
1 00:00:14:10 00:00:19:20 
Good morning and welcome to our 
To Wrap Or Not To Wrap seminar. 
 
2 00:00:19:22 00:00:21:03 
I'm Vince Smith-Hughes, 
 
3 00:00:21:05 00:00:23:03 
Director of Specialist 
Business Support here at Pru, 
 
4 00:00:23:05 00:00:25:24 
and I'll be hosting 
this session this morning. 
 
5 00:00:26:01 00:00:29:10 
As usual, let's go through 
a few housekeeping points. 
 
6 00:00:29:12 00:00:33:04 
Now, we're recording this session 
for on-demand replay purposes. 
 
7 00:00:33:06 00:00:34:23 
Here's our usual risk slide 
you can see. 
 
8 00:00:35:00 00:00:36:15 
I'm not going to read it now, 
 
9 00:00:36:17 00:00:38:20 
but the slides will be 
available after the event, 
 
10 00:00:38:22 00:00:42:02 
so please take the time 
to review this if you need to. 
 
11 00:00:42:04 00:00:45:04 
Today's session 
is for 60 minutes of structured CPD, 
 
12 00:00:45:06 00:00:48:20 
accredited by both CII and CISI. 
 
13 00:00:48:22 00:00:49:23 
This slide shows 
 
14 00:00:50:00 00:00:51:17 
the learning objectives 
for today's topic. 
 
15 00:00:51:19 00:00:54:06 
So you can see those, 
I'm not going to read them out. 
 
16 00:00:54:08 00:00:56:24 
One thing we always get questions on 



is, of course, CPD certificates. 
 
17 00:00:57:01 00:00:58:21 
So to obtain your CPD certificate, 
 
18 00:00:58:23 00:01:02:11 
please ensure you complete 
the feedback before leaving us. 
 
19 00:01:02:13 00:01:06:10 
Now, you'll find the feedback tab 
underneath this broadcast screen. 
 
20 00:01:07:08 00:01:11:08 
Our events team will send you an email 
by close of play on Friday, 
 
21 00:01:11:10 00:01:13:07 
with an embedded CPD certificate. 
 
22 00:01:13:09 00:01:16:16 
So please make sure 
you save that email for your records. 
 
23 00:01:16:18 00:01:18:17 
If you haven't received it 
by close of play on Friday, 
 
24 00:01:18:19 00:01:21:00 
please check 
your spam or junk folder. 
 
25 00:01:21:02 00:01:23:01 
If you still haven't got it, 
please email: 
 
26 00:01:23:03 00:01:25:13 
prudentialevents@prudential.co.uk 
 
27 00:01:25:15 00:01:27:21 
or, of course, 
you can speak to your account manager 
 
28 00:01:27:23 00:01:29:24 
and we'll make sure 
we get it sent to you. 
 
29 00:01:30:22 00:01:32:14 
We often get 
questions about the slides, 
 
30 00:01:32:16 00:01:35:06 
and, of course, you'll be able 
to download a copy of the slides 
 
31 00:01:35:08 00:01:39:02 
and access the replay recording 
of today's session next week. 



 
32 00:01:39:04 00:01:42:12 
Just visit our 
PruAdviser seminar pages. 
 
33 00:01:42:14 00:01:45:17 
A link to this page 
will also be in your CPD email. 
 
34 00:01:45:19 00:01:46:19 
OK. 
 
35 00:01:46:21 00:01:49:05 
So here's how 
this morning's session will run. 
 
36 00:01:49:07 00:01:51:09 
As I mentioned, 
this is an hour-long presentation. 
 
37 00:01:51:11 00:01:53:07 
We were keen 
to have your input in this debate, 
 
38 00:01:53:09 00:01:55:13 
by polls and by questions. 
 
39 00:01:55:15 00:01:59:08 
Underneath the broadcast screen, 
you'll see the polling and Q&A tab. 
 
40 00:01:59:10 00:02:02:04 
Please click the polling tab 
and submit your responses 
 
41 00:02:02:06 00:02:06:03 
when we set up a poll question, 
and I'll flag those as we go along. 
 
42 00:02:06:05 00:02:08:21 
Likewise, we want to give you 
an opportunity to ask questions, 
 
43 00:02:08:23 00:02:13:09 
so please submit any you may wish to 
and have on today's subject, 
 
44 00:02:13:11 00:02:15:13 
of course, using that Q&A tab. 
 
