International Portfolio Bond
Tax Advantages
For those moving to the UK and returning UK expatriates

Six Tax Benefits
of an International
Portfolio Bond for
Investors with a UK
Connection
This document outlines the key UK tax benefits of holding an
international portfolio bond as an expatriate investor.
A portfolio bond can be used as an international savings platform
whilst living overseas, and has tax benefits when held by investors
who are already UK residents or intend on becoming so in the
future. This could be on a short-term basis whilst employed in
the UK, or as an expat returning to the UK after a period of nonresidency.
A portfolio bond is used as a long-term savings vehicle, which
is adaptable to the different stages of the investor’s lifetime. For
example, an investor working overseas may open a portfolio bond
with their accumulated surplus income, and further wealth can be
added as additional premiums at a later date. Upon retirement, or
at an earlier time in which withdrawals are needed, the investor
can withdraw a regular income or lump sum.
Once the investor is decumulating their wealth, asset protection
and succession planning may become more of a priority.
Therefore, having control over assets and being able to give
access to wealth to the right people at the right time is important,
and this can be achieved by investing into a portfolio bond.
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As well as the six main UK tax benefits
which are detailed in this guide, a portfolio
bond has the following non-tax benefits:

Holds a wide range of financial assets such as cash, mutual
funds, shares and bonds within an administratively simple
platform;
Multi-currencies available;
Option to appoint a professional fund adviser;
Simplified Anti-Money Laundering for ongoing administration;
Ability to flee to cash in uncertain markets, and reinvest
quickly;
Reduced dealing terms and ability to access investments which
may not usually be available to retail investors;
Ability to transfer and consolidate a range of existing financial
assets (such as shares);
View the portfolio bond account online and access valuations;
Potentially easy to hold in trust.
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1. GROSS ROLL UP
Directly held investments (such as equities or funds)
can generate interest or dividends in their own right
and will be subject to immediate taxation in most
countries. These investments may also be subject to
taxation when sold, similar to capital gains tax.
The portfolio bond is essentially a wrapper to place
around underlying liquid assets. The assets are
owned in the name of the portfolio bond provider
and the investor owns the portfolio bond wrapper.
As a result, the assets may grow in value, be sold for a
profit and/or generate income, generally with no tax
consequences to the investor who simply sees the
wrapper increase in value. UK resident policyholders
should be mindful that holding individual shares and
other highly personalised assets can create an annual
tax charge known as a deemed gain. By endorsing
the policy and removing these assets before
becoming UK resident, the deemed gains tax charge
can be avoided.
If investments are held within an portfolio bond
wrapper, liability to income tax or capital gains
tax can be deferred in the UK and in a number of
other countries. This is known as ‘gross roll up’ or
‘tax deferral’. In the UK, the gain on a portfolio bond
is subject to income tax rather than capital gains
tax. However, it is only when withdrawals are made
as a resident of a country that applies tax to such
wrappers, that a liability arises. The USA is an example
of a country where gross roll up does not apply.

4

International Bond Tax Advantages © All rights reserved.

KEY BENEFITS OF GROSS
ROLL UP

CASE STUDY 1 - PETER

The portfolio bond has the potential to grow more
quickly than an investment which is taxed year by
year.

Peter is a 50-year-old expatriate working in Hong
Kong on a three-year contract. He wants to build
wealth and put aside an initial lump sum, and add in
further contributions from half-yearly bonuses in the
future. Peter has an initial HKD 900,000 to invest.

Once inside the bond, assets can grow virtually free
of tax* until a chargeable event occurs. A chargeable
event may be death of the final life assured, partial
withdrawals which exceed the 5% tax deferred
allowance, maturity or a full surrender of one or more
segments.

Peter wants to invest in a tax-efficient investment
product. The adviser recommends an international
portfolio bond as the solution because it is portable,
flexible and benefits from gross roll up.

