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There are various reasons why South African investors choose to invest money offshore
which includes diversification of your investment portfolio, foreign currency exposure,
concerns about the current economic state of our country or planning to emigrate in a
few years’ time.

This article provides you with information on how you can invest offshore. It is however of utmost importance to take
your personal circumstances into consideration and to discuss the options with a qualified financial adviser to ensure
that you choose the correct offshore investment strategy for your specific needs.

FOREIGN INVESTMENT ALLOWANCE
South Africa is subject to Exchange Control Regulations, i.e. the flow of money both in and out of South Africa is
‘controlled’. In the 2015 national budget speech, Treasury announced that the annual foreign investment allowance
for individuals would increase from R4 million to R10 million, while an additional discretionary allowance of R1 million
per annum would still apply. The discretionary allowance may be used for offshore purchases (direct and online),
offshore travel and/or investment purposes. Thus, each individual may externalise a total of R11 million offshore, less
any offshore spend.
The individual foreign investment allowances are currently available for natural persons who are taxpayers in good
standing and over the age of 18 years. Natural persons are regarded as South African residents if they are domiciled
or registered in South Africa for income tax (for example if they were born in South Africa and lived in the country
all their life) or foreign nationals who have taken up permanent residency in South Africa and have been living in the
country for more than five years.
Local trusts, closed corporations, partnerships, foundations, clubs, natural persons under the age of 18 years and
natural persons who are not taxpayers in good standing, does not qualify for the foreign investment allowance.
South African companies can make outward foreign direct investments into companies outside the Common
Monetary Area up to R1 billion per company per calendar year through any Authorised Dealer but may not make
passive investments offshore.
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OBTAINING SARS APPROVAL
If you intend to make use of your once-off R1 million discretionary annual allowance, you only need to notify the South
African Revenue Services (SARS) that you are using this allowance by completing a form.
In order to transfer amounts exceeding R1 million offshore, investors are required to obtain a SARS Tax Clearance
Certificate (“TCC”). Once SARS has confirmed that they are satisfied with your application and that your tax affairs
are in order, they will issue you a clearance certificate. SARS also issues a PIN that can be provided to third parties for
verification of the tax compliance status at any given time.
If an investor wishes to transfer more than R11 million per annum offshore, they can request special clearance from
the South African Reserve Bank (SARB) to do so.
Once the tax clearance has been obtained, the investor can convert their Rand to the foreign currency in which they
choose to invest. This conversion can be done through a bank or any authorised foreign exchange service provider.

HOW DO I INVEST OFFSHORE?
Investors can invest in offshore investment funds using either a local or an offshore service provider (referred to as an
administrator or trading platform). The documentation required in order to facilitate the investment will depend on the
service provider as well as the country in which the service provider is domiciled. The underlying investment structure
and chosen investment currency will also affect the information required.
Most service providers offer investment funds in US Dollars (USD), British Pounds (GBP) and Euros (EUR), while others
offer additional currency options like Australian Dollars and Swiss Francs. One can also choose a different reporting
currency than the investment currency.

Navigating the legal and tax issues involved in
investing offshore requires the services of a
business which are accredited and have highly
experienced financial advisors.

“To invest with success, you must be a long-term investor.”
- Johan Clifton Bogle
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OBTAINING OFFSHORE EXPOSURE
Offshore exposure can be obtained or direct offshore investments can be done in various ways. For example, you can
invest in foreign currency in offshore funds or you can invest in Rands (which requires no SARS approval) with using a
Rand Feeder Funds or doing an asset swop. Let’s explain this in more detail.
FOREIGN CURRENCY OFFSHORE FUNDS
Direct offshore investments (unit trusts, individual stocks, ETFs, commodities, etc.), offer individuals the opportunity to
invest in offshore asset classes by converting their Rands into foreign currency and physically transferring money offshore.
The money is then invested in an offshore investment structure through either a local or an offshore administrator.
Investors can also approach an offshore investment manager directly but there are challenges for example the offshore
investment manager may require a high minimum investment amount for direct investments and there is an extensive
range of offshore investment managers available which can be confusing to an investor.
RAND-DENOMINATED OFFSHORE FUNDS
Rand-denominated offshore funds (also known as an Asset Swap or Feeder Funds) offer individuals and local entities
the opportunity to invest in offshore asset classes through a locally administrated unit trust that invests in offshore
assets. Thus, there is no need for the investor to convert their Rands into foreign currency as the investor is effectively
using the unit trust’s offshore allowance instead of their own. There is also no limit on the amount that you may invest
through a Rand-denominated offshore fund as you do not require any SARS tax clearance for these investments. The
investment returns as well as the reporting of the investment is done in Rands. Any funds added to the investment or
withdrawn from the investment, is also in Rands.
OFFSHORE PRODUCTS
Except for direct offshore investments, there are also other offshore products that you can invest in, like a life wrapper
or an international retirement plan. Each product differs with regards to liquidity, income tax, fees and currencies. Let’s
compare two products e.g. a unit trust versus a life wrapper to illustrate some of the differences. Please note that it is
not a fully inclusive list of the differences and the terms and conditions may differ per product provider.

