SA increasingly a hot-spot for British retirees  foisidds = H'EMNT
— 6 things UK swallows need to know about retiring

to sunny SA shores
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From white sandy beaches, to sprawling wine farms, high-end eateries, and beautiful
mountains, South Africa is home to almost 200 000 British retirees. As confidence in
the country grows, reports predict the trend is likely to rise with more UK nationals
viewing South Africa as an attractive retirement destination, combining lifestyle appeal
with favourable cost dynamics.

But the transition is rarely straightforward as cross-border retirement planning
introduces a layer of complexity that demands careful consideration of residency rules,
asset location, tax treaties, and shifting legislative landscapes.

These considerations are best explained through a practical lens, focusing on a case
study of a UK citizen who relocated to South Africa and built a portfolio spanning both
jurisdictions.

A Dual-Jurisdiction Financial Profile

In this case, the client was a UK citizen who became a South African permanent
resident in the early 2000s, with the majority of their wealth accumulated from time in
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the UK. Their portfolio, valued at approximately R30 million, remains heavily
concentrated offshore, particularly in UK pension funds, property, and cash holdings.

This profile is not uncommon. Many expatriates retain legacy assets in their country
of origin while establishing residency elsewhere. While this may seem to offer stability,
it introduces significant tax exposure across multiple regimes.

Critically, South Africa taxes SA residents on their worldwide income. This means that
even though assets remain offshore, they fall within the South African tax net once
residency is established and are therefore subject to any double taxation agreement.

The Inheritance Tax Landscape is Shifting

One of the most significant risks relates to UK Inheritance Tax (IHT). Currently, certain
pension assets are excluded from IHT calculations. However, from 6 April 2027, UK
pension funds will be included in estate calculations, materially increasing exposure.

In the case presented, total UK assets of approximately GBP1.3 million would result
in a substantial tax liability under the new rules. After applying the available spousal
and individual allowances, the taxable estate could trigger an inheritance tax of
approximately GBP260 000 at a 40% rate.

Cross-border retirement planning therefore, needs to anticipate legislative shifts, and
not only current rules. Assets that appear tax-efficient today may become significantly
less so in the near future.

Capital Gains Tax: Navigating Dual Systems

Capital Gains Tax (CGT) is another complex area. In this case, a UK rental property
plays a central role. The property was originally acquired in 2000 and later rented out
after the owner relocated to South Africa.

When disposing of an asset like this, both UK and South African tax authorities may
have a claim, with the UK taxing gains on UK-situated property, and South Africa taxing
residents on worldwide capital gains.

However, the Double Taxation Agreement (DTA) between the two countries prevents
double taxation by allowing a credit in South Africa for tax already paid in the UK.

In practical terms, the UK CGT liability in this case was calculated at approximately
GBP7 000 (R154 000), while the South African CGT amounted to R430 000 before
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rebates and credits. After applying the UK tax credit, the final payable amount to SARS
reduced to R276 000.

This shows how the interaction between tax systems can materially affect outcomes,
and why coordinated advice across jurisdictions is essential.

The Role of Reliefs and Valuations

Another layer of complexity arises from reliefs and valuation methodologies. In this
scenario, two potential CGT approaches were considered, and it is important to get
UK tax advice to ensure correct legislation and calculations are followed:

o Private Residence Relief (PRR): Since the owner lived in the property for a
portion of the ownership period, partial relief may reduce the taxable gain.

e April 2015 Valuation: For non-residents, UK legislation allows a rebasing of
property values to April 2015, potentially lowering the taxable gain.

Each method produces different tax outcomes, and determining the optimal approach
requires detailed analysis and professional input. If you don’t have a formal historical
valuation, this can further complicate the process, so it's crucial to maintain accurate
records.

Income, Currency and Long-Term Wealth

Cross-border taxation is not limited to capital events. Rental income also attracts tax
in both jurisdictions, and assumptions around currency movements and growth rates
can influence long-term planning.

In this case, the rental property generated annual net income of £14 602 before tax. It
is important to have a plan for these funds covering tax, rental eventualities, and how
the surplus will be invested to according to one’s goals.

Strategic Decisions: Diversification and Reallocation

The case study ultimately highlights a shift towards diversification and tax efficiency,
where we reduced excess UK cash holdings and reinvested into growth assets. The
sale of the UK property was also considered in order to redeploy capital into a
diversified portfolio. We also explored options to move assets out of the UK to reduce
UK inheritance tax exposure.

These decisions reflect a broader principle: cross-border portfolios must be actively
managed, not passively inherited.
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A Coordinated Approach is Non-Negotiable

Perhaps the most important takeaway is the need for a portfolio that is actively
managed (not passively inherited) as well as integrated advice to determine the
applicable CGT methodologies.

For UK citizens retiring to South Africa, cross-border tax planning is a dynamic
environment that requires proactive management.

Informed decision-making, grounded in expert advice and forward-looking analysis,
can significantly enhance long-term financial outcomes for UK citizens looking to retire
in South Africa, while mitigating avoidable tax exposure.

top boutique | 7 krutham

Wealth Manager 2024

2017 Pr fessl nal
F}IlrlANCElAL PLANNER r I l p,‘a’“ P


https://www.privateclient.co.za/media

