wealth manager at Gradidge-Mahura Investments
With the price of the most talked-about cryptocurrency, bitcoin, having stabilised at the $4 000 dollar level (R50 000), many investors could be licking their
wounds with the price declining by more than 50% during the last 12 months. The question many may be asking is—where to from here? While most of the
hype and speculation continues to focus on the investment case for (or against) cryptocurrencies, it may behove investors to instead consider the financial
planning implications of investing in cryptocurrencies, with a specific focus on estate and tax planning.
Let’s pause for a moment to consider the merits of appropriate planning, and look specifically at how widely cryptocurrencies are used in South Africa.
There have been a number of research papers on the use and acceptance of cryptocurrencies in this country, but it remains difficult to accurately determine the extent of investment into cryptocurrencies. However, from the various research reports, we can make the following conclusions:
•

Awareness of cryptocurrencies varies from 40% to 70% across income groups.

•

Early adopters include investors in the following sectors: information technology, financial services, marketing and advertising, and software and banking.

•

Bitcoin is by far the preferred cryptocurrency, followed by ethereum and litecoin.

•

After the early hype and ‘speculative’ investments, most investors are investing for the long term and classify themselves as ‘holders’ (long-term holders).

From research conducted by Luno among a sample of around 1 000 middle to high-income consumers, one in three respondents are invested in cryptocurrencies and one in two are interested in buying cryptocurrencies.
It is evident that there is an increased need for appropriate financial planning and the integration of cryptocurrencies into a broader financial planning
framework.

•

The emotional argument
Let’s start with the emotional argument and the importance of disclosing cryptocurrencies to family or friends to ensure that the investment does not
disappear into cyberspace with the demise or incapacity of the investor. Investing in cryptocurrencies provides many different layers of security, including:
online authentication, public wallets, private wallets (known only to the investor) and, potentially, some method of verification such as via a mobile phone.
To ensure that your investments are not lost on your passing, it is important that appropriate documentation is kept as part of the estate planning
process. At a minimum, the assets and the platform or exchange that was utilised should be included as part of your estate plan.
Furthermore, an investor with significant assets in cryptocurrencies can consider leaving the details of their crypto investments in a secure place such
as a safe or safety deposit box, allowing relatives to access these investments in case of death or incapacity. Most cryptocurrency exchanges have a policy
with respect to how they treat investments upon death.
The less-emotional question
The second, less emotional question is: should investors disclose their crypto assets in their income tax returns? The South African Revenue Service (SARS)
clarified its stance in a statement on the tax treatment of cryptocurrencies in 2018, confirming that it will continue to apply normal income tax rules to cryptocurrencies. Broadly, one can categorise crypto transactions into the following categories:
•

Generating income in the course of business: This is referred to as mining cryptocurrencies. Such income is subject to normal income tax. The person
may further be liable to register as a provisional taxpayer if the total taxable income received exceeds the tax threshold for the financial year.

•

Receiving cryptocurrencies as payment: This should be included as income for income tax purposes.

•

Investing in cryptocurrencies: If the nature of the activity is for long term investment, any potential gain or loss could be classified as capital.

Speculating in cryptocurrencies: Buying and selling cryptocurrencies with the intent of making a profit can be classified as speculating and as such this
profit or loss will be included as income.
Even though the above should provide some guidance, each case will be assessed on merit and on the intention of the taxpayer. With many investors having only invested ‘late’ in the cycle and, potentially, having made losses in either investing or speculating in cryptocurrencies, it is important to note that any
potential losses can be offset against other income or capital gains as per normal income tax rules.
Given the increased focus of various regulators on fintec, cryptocurrencies and the taxation of worldwide assets, it is only a matter of time until the
loopholes in this once ‘secret’ investment category will be tightened. Further, as per the Tax Administration Act, taxpayers may be subject to penalties,
depending on the behaviour involved, if they do not disclose their dealings in cryptocurrencies. We therefore strongly advise investors to include cryptocurrencies in both their tax and estate planning in consultation with a financial advisor or tax practitioner.
•

Do you have a question concerning any aspect of your personal finances? Pop us an e-mail to info@bellanmedia.co.za. We will select one
answer for publication in Personal Finance each month. Unfortunately, we will not be able to respond to questions individually.
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