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Tax free savings accounts (TFSAs) were � rst 
introduced in South Africa in March 2015 to 
encourage household savings. Neither income 

earned nor capital gains are taxed in these savings 
accounts. � e annual allowance for TFSAs was raised 
in the 2018 tax year from R30 000 to R33 000 per 
annum, with a capped lifetime limit in contributions 
of R500 000.

� e decision of where best to allocate the R33 000 
annual allowance is not always an obvious one for 
investors. � e most tax e�  cient use of a TFSA is in 
fact investing in the tax free class of a listed property 
unit trust. � is is because Real Estate Investment 
Trust (REIT)1 listed property investments generate a 
high pre-tax and growing income stream. Taxation of 
REIT dividends occurs in the hands of the investor 
who is taxed at his or her marginal tax rate and which, 
in a TFSA, is then tax free.

In comparison, equity investments generate a lower 
dividend yield, paid from a� er-tax company pro� ts 
and received a� er a 20% dividend withholding tax is 
deducted. But, an investment in an equity TFSA does 
not see a recoupment of the company tax rate paid. 
Bond and money market income yields are taxed 
as interest and are exempt from tax up to a certain 
amount, and then attract the marginal tax rate. � ere 
is no inherent underlying growth in income from 
these investments.

Best for long-term investments with 
high expected returns
Currently investors are not able to switch between 
TFSA funds and therefore investments should have a 
long-term horizon versus shorter-term savings, such 
as paying for a holiday or car. If investors decide to 
withdraw funds from a TFSA, they will not be able to 
re-invest that money as part of their R33 000 per year 
or R500 000 lifetime limit, so leaving the investment 
as long as possible and maximising growth through 
compounding income will result in the maximum tax 
savings bene� t.

Wealth creation through the compounding of 
income returns is exactly what an investment in listed 
property provides for the patient investor. Saving 
on taxes materially enhances this compounding 
phenomenon. Over the past 10 years, listed property 
has delivered the highest total returns when compared 
to other asset classes, having returned 13.6% over the 
last 10 years, with projected total returns of around 
12% to 15% per annum over the next three years.

The compounding effect 
of growing distributions 
Compounding income (ie the returns on reinvested 
income) added more than 3.5% pa to total returns over 
the last 10 years. In other words, if you had reinvested 
your income instead of withdrawing it each year, you 
would have boosted your total return by 3.5% pa, 
thereby realising total returns of 13.6% pa, rather than 
10% if you had withdrawn your income each year.

Tax advantages of REITs
REIT legislation was recently enacted which 
entrenched the principal of income � ow-through for 
those JSE listed property investment vehicles classi� ed 
as REITs. As a result, REITs pay minimal tax within 
the company if at least 75% of the property income 
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CHART 1        SOURCE OF RETURNS: LISTED PROPERTY VERSUS EQUITY*

TABLE 2        TAX SAVED: LISTED PROPERTY VERSUS EQUITY*

Listed Property 18% 26% 31% 36% 39% 41% 45%
Tax on Dividends 88 544R          127 896R       152 492R       177 087R       191 844R       201 683R       221 359R       
Capital Gains Tax 29 813R          43 063R          51 345R          59 626R          64 595R          67 907R          74 533R          
Total Tax Saved in TFSA 118 357R       170 959R       203 836R       236 713R       256 439R       269 590R       295 891R       

Equity 18% 26% 31% 36% 39% 41% 45%
Dividend Withholding Tax 45 407R          45 407R          45 407R          45 407R          45 407R          45 407R          45 407R          
Capital Gains Tax 48 884R          70 610R          84 189R          97 768R          105 915R       111 347R       122 210R       
Total Tax Saved in TFSA 94 291R         116 017R       129 596R       143 175R       151 322R       156 754R       167 617R       

Marginal Tax Rate of Investor

Marginal Tax Rate of Investor

*(numbers based on assumed scenarios in Table 1 and Chart 1)

is distributed to investors, leading to higher taxable 
income in the hands of the investor. � is contrasts 
with equity investments, where companies are subject 
to 28% corporate tax before paying out a dividend 
to investors, which is then taxed at a � at dividend 
withholding tax rate of 20%. It is only the 20% 
dividend withholding tax that can be saved in a TFSA. 

Illustrative example
In a simpli� ed example, we compare the tax savings in 
a TFSA with an underlying investment of equity versus 
listed property. In the example (see Table 1), we assume 
that both asset classes give the same pre-tax total return 
to investors of 12.5% pa. However, the returns di� er in 
the income and capital components. Historically, listed 
property has derived more than half of its returns from 
its income and the remainder from capital. Equity on 
the other hand, pays a lower dividend yield but has 
historically shown higher capital growth. 

 We assume the following: 
TABLE 1

Asset Class Dividend 
Yield

Capital 
Return

Total 
Return

Listed property 6.5% 6.0% 12.5%

Equity 3.0% 9.5% 12.5%

 In Chart 1 (see above): 
• An investor saves his/her maximum of R33 000 per 

year for 15 years, saving a total of R495 000, just 
short of the R500 000 lifetime limit

• All dividends are re-invested 
• Both funds earn the same total return of 12.5% pa, 

resulting in a � nal value of R1.44m a� er 15 years
• It is assumed that the taxpayer has not used his/her 

annual capital gains exclusion of R40 000

As a result of the di� erent tax treatment of 
income and capital gains, and the REIT dividends 
versus equity dividends, the tax savings in each 
fund di� ers as outlined in the Table 2 (above). 

At the end of the period, when comparing what 
an investor would have generated in an ordinary 
investment (not a TFSA), a listed property investor 
in the highest tax bracket would have been taxed 
45% on the REIT dividends earned by the listed 
property portfolio, resulting in R221 359 in taxes 
(see Table 2). Additionally, they would be taxed 
R74 533 in capital gains if they were to liquidate, 
resulting in total tax of R295 891. In comparison, 
an equity investor would have attracted R45 407 
in dividend withholding taxes at a flat rate of 20%, 
and R122 210 in capital gains, resulting in total 
taxes of R167 617. Therefore an investment in a 
listed property TFSA enjoys a greater tax saving 
than an investment in an equity TFSA. 

� e overall result is that, in all tax brackets, the 
tax savings in listed property as an underlying 
investment for a TFSA is greater, and this only 
increases as an investor’s marginal tax rate 
increases. It is worth noting that although the 
e� ective tax rate appears higher for REITs, this is 
because minimal tax is paid in the company. 

Listed property is a clear front runner
 Listed property is particularly well suited to o� er 
the most tax bene� ts for investors opting to save 
money via TFSAs. In addition, there are signi� cant 
bene� ts of compounding total returns when re-
investing the higher income yield generated by 
listed property over a longer-term horizon. 

1A Real Estate Trust (REIT) is a listed property investment vehicle 
that publicly trades on the JSE REIT board and qualifies for the 
REIT tax dispensation

 *(numbers based on assumed scenario in Table1)


