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Real-life case study 2

Optimising offshore
exposure for a
South African trust

Background

In the first case study, we explored how Susan, an elderly widow,
restructured her estate to ensure liquidity upon her death, optimise tax
efficiency and facilitate the smooth transfer of wealth to her son, Michael,
and his family. She chose to liquidate her local share portfolio and
reinvest the proceeds into several Ninety One Life Portfolios. Importantly,
Susan designated her inter vivos trust — of which both she and Michael
were beneficiaries — as the nominated beneficiary.

Following Susan’s passing, the inter vivos trust inherited the matured
policy wrappers (the remaining term falls away on death), allowing for a
seamless transition. As the trust had been nominated as the beneficiary
of the various policies, this arrangement avoided executor’s fees and
Master’s Office involvement. Furthermore, no additional CGT was
triggered at death, as the policies rolled over CGT neutral from Susan,
the deceased policyholder, to the new owner - the inter vivos trust.
With the structure preserved and the trust now holding the investments,
attention turned to Michael, the trust’s beneficiary. While Susan had been
comfortable with local assets, Michael was looking to diversify globally.
As a high-earning professional with a marginal tax rate of 45%, his
strategy would need to be tax-smart and carefully structured.
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Challenges and objectives

The challenge was clear: how could the South African trust, now
holding the matured Ninety One Life Portfolio,' gain offshore exposure
in a tax- and cost-efficient manner? As SA trusts do not qualify for
approved international transfers (AlTs), Michael had to consider other
ways to achieve offshore diversification. In this case study, we focus on
two options:

— A feeder fund within the policy wrapper?

— An asset swap implemented either via a direct
stockbroker account or a global investment platform

Both routes carry distinct implications for tax, costs, flexibility and long-
term outcomes. We first explore the benefits and drawbacks of these
two offshore options and then illustrate the impact through two 10-year
modelling scenarios.

Feeder fund

A feeder fund provides exposure to offshore assets through a rand-
denominated unit trust that feeds into a direct offshore fund. Capital gains are
calculated in rands - including rand depreciation - but taxed at a favourable
CGT rate of 12% within the policy wrapper. This structure is especially cost-
effective when managed as part of a broader family investment strategy such
as Ninety One Family Office.

Key benefits of a feeder fund:

— Reduced tax rate: CGT is fixed at 12% within the policy (versus 36% for
the SA trust).

— Simplicity and speed: no offshore exchange clearance required; the
trust can simply switch the policy wrapper’s investments into a feeder
fund (CGT of 12%).

— Popular offshore funds: these are typically available via feeder funds.
— Efficient cost structure: no asset swap fee or custody charges apply.

— Estate-planning benefits: no executor involvement or CGT on death if
the investment is retained in the wrapper with a nominated beneficiary.

Drawbacks:
— More limited investment options are available than via an asset swap.

— Full rand depreciation is included in the capital gains calculation.

1. While the trust inherited several Ninety One Life Portfolios, each with different underlying investments, this case study refers to a single
policy wrapper for simplicity and consistency in the analysis that follows.
2. Please note that investors in the Ninety One Life Portfolio are subject to an offshore exposure cap of 45%.
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Asset swap

In our case study, the SA trust also has the option to obtain offshore
exposure by making use of an asset swap facility — effectively exchanging
rand-denominated investments for foreign-denominated investments.
This can be implemented either via a stockbroker (outside a policy
wrapper) or through a global platform, where the investment may be
housed within a global wrapper.

Key benefits of an asset swap:

— Capital gains are calculated in hard currency and then converted to
rand using the exchange rate at the time of disposal.® This means that any
rand depreciation over the investment period is effectively excluded from
CGT, with only the market growth in hard currency included in the
capital gains.

— Broader investment choice - assets swaps via a stockbroker or global
platform typically offer a wider range of investment options.

Drawbacks:

— More complex to implement and manage, especially when accessed
via a global platform, with added documentation, intermediaries and
regulatory steps.

— Higher overall costs, including additional asset swap fees (typically
0.25-1%), platform charges, and possible custody or brokerage fees.

— Higher effective tax rate, with CGT of 36% if the trust invests directly
via a stockbroker and not within a policy wrapper.*

— No tax benefit for companies, as gains are taxed in full and rand
depreciation is included in the CGT calculation when using an asset
swap facility.

— Potential balance sheet risk, particularly when offshore custodians are
involved, adding operational and regulatory complexity.

— Minimum deal sizes often apply, making this option less efficient for
smaller investments.

3. You can also use the average exchange rate in the year of the disposal.
4. Given Michael’s marginal income tax rate of 45%, it is assumed that the trust does not apply the conduit principle to distribute gains to him
for taxation in his personal capacity.
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Evaluating offshore exposure
outcomes: feeder fund versus
asset swap

To assess the differences between feeder funds and asset swaps for the
South African trust, we modelled two scenarios using a base investment
of R25 million over a 10-year period. In both cases, we assumed an 8%
annualised return, with 50% of the growth attributable to hard currency
returns and 50% to rand depreciation. Costs and tax implications were
factored into the outcomes based on the offshore route selected.

Figure 1: Feeder fund within a policy wrapper vs. asset swap via a stockbroker -

both held by an SA trust
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Where 50% of the return comes via ZAR depreciation

Source: Ninety One, for illustrative purposes only.