45 00:02:15:15 00:02:17:10 
Once we are finished 
with our presentation, 
 
46 00:02:17:12 00:02:19:04 
please do stay online with us, 
 
47 00:02:19:06 00:02:21:08 



and we'll spend some time 
answering your questions. 
 
48 00:02:21:10 00:02:23:01 
And, normally on these sessions, 
 
49 00:02:23:03 00:02:25:05 
we do get quite a few, 
and there's some very good ones, 
 
50 00:02:25:07 00:02:27:11 
so please make sure 
you're asking those questions. 
 
51 00:02:27:13 00:02:30:02 
OK. Let's get started. 
 
52 00:02:30:04 00:02:34:06 
Now, our two speakers 
need no introduction, 
 
53 00:02:34:08 00:02:37:08 
but that's exactly 
what I'm going to do, nonetheless. 
 
54 00:02:37:10 00:02:40:23 
We've got our Technical Manager, 
Graeme "OEIC" Robb, 
 
55 00:02:41:00 00:02:44:02 
and the Head of Technical, 
Les "Bond" Cameron. 
 
56 00:02:44:04 00:02:45:21 
And yes, the rumours are true, 
 
57 00:02:45:23 00:02:49:00 
he is being touted 
as the new James Bond(!). 
 
58 00:02:49:02 00:02:53:14 
Now, who'll be telling us whether 
to wrap or not to wrap as we go along? 
 
59 00:02:53:16 00:02:54:16 
And we'll be doing this 
 
60 00:02:54:18 00:02:57:01 
by looking at 
three different case studies. 
 
61 00:02:57:03 00:02:59:01 
Now, I'll be judging along with you. 
 
62 00:02:59:03 00:03:02:15 
And you'll be firing questions, 
I'm sure, to them, 
 



63 00:03:02:17 00:03:05:02 
which we'll get back to 
at the end of the session. 
 
64 00:03:05:04 00:03:06:07 
Right. 
 
65 00:03:06:09 00:03:09:00 
I'm going to be back later 
to play the neutral line 
 
66 00:03:09:02 00:03:11:19 
and also host the Q&A session. 
 
67 00:03:11:21 00:03:14:07 
But before we get started 
with those case studies, 
 
68 00:03:14:09 00:03:17:23 
let's have a look at a little bit 
of tax background from the guys. 
 
69 00:03:18:00 00:03:20:07 
We'll start off with you, Graeme, 
over to you. 
 
70 00:03:22:20 00:03:25:17 
Thank you very much, Vince, 
and good morning, everybody. 
 
71 00:03:25:19 00:03:29:08 
So, the title of this session is 
To Wrap Or Not To Wrap, 
 
72 00:03:29:10 00:03:30:10 
that's the question. 
 
73 00:03:30:12 00:03:33:14 
And, hopefully, this slide clarifies 
what we mean by that. 
 
74 00:03:33:16 00:03:35:21 
So, on the left-hand side, 
what we've got is 
 
75 00:03:35:23 00:03:40:09 
an investor can directly hold shares 
in a particular OEIC fund 
 
76 00:03:40:11 00:03:42:10 
and be subject to personal income tax 
 
77 00:03:42:12 00:03:45:23 
and personal capital-gains tax 
on investment returns. 
 
78 00:03:46:00 00:03:48:13 
In contrast, though, 



on the right-hand side, 
 
79 00:03:48:15 00:03:51:22 
those same OEIC shares 
can be indirectly held in a wrapper. 
 
80 00:03:51:24 00:03:54:00 
That might be an ISA or a pension, 
 
81 00:03:54:02 00:03:56:16 
but today we're just focusing 
on a bond wrapper, 
 
82 00:03:56:18 00:04:00:02 
where the OEIC shares are wrapped up 
inside an insurance bond. 
 
83 00:04:00:18 00:04:05:04 
In that case, the investor is subject 
to the regime which taxes bond gains, 
 
84 00:04:05:06 00:04:07:15 
and, of course, that's different 
from standard income 
 
85 00:04:07:17 00:04:12:11 
and capital-gains tax rules applying 
when no bond wrapper exists. 
 
