Tax Tips for Ex- Pats

Every year a constant stream of workers leave the UK for a variety of reasons as well as the attraction of sunshine and a more appealing climate. Today migration remains a popular lifestyle choice and is on the increase.
Since 1999 the number of people taking long-term migration out of the UK has been in excess of 300,000. Unfortunately many of them do not realise they could generate a real tax benefit when they return to the UK by making an investment into an offshore bond before moving overseas.

According to the Office for National Statistics, in 2009, the number of people leaving the UK for a period of 12 months or more was 368,000.

A UK resident will normally incur an income tax liability on any gain when a chargeable event occurs, for example, when they cash in the full value of an investment bond or take out more than a permissible amount.

However, a claim can be made to reduce any gain and any associated tax charge in respect of all the time spent outside of the UK during the period the bond has been invested. This is referred to as “time apportionment relief”.

Only an offshore bond can generate this relief, as this is a unique benefit to offshore bonds.

So for any individual looking to invest, if there is a chance they may spend some time working outside the UK, the potential tax advantages of time apportionment relief should not be overlooked.

Consider the case of Kate Bracklesham who invested in an offshore bond in March 1999 and then spent some time working overseas as a non UK resident. She returned to the UK in June 2003 and was regarded as a UK resident from that date. In November 2007, Kate decided to cash in her bond when she was a higher rate taxpayer, with a chargeable gain of £63,500.

Instead of paying tax of £25,400 (40% of £63,500), Kate has used the time she spent outside of the UK to reduce her tax charge to £13,249, a saving of £12,151 because time apportionment reduces her chargeable gain to only £33,122.

The formula for time apportionment relief is:

Gain x Number of days as UK resident/Number of days the bond has been in existence

This benefit applies to additional investments into an existing offshore bond as these may also benefit from time apportionment relief, even though the additional investments may not have been made during a period of non UK residence. In this way it may also be appropriate to continue to invest in an existing bond after returning to the UK.

Topping up an investment could be more beneficial than taking out a new bond as it should reduce the tax charge on the gain from the additional investment with the benefit of time apportionment relief.

It is interesting to contrast these with UK tax-favoured products especially ISAs. Often we see articles written claiming that ISAs are tax-free when they should properly be described as “free of income and capital gains tax”. Perhaps there should also be references to withholding tax, since ISAs are not able to reclaim ACT and suffer this in the same way as offshore life companies.
UK based IFAs compliance “processes'” will usually insist on an adviser ensuring that ISA allowances are fully utilised, before capital can be invested into other products. If not doing so, the IFA has to jump through a lot of hops to justify why not. So before they can consider the multitude of investment options out there, they are required to maximise these so called ‘tax-free’ allowances.
There is perhaps an even bigger issue for Advisers who fail to point out to their clients that ISA's are as IHT planning unfriendly as you can get!
Most important is the inheritance tax (IHT) issue facing an increasing number of investors and particularly those who have been assiduously funding their ISAs and PEPs for many years. There are a surprising number of people who have, or very soon will have, more than the £325,000 nil-rate band held in these products. In that situation, and when included in the total value of an estate, the ISAs (or PEPs) are almost certain to give rise to a liability to inheritance tax at 40%.
Unlike other investment products, ISAs cannot be held in trust or given away, so they are unsuited to IHT planning. In fact for some unlucky investors, the amount of IHT that could be payable as a result of these holdings could be higher than the income and capital gains tax that they have saved.
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