*except for any non-recoverable withholding taxes
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2. TAX-EFFICIENT
WITHDRAWALS
For UK residents, under tax law applicable to
portfolio bonds, it is possible to withdraw the
original invested capital at a maximum of 5% per
annum with no immediate tax liability. The figure
is cumulative and if not used one year, it can roll
over to the next. The 5% tax deferred withdrawal
ceases when 100% of the original capital has been
returned. By definition, the remaining value must
be accumulated income and capital gains, and so
may be subject to UK taxation if the owner is a UK
resident and chooses to take further withdrawals.
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A portfolio bond is established as a series of
identical segments, and the greater the investment
value, the greater the number of segments should
be, to provide the most flexibility. Withdrawals can
be made either by partially withdrawing across
all segments, or by surrendering whole segments,
depending on which is more tax efficient at the time.

A partial withdrawal across all segments in excess
of the 5% tax deferred allowance would produce
a chargeable gain on the next policy anniversary,
whereas a full surrender of segments is taxable
immediately. This can be very important for a
returning expatriate who may be a UK resident
before the next policy anniversary.

KEY BENEFITS OF 5% TAX DEFERRED
WITHDRAWALS
100% of the invested capital can be withdrawn without an
immediate tax charge.
If the 5% allowance is not used one year, it can roll over to the
following years.

CASE STUDY 2 - HEIDI
Heidi is a 40-year-old UK expatriate based in the UAE who
invested £300,000 on 1 March 2015. She returns to the UK in April
2018 (during the fourth policy year) and requires a regular income
to fund her retirement.
Heidi has not made any withdrawals during her time abroad. She
does not want to take the 20% (5% for 4 years) unused allowance
of £60,000 and wants to consider the options for fixed regular
withdrawals. The options to choose from with no immediate tax
charge could include;
£15,000 per annum (5% of £300,000) for 20 years) or
£12,000 per annum (4% of £300,000) for 25 years) or

5%
of £300,000

£9,000 per annum (3% of £300,000) for 33 years).
The cumulative surplus from the previous years can be taken at
any time.

FOR THE NEXT
20 YEARS

4%
of £ 300,000

FOR THE NEXT
25 YEARS

3%
of £300,000
FOR THE NEXT
33 YEARS
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3. TIME APPORTIONMENT
Time apportionment relief reduces the amount of the
gain subject to tax proportionately for the number
of days the owner has been a non-UK resident
compared to the number of days of bond ownership.
The relief is always applied back to inception
irrespective of whether further investments are made.

KEY BENEFITS OF TIME
APPORTIONMENT RELIEF
Time apportionment relief will reduce a tax liability if
a period of non-UK residency applies.
Any top-ups, regardless of residency status, will be
deemed to be additional contributions made at
commencement of the bond.

CASE STUDY 3 - JASBIR
Jasbir is 50 years old and lived in Singapore for 20
years. Ten years ago, he invested £200,000 into an
portfolio bond. Jasbir is now back in the UK, and two
years after his return, he requests a full encashment of
the bond which is now valued at £300,000.
His investment gain is £100,000, but only the
proportion of the gain (while a UK resident) is
assessed for UK tax purposes, which is calculated as
follows.
£100,000 (gain) x 730 (days as UK resident) = £20,000
3650 (days policy in force)
A gain of £20,000 is then subject to UK income tax at
Jasbir’s marginal rate.
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4. TOP SLICING TAX RELIEF
Top slicing can be used to help a UK resident avoid paying higher rate income tax on surrender of the
portfolio bond wrapper. If the policyowner is a higher rate taxpayer, then top slicing can be used in
conjunction with assignment to change ownership of the bond segments to a lesser rate taxpayer.
Assuming that a withdrawal is made by someone other than a higher rate taxpayer, top slicing
averages the total gain over the number of years of UK residency, to help prevent the withdrawal
pushing the policyholder into higher rate tax.

KEY BENEFITS OF TOP SLICING

CASE STUDY 4 - FAISAL

Top slicing relief can help to reduce a tax liability by assessing a
gain across the number of years that the owner has been a UK
resident.

Faisal and his wife had been living in Singapore for twelve years.
Ten years ago, he invested £200,000 into a portfolio bond. They
returned to the UK five years ago to retire and Faisal decided to
surrender his portfolio bond, receiving £270,000. The chargeable
gain is £70,000. However, this is reduced to £35,000 after time
apportionment relief (see case study 3 for an example of how this
applies).