86 00:04:12:13 00:04:14:24 
And that regime which applies 
to individuals and trustees 
 
87 00:04:15:01 00:04:16:06 
investing in bonds 
 
88 00:04:16:08 00:04:19:16 
is, of course, 
the unique chargeable event regime, 
 
89 00:04:19:18 00:04:21:24 
and that underpins those bond gains. 
 
90 00:04:22:01 00:04:23:06 
Later in the webinar, 
 
91 00:04:23:08 00:04:25:12 
we'll also consider 
corporate investors, 
 
92 00:04:25:14 00:04:27:10 
but more about that in due course. 
 
93 00:04:27:12 00:04:29:03 
So, from a tax perspective, 
 
94 00:04:29:05 00:04:32:21 
both unwrapped and wrapped approaches 



have obviously got their own merits. 
 
95 00:04:32:23 00:04:36:08 
It's a question then of understanding 
how the rules work, 
 
96 00:04:36:10 00:04:38:19 
and in blending 
OEIC and bond investments 
 
97 00:04:38:21 00:04:42:09 
to achieve maximum benefit 
for a given scenario. 
 
98 00:04:42:11 00:04:47:06 
Remember, also, that bonds 
can be UK bonds or offshore bonds, 
 
99 00:04:47:08 00:04:49:11 
so what we've really 
got to think about 
 
100 00:04:49:13 00:04:51:11 
is three potential investments - 
 
101 00:04:51:13 00:04:54:20 
OEICs, UK bonds and offshore bonds. 
 
102 00:04:54:22 00:04:57:15 
To get a complete picture, 
what we need to do is consider 
 
103 00:04:57:17 00:05:01:18 
not only the personal tax implications 
of the individual investor, 
 
104 00:05:01:20 00:05:05:21 
but also the internal fund tax 
of the OEIC or bond. 
 
105 00:05:09:12 00:05:12:06 
There we go. I thought the slide 
wasn't going to move on. So... 
 
106 00:05:14:13 00:05:17:07 
So the slide, hopefully, 
you can see there is Poles Apart. 
 
107 00:05:17:09 00:05:20:16 
The situation with that 
is that from a tax perspective, 
 
108 00:05:20:18 00:05:21:24 
investment bonds and OEICs 
 
109 00:05:22:01 00:05:24:05 
are at the opposite end 
of the investment spectrum. 



 
110 00:05:24:07 00:05:26:17 
So an OEIC generates 
income for the investor, 
 
111 00:05:26:19 00:05:30:24 
albeit that with accumulation shares, 
income isn't distributed, 
 
112 00:05:31:01 00:05:34:05 
but instead it's 
reinvested and added to capital. 
 
113 00:05:34:07 00:05:38:19 
But even so, the distribution 
remains income for tax purposes. 
 
114 00:05:38:21 00:05:42:09 
In other words, amounts reinvested 
are taxed as income, 
 
115 00:05:42:11 00:05:46:15 
accruing to investors in the same way 
as if they had been distributed. 
 
116 00:05:46:17 00:05:49:17 
So the fact that the distributions 
don't hit the bank account, 
 
117 00:05:49:19 00:05:52:16 
that isn't relevant. 
 
118 00:05:52:18 00:05:55:20 
This tax treatment 
ensures that tax isn't a factor, 
 
119 00:05:55:22 00:05:58:03 
which might distort investor choice, 
 
120 00:05:58:05 00:06:01:08 
and it prevents taxpayers 
delaying payment of income tax 
 
121 00:06:01:10 00:06:03:22 
through long-term 
accumulation of income. 
 
122 00:06:03:24 00:06:07:09 
In contrast, bonds are 
non-income producing investments. 
 
123 00:06:07:11 00:06:10:09 
There's no such thing 
as income from a bond. 
 
124 00:06:10:11 00:06:13:05 
Before we consider how 
an OEIC investor is taxed, 



 
125 00:06:13:07 00:06:17:03 
we need to consider 
how the OEIC fund itself is taxed. 
 
126 00:06:22:02 00:06:25:06 
There we go there. 
It's sticking I think. 
 
127 00:06:27:23 00:06:32:16 
So looking at internal fund tax here 
of OEICs and bonds. 
 
128 00:06:33:06 00:06:36:23 
And this slide explains internal tax 
paid with the OEIC fund itself. 
 
