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Property and Estate Planning — Why Owning Property
Personally May Not Always Be the Best Long-Term
Strategy

For many South Africans, property represents their largest asset and one of the most
important components of their wealth.

Property can provide:

o Capital growth
e Rental income

o Financial security

o Wealth creation opportunities

However, while many investors focus on acquiring property, far fewer consider how that
property should be owned from an estate planning perspective.

The reality is that the ownership structure of a property can have significant implications for:

Estate Duty

Capital Gains Tax
Estate administration
Succession planning
Asset protection
Wealth transfer

As a result, one of the most important questions property owners should ask is:

"Is my property held in the most appropriate structure for my long-term objectives?"

The Hidden Problem with Personal Ownership
When most people purchase property, they acquire it in their personal capacity.
Initially, this is often the simplest and most practical approach.

However, as property values increase over time, a new challenge emerges.

The growth in the value of the property occurs within the individual's estate.
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This means that every increase in value potentially contributes towards:
o Estate Duty exposure
o Capital Gains Tax exposure
o Estate administration complexity

For a single residential property, this may not be a major concern.

For individuals who own multiple properties or large property portfolios, the implications can
become significant.

Understanding Estate Growth
Consider the following example:
At Purchase

Property Value: R2,000,000

Twenty Years Later
Property Value: R8,000,000
The increase of R6,000,000 has occurred within the owner's personal estate.

If multiple properties are involved, this growth can substantially increase the size of the estate
and the associated tax exposure upon death.

This is one of the reasons why estate planning often focuses on managing future growth
rather than simply dealing with existing assets.

The Liquidity Challenge

Property creates another estate planning problem.
Property is valuable, but it is not liquid.
When a person dies, the estate may require cash to settle:

o Executor's fees

o Estate Duty

o Capital Gains Tax

e Outstanding debt

e Administration costs

Unfortunately, a property cannot be sold overnight.
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In many cases, families are forced to sell assets simply to generate the cash required to settle
estate liabilities.

This may result in:
o Delays
e Financial stress
e Reduced negotiating power
o Forced sales below market value

Proper estate planning seeks to avoid these situations.

Property and the Estate Administration Process

When property is owned personally, it generally forms part of the deceased estate.
Before beneficiaries can inherit the property:

The estate must be reported.

An Executor must be appointed.

Tax affairs must be finalised.
The property transfer process must be completed.

Given the delays currently being experienced within the estate administration system,

beneficiaries may wait many months before ownership can be transferred.

This can create significant uncertainty for families.

Alternative Ownership Structures

As wealth grows, some individuals begin exploring alternative ownership structures.
Examples may include:

o Family Companies

e Family Trusts

o Family Company and Trust structures

The objective is not simply to reduce tax.

The objective is to improve succession planning, wealth preservation, and long-term asset
management.
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Property Held Through a Family Company
One commonly used structure involves a family company owning the property.
In this scenario:
e The company owns the property.
o Family members own shares in the company.
e Succession planning occurs through the ownership of shares.
This creates several potential advantages.

Simplified Succession Planning

Instead of dealing with multiple properties, ownership is represented through company
shares.

Continuity

The company continues to exist regardless of changes in family circumstances.
Centralised Management

Multiple properties can be administered through a single structure.

Wealth Preservation

Future generations can participate through share ownership rather than direct property
ownership.

Property Held Through a Family Trust

A trust structure may also be considered in appropriate circumstances.
Potential benefits may include:

e Long-term succession planning

e Asset protection

o Protection for minor beneficiaries

e Separation of ownership and control
e Preservation of family wealth

Trusts are particularly useful where the objective is to preserve assets across multiple
generations.

However, trusts also involve ongoing compliance and administrative responsibilities.
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The Family Trust and Family Company Combination
Many sophisticated estate plans combine both structures.

A common arrangement may involve:

Family Trust

Owns the shares in

Family Company

Which owns the properties.

This structure may provide:

Long-term continuity

Succession planning benefits

Centralised administration
Wealth preservation opportunities

The suitability of such a structure depends entirely on the family's circumstances and
objectives.

When Restructuring May Be Considered

Individuals often begin considering restructuring when:

Property values have increased significantly.
Multiple properties are owned.

Estate Duty exposure is growing.

Succession planning becomes important.
Family wealth preservation becomes a priority.

However, restructuring should never be undertaken without proper professional advice.
The tax consequences can be substantial if transactions are not structured correctly.
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Looking Beyond Today
One of the most common mistakes property investors make is focusing solely on acquisition.
They ask:

e What property should | buy?

e How much rental income will | earn?

e What growth can | expect?

Far fewer ask:

o How will this property ultimately be transferred?
e What will happen upon my death?

Will my family inherit the property efficiently?
What taxes and costs may arise?

Estate planning encourages investors to consider the entire lifecycle of an asset.

Property Is Often a Family Asset

Many property investors ultimately intend their properties to benefit:
e Their spouse
e Their children
e Their grandchildren

If that is the objective, then succession planning should form part of the investment strategy
from the beginning.

The longer a property portfolio is held, the more important these considerations become.

The Bigger Picture

Property is often one of the most effective wealth-building tools available.

However, building wealth is only part of the journey.

The real challenge is ensuring that wealth can be transferred efficiently to future generations.

The ownership structure of a property can have a significant impact on whether this objective
IS achieved.

Estate planning therefore requires individuals to look beyond the property itself and consider
how it fits into the broader family wealth strategy.
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Final Thoughts

Property can be a valuable asset, but it can also create estate planning challenges if ownership
structures are not carefully considered.

As property portfolios grow, factors such as Estate Duty, Capital Gains Tax, liquidity,
succession planning, and wealth preservation become increasingly important.

A well-structured estate plan seeks to ensure that property remains an asset for future
generations rather than becoming a source of complexity and cost.

The objective is not simply to own property.

The objective is to ensure that the wealth created by that property can be preserved and
transferred efficiently.

In the next article, we will explore a powerful restructuring mechanism that is often used
when transferring assets into a company as part of an estate planning strategy:

Part 12: Section 42 Asset-for-Share Transactions — A Powerful Estate Planning Tool for
Property Owners and Business Families

Adviser's Note

This article intentionally avoids recommending trusts or companies as universal solutions.
Instead, it introduces the planning concepts and creates the need for Part 12, where you can
explain how Section 42 of the Income Tax Act may allow certain assets, including property,
to be transferred into a company structure without immediately triggering Capital Gains Tax
or Transfer Duty, provided the transaction is structured correctly. This is where the estate
planning series becomes particularly powerful and differentiates your expertise from
traditional financial planning content.
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FinEd - Empowering Better Financial Decisions Through Education

This article is intended for educational purposes only and should not be construed as
financial, tax, accounting or legal advice. Professional advice should be obtained before
implementing any financial strategy.
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