ESTATE MATTERS

Investing offshore? You need an estate plan for this

Willie Fourie

Head of Estate and Trust Services
PSG Wealth

Since the amnesty for undeclared offshore assets in 2002/2003, exchange control in South Africa has gradually been relaxed. Currently,
individuals have a discretionary foreign investment allowance of R10 million a year. Many South African investors invest offshore to
improve their potential returns and reduce their risk. This has significant estate planning implications.

Specialist offshore estate planning is vital

Offshore estate planning involves a detailed assessment of
your worldwide assets to decide on the most appropriate
combination of estate planning structures. Unexpected tax
implications or rules of forced heirship in certain jurisdictions
can have unforeseen consequences if you do not take them
into account when you draft your will.

Your estate includes all your global assets —
irrespective of where they are

On your death, you need to have a plan to distribute your
global assets to your heirs and beneficiaries as you want them
to be distributed; and in a tax efficient way. The estate of a
South African resident consists of all your assets, irrespective
of where in the world the assets are located. However, dealing
with a South African will across various jurisdictions is often
complicated, time consuming and expensive.

You have arange of estate planning options
to fulfil your wishes

As a foreign investor, you can consider various estate planning
options:

o foreign wills

e offshore trusts and companies

e offshore investment wrappers

The table on the next page sets out the estate planning
implications of offshore trusts and investment wrappers,
compared to holding an investment account without it falling
into such a structure.

Make sure to appoint an executor

If you have a valid foreign will in which you have appointed
an executor, your executor will be responsible for passing on
your estate by applying for a grant of probate. The grant of
probate will give the executor the legal right to distribute your
estate according to your wishes. If you have not appointed an
executor in your will, the court will do so on your behalf.

Get expert advice to minimise tax

Be aware of foreign tax implications on your estate. When
your estate is distributed, your assets will be taxed according to
applicable tax laws. It is critical to get advice about different tax
regimes when drafting your will or structuring your estate, so
that you can do so as tax efficiently as possible.

Let's consider the United Kingdom (UK) as
one example:

1. The UK has a unified estate and gift tax called inheritance
tax. If you are not domiciled (permanently resident) in the
UK but have assets situated in the UK, inheritance tax will
be levied on these assets. This includes any immovable
property in the UK and shares issued by the London Stock
Exchange.

2. UK estates with a total value of up to £325 000 fall in the
nil rate band, which means that no inheritance tax will be
payable. Estates with a greater value will pay inheritance tax
on the value of the estate that exceeds £325 000 (i.e. on
the excess portion only). The UK levies inheritance tax at a
rate of 40%.

3. Fortunately, South Africa and the UK have concluded a
Double Taxation Agreement that specifically deals with
estate taxes. This means that your UK-based assets will only
be subject to inheritance tax in the UK, and will be exempt
from South African estate duties.

4. You can further minimise your tax liability if you make
certain provisions in your will. For example, if your UK-based
estate passes to your husband, wife or civil partner (who
is domiciled in South Africa) there will be no inheritance
tax to pay, even if the estate is valued at more than
£325 000. In addition, the unused nil rate band (£325 000)
of the first dying spouse will be transferred to the surviving
spouse. The surviving spouse will therefore only be exposed
to inheritance tax on their UK-based assets in excess of
£650 000 (2 x £325 000) at the time of their death.
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