129 00:06:37:00 00:06:40:12 
Ignore for now the final two columns 
relating to bonds, 
 
130 00:06:40:14 00:06:42:09 
Les will cover that off shortly. 
 
131 00:06:42:11 00:06:45:15 
So, firstly, regarding 
OEICs for tax purposes, 
 
132 00:06:45:17 00:06:46:17 
that umbrella... 
 
133 00:06:46:19 00:06:49:09 
the umbrella company 
isn't treated as a company, 
 
134 00:06:49:11 00:06:51:15 
but instead each separate sub fund 
 
135 00:06:51:17 00:06:53:23 
is regarded as an OEIC 
in its own right. 
 
136 00:06:54:00 00:06:55:03 
So what does that mean? 
 
137 00:06:55:05 00:06:57:15 
Well, it means that 
funds are treated separately 
 
138 00:06:57:17 00:06:59:15 
for capital-gains tax purposes, 
 
139 00:06:59:17 00:07:03:07 
and, therefore, an exchange of shares 
in one fund for those of another, 
 
140 00:07:03:09 00:07:06:00 
then that's a disposal 



and that's an acquisition, 
 
141 00:07:06:02 00:07:09:10 
and that's got capital-gains tax 
consequences for the investor. 
 
142 00:07:09:12 00:07:11:11 
And that's different, of course, 
to a bond, 
 
143 00:07:11:13 00:07:14:20 
where fund switches 
don't trigger a chargeable event. 
 
144 00:07:14:22 00:07:16:00 
As you can see, 
 
145 00:07:16:02 00:07:20:05 
both UK and overseas dividends 
received by a fund are tax exempt, 
 
146 00:07:20:07 00:07:24:20 
and non-dividend income, 
such as interest, is taxed at 20. 
 
147 00:07:24:22 00:07:28:03 
But if the fund then 
pays out interest to the investor, 
 
148 00:07:28:05 00:07:31:08 
then that taxable income 
which was received by the fund 
 
149 00:07:31:10 00:07:34:14 
is cancelled out 
by the tax-allowable interest 
 
150 00:07:34:16 00:07:35:16 
paid back out. 
 
151 00:07:35:18 00:07:38:10 
And that results 
in a nil-tax situation. 
 
152 00:07:38:12 00:07:41:18 
So, for example, 
let's ignore managing expenses 
 
153 00:07:41:20 00:07:44:11 
and consider the OEIC fund 
receives interest income 
 
154 00:07:44:13 00:07:47:16 
of £1,000 and nothing else. 
So nice and simple. 
 
155 00:07:47:18 00:07:50:05 
And then it pays out 



that £1,000 of income 
 
156 00:07:50:07 00:07:51:12 
to the investor. 
 
157 00:07:51:14 00:07:52:20 
Then what would happen there 
 
158 00:07:52:22 00:07:55:08 
is that the fund 
would effectively pay no tax, 
 
159 00:07:55:10 00:07:57:24 
since taxable income of £1,000 
 
160 00:07:58:01 00:08:02:02 
is cancelled out 
by an allowable expense of £1,000. 
 
161 00:08:02:04 00:08:05:15 
For the avoidance of doubt, 
that 20% rate, incidentally, 
 
162 00:08:05:17 00:08:10:19 
will not rise to 25% under the 
forthcoming corporation tax increases. 
 
163 00:08:11:14 00:08:14:09 
Remember, incidentally, 
the OEICs must distribute all income 
 
164 00:08:14:11 00:08:18:09 
shown in the distribution accounts 
as dividends or interest. 
 
165 00:08:18:11 00:08:21:17 
Internally, there is no tax 
on capital gains 
 
166 00:08:21:19 00:08:26:20 
because capital gains are taxed 
at investor level and not fund level. 
 
167 00:08:29:09 00:08:32:10 
So, as you've seen, 
internal and OEIC fund is subject to 
 
168 00:08:32:12 00:08:34:15 
what I would call a "light touch" 
tax regime. 
 
169 00:08:34:17 00:08:36:00 
And that reflects the fact 
 
170 00:08:36:02 00:08:38:19 
that the intention of the tax rules 
for OEIC funds 
 



171 00:08:38:21 00:08:42:09 
is that investors should broadly 
be in the same tax position 
 
172 00:08:42:11 00:08:44:02 
as if they'd invested directly 
 
173 00:08:44:04 00:08:46:19 
in the underlying 
investment assets of the fund. 
 