Substantial taxable gains may be realised yet still avoid higher
rate tax.
Surrendering over two or more tax years, or assigning segments
to a spouse can increase the amount of taxable gain which can be
realised before higher rate tax is payable.

To calculate whether the higher rate of income tax will apply, he
needs to divide the chargeable gain (after time apportionment
relief ) by the number of complete policy years he has been a UK
resident (£35,000 / 5 years) resulting in a £7,000 gain per year of
investment – known as the sliced gain.
Having a total annual income of £28,000 (other income) + £7,000
(sliced gain) = £35,000, this means he does not move into the
higher rate tax bracket. Therefore £7,000 of tax is payable, which is
20% (UK basic rate of tax) of £35,000.
If Faisal’s wife was a non-taxpayer, he could assign the ownership
of segments to her (see case study 5) to reduce the tax liability.
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5. ASSIGNMENT
Assignment is a change of ownership, often for no monetary consideration. Subsequent surrenders result in a tax
charge on the new owner, rather than the original owner. Surrender can take place immediately after assignment
or at some point in the future. This can be useful to fund university fees for adult children or grandchildren (over
18) who have little or no income. Assignment can also take place into or out of a trust.

KEY BENEFITS OF
ASSIGNMENT
No UK income tax or capital gains tax is payable by
the original investor (the assignor) at the time of
assignment.
Future UK income tax is charged at the new owner’s
tax rate (if any). Therefore, the overall UK tax payable
can be reduced or mitigated if the policy is assigned
as a gift to a non-taxpayer or lesser taxpayer such as a
non-working spouse or partner, or a child/grandchild
of the assignor.

CASE STUDY 5 - JOHN & ANNA
John invests £100,000 into an international
portfolio bond (made up of 100 policies) whilst
working overseas in Oman. His investment grows to
£150,000 and he decides to assign ten policies to his
granddaughter Anna, who is studying at university
in the UK. Anna surrenders her ten policies to pay for
her tuition fees. As Anna has no income during the
current tax year, she is not liable to pay tax on the
‘chargeable gain’ of £5,000 (calculated as £150,000
/ 10 = £15,000 less £10,000 original investment
= £5,000 gain). As the gain is within the personal
income tax allowance, there is no tax payable.
In fact, a student with no other income, can realise
a gain of £18,500 without any tax liability during
the 2019/20 tax year. This is made up of the £12,500
personal allowance, the starting rate income tax band
of £5,000 and the personal savings allowance
of £1,000.
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6. TRUSTS
Placing a portfolio bond into a trust can offer a
number of benefits. For succession planning, a trust
can offer significant benefits over outright gifts since
the donor can keep a certain element of control
over the wealth after it has been given away. For
example, by using a discretionary trust, instructions
can be given to the new legal owners (the trustees)
on how to distribute the assets once the beneficiaries
reach a certain age. Trusts can also offer planning
opportunities for complex family structures.

CASE STUDY 6 - IAN
Ian has recently retired following the sale of his
business and is concerned about UK Inheritance Tax.
He would like a fixed income for life, so decides to
set up an portfolio bond to be held in a Discounted
Gift Trust. The Discounted Gift Trust has the potential
to reduce his Inheritance Tax bill, whilst still allowing
him to receive regular withdrawals to supplement his
income.

For UK domiciled individuals, UK Inheritance Tax
will apply to their worldwide assets. By using a trust,
it is possible for some or even all of the portfolio
bond value to fall outside of the investor’s estate
for Inheritance Tax purposes. In addition, for nondomiciled investors who may become ‘deemed’
domiciled in the future, as a non-UK asset, the
international portfolio bond can be placed into an
Excluded Property Trust. This will avoid the value of
the portfolio bond being subject to Inheritance Tax,
even if the investor does ultimately become UKdomiciled.
Finally, by using a trust it is possible to avoid the need
for probate in the jurisdiction in which the portfolio
bond is located, meaning money can be released to
beneficiaries quickly and confidentially upon death.
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