“Reflective thinking turns experience into insight.”
- John Maxwell
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TYPE OF
INVESTMENT
Beneficiary

Term

UNIT TRUST

LIFE WRAPPER/OFFSHORE ENDOWMENT
POLICY*

No beneficiary can be nominated.

Can nominate a beneficiary/ies
for ownership or proceeds.

Investment is fully liquid.

There is no term attached to the policy, but
restrictions apply in the firs 5 years. Subsequent to
5 years, it is open ended.
•

Additional
Contributions

No restrictions (other that it has to be within your •
annual foreign investment allowance).
•

Surrenders

Tax on Growth

CGT on Surrenders
and/or Switches

•

Estate Planning

•
•

First 12 months: No restriction on additional
contributions.
Second year: 120% rule applies (e.g. Up to
120% of first year’s contributions).
Thereafter: Max of 120% of highest annual
contribution of previous 2 years.

Allowed at any time.

One or multiple surrenders allowed (depending
on the administrator). Surrender may not exceed
capital plus 5% compound growth per annum.

Growth (e.g. interest and dividends) is fully
taxable in the hands of the investor.
Please refer to the CGT clause below as well.

Five funds approach applies e.g. tax is deducted
within the policy. Investment returns are
taxed at a fixed income tax rate of 30% for
individual policyholders (and 28% for corporate
policyholders). No income tax on roll up funds.

Your tax liability will depend on your personal
circumstances and where you are domiciled or
resident for tax purposes. Consult your own tax
adviser to consider the income and other tax
consequences of investing in the unit trust.
Tax reporting is provided in the
form of statements, not certificates.

The effective tax rate for capital gains is 12% for
individual policyholders and 22.4% for corporate
policyholders. The potential capital gain or loss is
calculated by using the base cost in the functional
currency. This is converted into Rand using the
spot exchange rate at disposal. It is important to
note that all tax administration is taken care of by
the administrator, the investor is not responsible
for the payment of the applicable taxes in his/ her
personal capacity.

Asset to be included in the estate if the
investment is in the name of individual. If
it is in the name of a Trust, no estate duty
implications.
Executors’ fees are applicable.
Might require an offshore will depending
on the jurisdictions of where the assets are
held. Cross-border estates require careful
planning and it is always recommended that
a professional is consulted to advise on the
most appropriate will structuring.

•
•
•
•
•

Deemed asset in the estate if in name of
individual. If in the name of Trust, no estate
duty implications.
No estate duty when spouse nominated as
a beneficiary. Spouse will pay estate duty at
death.
Proceeds are not frozen and transferred
directly to beneficiaries.
No executors’ fees when beneficiaries were
nominated.
Not impacted by your will.

*Please note: Terms and conditions may differ per product provider.
MORE INFORMATION
If you have any question regarding our Research, Investment Consulting,
Wealth Management, Reporting or Treasury Solutions services please contact us today.
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We have a stable of accredited and highly experienced financial
advisors at GraySwan who know how important your dreams are.
The beginning of your journey is literally one step away.

TANIA THERON
Cape Town
tania@grayswan.co.za

GREGOIRE THERON
Johannesburg
greg@grayswan.co.za

MART-MARIE DE JONGH
Cape Town
martmarie@grayswan.co.za

BRAAM BREDENKAMP
Johannesburg
braam@grayswan.co.za

Wealth Management
Treasury Solutions
Risk Cover

Truly Independent
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