174 00:08:46:21 00:08:48:19 
But that's only half the story, 
 
175 00:08:48:21 00:08:51:19 
because investors can 
then be taxed on capital gains, 
 
176 00:08:51:21 00:08:53:07 
and there's a question, of course, 
 
177 00:08:53:09 00:08:55:24 
of the investor's 
potential income tax liability 
 
178 00:08:56:01 00:08:58:03 
on dividends from equity funds, 
 
179 00:08:58:05 00:09:00:15 
and interest received 
from interest funds. 
 
180 00:09:00:17 00:09:03:07 
Remember, 
dividends and interest received 
 
181 00:09:03:09 00:09:04:19 
are taxed differently, 
 
182 00:09:04:21 00:09:07:05 
and, therefore, 
to calculate investor tax 
 
183 00:09:07:07 00:09:09:13 
we need to know 
whether a particular OEIC fund 
 
184 00:09:09:15 00:09:12:07 
will pay out dividends or interest. 
 
185 00:09:13:13 00:09:15:15 
So we know that an OEIC fund 
will distribute income 
 
186 00:09:15:17 00:09:17:10 
in one of two ways - 
 
187 00:09:17:12 00:09:21:05 



one: a dividend distribution, 
or two: an interest distribution. 
 
188 00:09:21:07 00:09:24:18 
So interest is only paid 
if the fund satisfies 
 
189 00:09:24:20 00:09:28:05 
what's called 
the "qualifying investments test", 
 
190 00:09:28:07 00:09:32:01 
otherwise the whole amount distributed 
will be paid as a dividend. 
 
191 00:09:32:03 00:09:35:05 
As we know, this is important 
from a tax perspective 
 
192 00:09:35:07 00:09:37:12 
for individual and trustee investors, 
 
193 00:09:37:14 00:09:40:24 
who'll either be taxed 
as receiving dividends or interest, 
 
194 00:09:41:01 00:09:43:16 
which attract 
differing tax consequences. 
 
195 00:09:43:18 00:09:45:23 
And we'll cover 
corporate investors later. 
 
196 00:09:46:00 00:09:49:10 
So the qualifying investments test 
is satisfied 
 
197 00:09:49:12 00:09:53:00 
if the market value 
of the fund's qualifying investments 
 
198 00:09:53:02 00:09:56:00 
exceeds 60% of all its investments. 
 
199 00:09:56:02 00:09:59:03 
So qualifying investments 
either yield interest, 
 
200 00:09:59:05 00:10:01:17 
or while not being interest, 
give returns 
 
201 00:10:01:19 00:10:04:17 
whose economic substance 
is of a similar nature. 
 
202 00:10:04:19 00:10:06:10 



So look at the slide. 
 
203 00:10:06:12 00:10:09:08 
What you can see 
in the left-hand side set of scales 
 
204 00:10:09:10 00:10:13:20 
is they passed the 60% interest test 
and so the fund pays interest. 
 
205 00:10:13:22 00:10:17:17 
But on the right-hand side, 
the scales fail the 60% interest test 
 
206 00:10:17:19 00:10:19:20 
and so the fund pays dividends. 
 
207 00:10:19:22 00:10:23:05 
So what does all of that mean 
for our OEIC investors? 
 
208 00:10:28:17 00:10:30:24 
There we go. 
Five potential tax opportunities. 
 
209 00:10:31:01 00:10:33:19 
So, firstly, the client might have 
unused personal allowance 
 
210 00:10:33:21 00:10:36:16 
to mop up both interest 
and dividends from their OEIC. 
 
211 00:10:36:18 00:10:38:22 
That would be 
very tax efficient, of course. 
 
212 00:10:38:24 00:10:41:01 
Secondly, for interest received, 
 
213 00:10:41:03 00:10:45:05 
remember the £5,000 
0% starting rate for savings 
 
214 00:10:45:07 00:10:47:09 
and the personal savings allowance. 
 
215 00:10:47:11 00:10:49:05 
These might be available. 
 
216 00:10:49:07 00:10:52:16 
Not everyone, though, 
qualifies for the 0% savings rate, 
 
217 00:10:52:18 00:10:54:08 
so take me as an example. 
 
