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TAX PLANNING

RETIREMENT ANNUITY 
OR TAX-FREE INVESTMENT 
ACCOUNT – TWO WAYS 
TO MINIMISE YOUR TAX 
LIABILITY
By Spencer Marshall | Financial Planner | PWM Bryanston

One of my older clients was terrified of the taxman. She would often tell me 
the story of Al Capone, who was jailed not for being the boss of one of the 
most notorious gangs of all time, but on charges of tax evasion.

She would get really anxious on the 1st of July each year (when tax season 
opened) and would diligently contact her Accountant to check if her tax return 
had been submitted. She was convinced that if she did not do her return on 
time she would end up in jail, just like Al Capone.

She was, of course, 100% correct – tax evasion is illegal and a criminal offence 
which can result in either a hefty fine or imprisonment.

Examples of tax evasion include, but are not limited to, the falsification of 
information in an income tax return, a cash business failing to report the full 
amount of its income received, or a business claiming a deduction for an 
expense it did not incur or pay.

Tax efficiency, on the other hand, is a legal way for a taxpayer to minimise their 
tax liability and is the focus of this article.

Every year around this time – ahead of the tax year-end on 28/29 February – 
we remind our clients to consider taking advantage of some of the incentives 
Government has put in place to encourage us to save. We repeat this message every year to remind them 
of the products on offer if they want less of their hard-earned money and savings to land up in the hands of 
the taxman.

Two of the most tax-efficient investments are the good, old-fashioned Retirement Annuity and the much 
newer Tax-free Investment Account (which was introduced in 2015).

From a financial planning perspective, we recommend that clients fully utilise the tax benefits a retirement 
annuity has to offer before investing any excess amounts in a tax-free savings account. However, this advice 
can differ depending on personal circumstances.

RETIREMENT ANNUITIES
SARS offers an incentive to save for your retirement in the form of a retirement annuity (RA).

The law permits you to invest up to 27.5% of the higher of taxable income or remuneration, restricted to an 
amount of R350 000 p.a., into your RA, pension or provident fund and allows you to deduct the contributions 
from your taxable income, thereby reducing your tax liability. 
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Note: Any contributions made by your employer to your retirement fund must be included in the 27.5%.

If you have not reached these limits, you have until the end of February 2021 to take advantage of this tax 
saving in the 2021 tax year.

PRACTICAL EXAMPLE
John D is 52 years old and earns an annual salary of R1 million. John contributes R14 400 p.a. to a retirement 
annuity and R75 000 p.a. to his company pension fund. His employer also makes an annual contribution of 
R50 000 to his pension fund. (The employer contribution is seen as a fringe benefit and is added to John’s 
gross taxable income.)

John is considering making an additional lump sum contribution to his RA before the end of the tax year, in 
order to utilise his maximum allowable tax deduction, and wants to know how much more he can contribute 
and how much tax he will save.

John’s remuneration for the year of assessment is calculated as follows:

Salary      R1 000 000
Employer contribution to pension fund R     50 000
John’s gross taxable income   R1 050 000
Maximum allowable contribution   27.5% x R1 050 000 = R288 750

John is allowed to contribute a maximum of R288 750 to his RA and pension fund in the current year of 
assessment (he is within the R350 000 cap).

He is currently contributing R139 400 p.a. towards retirement savings and can contribute an additional R149 
350 for the year.

This additional lump sum contribution will reduce John’s tax liability by R61 233 (based on his marginal tax 
rate of 41%). So, essentially, his R149 350 lump sum investment is only costing him R88 116.

As an added incentive, growth is free of dividends tax, income tax on interest and capital gains tax when 
investing in a retirement annuity. A portion of this tax saving could then be reinvested into a tax-free 
investment account, which offers additional tax saving benefits.
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TAX-FREE INVESTMENT ACCOUNTS
Tax-free investment accounts were introduced in South Africa on 
1 March 2015, to encourage South Africans to save more. They offer 
a very low pricing structure, plus growth is free of dividends tax, 
income tax on interest and capital gains tax. A further benefit is 
that you can access these funds at any time.

Currently, you are permitted to contribute a maximum of R36 000 
per tax year with a maximum contribution of R500 000 over your 
lifetime – if you exceed either of these two parameters a penalty 
will be levied. The deadline for contributions for the 2021 tax year 
is 28 February 2021.

The benefits can be considerable over time and a tax-free 
savings account can make a valuable and flexible addition to your 
retirement income. 

Over and above the tax advantages offered by these two products, 
it is important to be aware of the annual exemptions and exclusions 
offered by SARS on your discretionary savings.

South African sourced interest received by natural persons:
Persons under 65 years       R23 800
Persons aged 65 years and older   R34 500

Capital Gains Tax annual exclusion:
Natural persons     R40 000

Next time you sit down with your financial planner, don’t forget to 
ask him or her to have a look at your overall investment portfolio 
and to assist you in structuring it in such a way that you take 
maximum advantage of the above tax incentives, and remember…

“Death, taxes and childbirth! There’s never a convenient time for 
any of them.”

― Margaret Mitchell, Gone with the Wind
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