Despite the asset swap excluding rand depreciation from the capital
gains calculation, the 36% CGT rate applied to the trust investment
significantly reduced its net value. In contrast, the feeder fund - taxed at
12% within the policy wrapper - benefited from both a lower tax rate and
reduced costs, leading to a stronger long-term outcome.
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Figure 2: Feeder fund within a policy wrapper vs. asset swap via a global platform within a
global policy wrapper - both held by an SA trust
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Where 50% of the return comes via ZAR depreciation

Source: Ninety One, for illustrative purposes only.

In this scenario, the asset swap was executed via a global investment
platform and benefited from capital gains calculated in hard currency
and taxed at 12% within a global policy wrapper. However, the additional
layers of cost, typically associated with global platforms, eroded much of
the CGT advantage. In contrast, the feeder fund remained more efficient
due to its simpler fee structure and overall cost effectiveness.

Broader modelling insights

We have conducted extensive modelling across a range of return
scenarios and currency assumptions. In general, feeder funds tend to
outperform asset swaps in most market conditions, largely due to their
lower costs and more predictable structure. Asset swaps may deliver
better results in specific cases - such as when rand depreciation
accounts for 80% or more of the total return® (typically in the case of
asset swaps via a stockbroker). Feeder funds are also more suitable
across a wider range of deal sizes, whereas asset swaps - particularly

those executed via global platforms — generally require larger investment
amounts to offset the impact of higher fees.

5. To put this figure into perspective: in our modelling example, an 8% total return assumes that 6.4% of that came from currency depreciation.
Itis worth considering how likely it is for that level of rand weakness to persist over the long term.
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Key learnings

within the life policy structure created by Susan not
only preserves tax advantages but also allows for
efficient offshore exposure via feeder funds.

| Understand the wrapper: retaining the investment

point: despite being rand-based, feeder funds can
outperform asset swaps in most scenarios when
accounting for tax, cost and scale - especially when
used within a policy wrapper.

| Feeder funds are often the most effective starting

Align structure with objectives: Susan’s decision to

| prioritise tax efficiency and estate planning created
the flexibility for Michael’s offshore ambitions to be
implemented with minimal complexity.

Plan with purpose: the chosen route to offshore

| exposure — whether via feeder funds or asset swaps
- can significantly affect long-term value. As we often
say: with an asset swap, you pay a certain fee for an
uncertain outcome, while feeder funds tend to offer a
more consistent and predictable path.

Our next case study will explore additional offshore planning opportunities once assets are
distributed from a South African trust - either to a beneficiary or to an offshore trust.

Visit our Ninety One Masterclass hub where we explore key financial planning topics.
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Important information

Allinformation provided is product related and is not intended to address the circumstances of any particular individual
or entity. We are not acting and do not purport to act in any way as an advisor or in a fiduciary capacity. No one should
act upon such information without appropriate professional advice after a thorough examination of a particular
situation.

This is not a recommendation to buy, sell or hold any particular security. Where the fund invests in foreign securities,

it may be exposed to specific material risks, such as potential constraints on liquidity and the repatriation of funds,
macroeconomic risks, political, foreign exchange, tax and settlement risks; and potential limitations on the availability
of market information. Collective investment scheme funds are generally medium to long term investments and the
manager, Ninety One Fund Managers SA (RF) (Pty) Ltd, gives no guarantee with respect to the capital or the return of
the fund. Past performance is not necessarily a guide to future performance. The value of participatory interests (units)
may go down as well as up. Funds are traded at ruling prices and can engage in borrowing and scrip lending. The fund
may borrow up to 10% of its market value to bridge insufficient liquidity. A schedule of charges, fees and advisor fees
is available on request from the manager which is registered under the Collective Investment Schemes Control Act.
Additional advisor fees may be paid and if so, are subject to the relevant FAIS disclosure requirements. Performance
shown is that of the fund and individual investor performance may differ as a result of initial fees, actual investment
date, date of any subsequent reinvestment and any dividend withholding tax. There are different fee classes of units
on the fund and the information presented is for the most expensive class. This fund may be closed to new investors in
order to be managed in accordance with the mandate.

Fluctuations or movements in exchange rates may cause the value of underlying international investments to go up or
down. Where the fund invests in the units of foreign collective investment schemes, these may levy additional charges
which are included in the relevant Total Expense Ratio (TER). A higher TER does not necessarily imply a poor return, nor
does a low TER imply a good return. The ratio does not include transaction costs. The current TER cannot be regarded
as an indication of the future TERs. Additional information on the funds may be obtained, free of charge, at www.
ninetyone.com. The Manager, PO Box 1655, Cape Town, 8000, Tel: 0860 500 100. The scheme trustee is FirstRand
Bank Limited, RMB, 3 Merchant Place, Ground Floor, Cnr. Fredman and Gwen Streets, Sandton, 2196,

tel. (011) 3016335. A feeder fund is a fund that, apart from assets in liquid form, consists solely of units in a single fund
of a collective investment scheme which levies its own charges which could then result in a higher fee structure for the
feeder fund. Ninety One SA (Pty) Ltd is a member of the Association for Savings and Investment SA (ASISA).

Certain Ninety One funds are offered as long-term insurance policies issued by Ninety One Assurance Limited,
aregistered insurer in terms of the Long-term Insurance Act 52 of 1998.

This communication is the copyright of Ninety One and its contents may not be re-used without Ninety One’s prior
permission. Ninety One Investment Platform (Pty) Ltd and Ninety One SA (Pty) Ltd are authorised financial services
providers. Issued, June 2025.

Contact information

Visit our website at www.ninetyone.com for more information on
our range of funds and portfolio products.

Please contact our Advisor Service Centre on telephone:
0860 444 487.

Alternatively, please contact your Ninety One investment consultant.
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