218 00:10:54:10 00:10:56:01 



Thanks to the order of tax rules, 
 
219 00:10:56:03 00:10:58:21 
my first £5,000 
of taxable income 
 
220 00:10:58:23 00:11:01:09 
is earned income, 
not savings income, 
 
221 00:11:01:11 00:11:03:18 
and, therefore, 
I don't qualify for it. 
 
222 00:11:03:20 00:11:07:06 
If, though, any of the client's 
first £5,000 of taxable income 
 
223 00:11:07:08 00:11:10:17 
is savings income, 
then it will be taxed at 0%. 
 
224 00:11:10:19 00:11:13:19 
So what about 
the personal savings allowance? 
 
225 00:11:14:20 00:11:17:09 
The use of the word "allowance", 
we need to cover that off. 
 
226 00:11:17:11 00:11:20:20 
That's misleading as it's, in fact, 
a zero-rate tax band. 
 
227 00:11:20:22 00:11:23:18 
And what that means 
is that income within the PSA 
 
228 00:11:23:20 00:11:26:21 
still counts as taxable income 
in your tax calcs, 
 
229 00:11:26:23 00:11:29:12 
but it's just taxed at 0%. 
 
230 00:11:29:14 00:11:30:17 
The amount of PSA, 
 
231 00:11:30:19 00:11:33:07 
that depends on 
your adjusted net income. 
 
232 00:11:33:09 00:11:38:10 
Up to £50,270, the PSA is £1,000, 
 
233 00:11:38:12 00:11:41:04 
then £500 up to £150,000, 
 



234 00:11:41:06 00:11:43:13 
and then zero PSA beyond that. 
 
235 00:11:44:05 00:11:47:10 
Thirdly, we can think about 
dividends from equity OEICs. 
 
236 00:11:47:12 00:11:50:13 
The dividend nil rate 
is currently £2,000. 
 
237 00:11:50:15 00:11:52:20 
In the absence of an 
equity OEIC investment, 
 
238 00:11:52:22 00:11:56:22 
the £2,000 nil-rate allowance 
might otherwise go to waste. 
 
239 00:11:56:24 00:12:00:22 
Fourthly, if the client's dividends 
breached the £2,000 limit, 
 
240 00:12:00:24 00:12:02:13 
then it's useful to remember, I think, 
 
241 00:12:02:15 00:12:05:08 
that for dividends 
in excess of £2,000, 
 
242 00:12:05:10 00:12:08:13 
the income-tax rates are lower 
than for other income. 
 
243 00:12:08:15 00:12:12:02 
The slide shows likely dividend rates 
for the next tax year 
 
244 00:12:12:04 00:12:17:24 
at 8.75%, 33.75% and 39.35%. 
 
245 00:12:18:01 00:12:21:08 
They're all lower than 
20, 40 and 45%, 
 
246 00:12:21:10 00:12:22:10 
so that's a bit of good news. 
 
247 00:12:23:00 00:12:24:13 
Fifthly, individual investors 
 
248 00:12:24:15 00:12:27:15 
have the very helpful 
and useful and tax efficient 
 
249 00:12:27:17 00:12:32:11 
capital-gains tax exemption 
of £12,300. 



 
250 00:12:32:13 00:12:35:23 
Cast your mind back 
to Budget '21 earlier in the year, 
 
251 00:12:36:00 00:12:39:14 
and that told us 
that the £12,300 annual exemption 
 
252 00:12:39:16 00:12:45:04 
will be kept at that level 
up to and including 2025/26. 
 
253 00:12:45:19 00:12:47:09 
And this exemption underpins 
 
254 00:12:47:11 00:12:50:18 
the annual tax-year end 
bed and breakfasting calculations 
 
255 00:12:50:20 00:12:54:19 
where clients can sell and 
repurchase shares to realise again, 
 
256 00:12:54:21 00:12:58:24 
and thereby increase the base cost 
for future disposals. 
 
257 00:12:59:01 00:13:02:21 
To balance out all of this good news, 
we do need to remember, though, 
 
258 00:13:02:23 00:13:07:22 
the potential tax pitfalls 
of an OEIC investment. 
 
259 00:13:09:10 00:13:10:15 
Here we are. 
 
260 00:13:10:17 00:13:13:23 
So many or most investors, 
of course, are not going to have 
 
261 00:13:14:00 00:13:15:12 
an unused personal allowance. 
 
