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Offshore Bonds -
not just for non-doms
by Neville Periera, Lubbock Fine Financial Solutions LLP (LFFS)

Anyone who has an interest in this issue 

will now know that from 6th April 2008, UK

resident non-domiciled individuals are subject

to an annual charge. Where they have been

resident in the UK for more than 7 out of the

past 10 years and want to use the “remittance”

basis, it will now cost £30,000 per annum for

the privilege.

However, there is a feasible chink of light in the gloom.

It is possible to utilise "offshore bonds" to shelter

capital held offshore. One of the main considerations

for any investor is the effect of taxation. An offshore

Investment Bond is subject to different taxation

regulations from the UK and may be attractive to

some investors. The underlying funds of an offshore

investment bond do not suffer taxation on income

tax (apart from non reclaimable withholding tax on

some assets) nor are they subject to capital gains

tax (CGT).

The key for non-doms is that offshore bonds are

not subject to the remittance basis. The bond is

non-income producing and consequently there is

no ongoing income tax reporting. They are only

taxed when a chargeable event arises such as

partial encashments, full surrenders or upon death.

Consequently non-doms, by investing in an offshore

bond, can shelter capital in a tax deferral investment

vehicle as an alternative to opting to pay the £30,000

annual levy.

Conversely, onshore bonds are subject to 20 per cent

corporation tax but individuals are not personally

liable for either basic rate income tax or capital gains

tax whilst the funds remain invested. 

Offshore bonds are administered outside the UK

and are offered by leading life companies from

jurisdictions in the Isle of Man, Jersey, Dublin and

Luxembourg. 

These bonds are simply a “wrapper” and can hold

most collective investments for non-dom UK residents.

These may include unit trusts and open ended

investment companies, though not direct equities.

It is also possible to invest in cash deposits which

earn high gross rates of interest offered by leading

financial institutions.

The cash put into these bonds is frequently invested

across a range of underlying investment funds to

spread risk and potentially boost returns. Offshore

bonds typically invest and have access to a larger

number of funds than those based onshore.

Switching between funds does not create any tax

charge and capital gains within the bond are not

normally chargeable to CGT. Therefore as fund

switches made within offshore bonds do not trigger

CGT liabilities, which they could potentially within

an onshore portfolio of OEICS or unit trust they

potentially provide a more tax efficient structure

for active collective investment management.

Offshore bonds can also, in some cases, be

assigned to another individual without giving rise to

an income tax charge. This provides investors with

the further option of assigning the policy to a

lower-rate/non-taxpayer before encashing their

bond in order to minimise the amount of tax due.

Applications for UK domiciles

These products may therefore be of interest not

only if you are non-doms but also if you are:

• Planning to defer cashing in an investment

until a time when you will be in a lower 

tax band or even a non taxpayer

• looking for ways to minimise your 

inheritance tax liabilities 

• planning to work or retire outside of the 

UK in the future 

• seeking access to the types of investment 

fund not commonly available within the 

UK domestic insurance bond market 

Once invested in the bond and where circumstances

are appropriate, investors will be able to make

withdrawals up to 5% per annum of the original

investment. Furthermore, if 5% is not taken in the

first year, it may be carried forward to the following

year when a 10% withdrawal may be taken. 

A withdrawal of up to 5% (treated as capital by

HMRC) will not trigger chargeable event gains and

the levy will not be payable as bonds are not subject

to the remittance basis.

On final encashment, an income tax charge of up

to 40% may arise though this can be mitigated by

making assignments to, say, non taxpayers or basic

rate taxpayers and by segmentation of the bond.

The funds can also be fully surrendered in a foreign

jurisdiction although clients will be subject to the

rules of the tax regime in question. In the interim,

clients can receive an artificial “income” for 20 years

without paying the £30,000 per annum and any

income tax during this period.

Offshore bonds can also be used for IHT planning

by using various trusts. Individuals who are non UK

domiciled, or not deemed domiciled, are not subject

to inheritance tax (IHT) on their non UK assets.

By placing the bond in a gift trust, discounted gift

trust or “excluded property trusts” – to mitigate

for clients becoming deemed domicile in the future

- it is possible to remove assets from an estate.

The use of an offshore bond for a non-UK domiciled

person can therefore provide tax efficient growth

with access whilst simultaneously saving the £30,000

non-doms charge and potentially, if structured

appropriately, IHT.

Clearly each case will have to be taken on its merit

and advice will be needed as to the bond structure,

charges, asset allocation and trust position. In addition,

investment advice here will require balancing with

other investment vehicles and indeed consideration

of the UK’s new CGT regime must be taken. 

This article is for information only and 

professional advice should be taken in advance 

of any changes to your affairs. For further

information and advice please contact Neville 

at nevilleperiera@lffs.co.uk or speak 

to your contact partner. •

Lubbock Fine Financial Solutions LLP is an appointed representative

of City Gate Money Managers Limited which is authorised and

regulated by the Financial Services Authority. 

Neville Pereira.

Psst!
Wanna get rid 
of your kids?
What’s it worth?

…apparently £21,314. That, according to

findings by Alliance and Leicester Mortgages,

is the average amount currently being paid 

by parents to help their children onto the

property ladder. 

According to the Alliance & Leicester, it has become

increasingly common for parents to offer financial

assistance to their children when they come to buy

their first home. Rising house prices mean first

time buyers have to find bigger deposits to secure

their property, with many having to fork out for

stamp duty as well. This means extra funding from

parents can often make the difference between

renting or being able to get on to that first rung 

of the property ladder.

In contrast, it seems many first time buyers do not

always realise their parents are willing to help them

gain a foothold on the property ladder as less than

one in five (18%) first time buyers have asked, or

are planning to ask, their parents for financial help

towards a property purchase. The research also

revealed that one in 10 (9%) 18 to 24 year-olds

were prepared to ask a grandparent for a financial

leg up onto the property ladder - if their parents

don’t have deep enough pockets. It seems there’s

no escape.

Clearly, many parents feel a strong urge to support

their children financially when buying their first

home. However parents should also remember

that as well as helping their son or daughter to fly

the nest, investing in a property through a buy to

let mortgage, or loaning the money could benefit

their own future financial security as well. •

FREE TICKETS!
The Orchestra of the 
Age of Enlightenment
We are delighted to offer a number of ‘first-

come-first-served’ free tickets for concert

performances by our client, The Orchestra 

of the Age of Enlightenment.

Founded 21 years ago, the OAE was heralded as 

a musical revolution and a rebellion against the

accepted ways of doing things. A passionate 

group of players forming a new orchestra 

without a figurehead conductor at the top was

unthinkable, yet today the OAE is widely hailed 

as a truly fine orchestra.

Maintaining a pioneering and fresh spirit, the

orchestra’s concerts are unique events with 

period instruments and performance styles

bringing a fresh perspective every time.

For further information and tickets, please 

contact Judi Copnall on 020 7490 7766

or judicopnall@lubbockfine.co.uk •