262 00:13:15:14 00:13:18:06 
Secondly, think 
of your business-owning clients. 
 
263 00:13:18:08 00:13:21:11 
They'll often use up their dividend, 
nil rate, and basic rate bands 
 
264 00:13:21:13 00:13:25:02 
thanks to the company's 
remuneration strategy. 
 



265 00:13:25:04 00:13:27:19 
Also, those with a good 
fixed-pension provision 
 
266 00:13:27:21 00:13:31:08 
and many employees who have 
little or no basic-rate band left. 
 
267 00:13:31:10 00:13:34:17 
We also need to remind ourselves 
investors will simply... 
 
268 00:13:35:22 00:13:38:04 
..not need the income in many cases, 
 
269 00:13:38:06 00:13:40:06 
and that's generated 
through an OEIC investment 
 
270 00:13:40:08 00:13:42:15 
through both income 
and accumulation shares. 
 
271 00:13:42:17 00:13:46:00 
And remember that the OEIC 
can't turn off that income tap. 
 
272 00:13:46:02 00:13:50:10 
And if that's so, then be taxed on 
that income which has been reinvested. 
 
273 00:13:50:12 00:13:52:07 
That isn't very tax efficient. 
 
274 00:13:52:09 00:13:55:14 
Remember, for example, that both 
onshore and offshore life funds 
 
275 00:13:55:16 00:13:57:18 
can roll up dividends, tax free. 
 
276 00:13:57:20 00:13:59:10 
And I think probably at this stage, 
 
277 00:13:59:12 00:14:01:04 
talking about onshore 
and offshore life funds, 
 
278 00:14:01:06 00:14:03:08 
it's probably a good time to hand 
across to Les 
 
279 00:14:03:10 00:14:05:19 
for an overview on bond tax. 
 
280 00:14:09:09 00:14:12:01 
Yeah, thanks very much, Graeme. 
 



281 00:14:12:03 00:14:13:22 
Good morning, everybody. 
 
282 00:14:13:24 00:14:16:10 
I'm delighted to be here 
playing "Bond"(!). 
 
283 00:14:16:22 00:14:19:16 
I have been onstage 
with Eric Clapton before, 
 
284 00:14:19:18 00:14:21:11 
but that story is getting a bit old - 
 
285 00:14:21:13 00:14:23:15 
it works for the 
Institute of Chartered Accountants - 
 
286 00:14:23:17 00:14:25:01 
so it's good to have a new story 
 
287 00:14:25:03 00:14:28:22 
that I've actually played 
Bond live on screen(!), so... 
 
288 00:14:29:15 00:14:33:04 
Without any further ado, 
I'm here to talk about bonds, 
 
289 00:14:33:06 00:14:35:15 
particularly the 
insurance bond wrapper. 
 
290 00:14:37:10 00:14:41:23 
I think the two main things 
to think about when planning is 
 
291 00:14:42:00 00:14:45:16 
how much tax am I going to pay 
during my investment journey? 
 
292 00:14:45:18 00:14:47:12 
And then how much tax 
am I going to pay 
 
293 00:14:47:14 00:14:49:22 
when I take my money back out again? 
 
294 00:14:49:24 00:14:53:01 
So a sort of... 
a tax-efficient journey 
 
295 00:14:53:03 00:14:55:03 
and a tax-efficient exit, I think, 
 
296 00:14:55:05 00:14:57:04 
is what we're looking for here. 
 



297 00:14:57:06 00:15:01:06 
And I think a bond tax wrapper 
can deliver that in certain cases. 
 
298 00:15:02:12 00:15:05:21 
Graeme mentioned the taxation 
of the OEIC company... 
 
299 00:15:06:15 00:15:07:20 
..being light touch. 
 
300 00:15:07:22 00:15:10:00 
It's obviously not light touch 
in the bond world. 
 
301 00:15:10:02 00:15:12:05 
So, essentially, what you do 
 
302 00:15:12:07 00:15:14:20 
when you put your OEICs 
inside the bond wrapper, 
 
303 00:15:14:22 00:15:18:09 
is you've kind of got your own 
little investment company. 
 
304 00:15:18:11 00:15:21:08 
Also, we've heard about family 
investment companies 
 
305 00:15:21:10 00:15:23:11 
and how for the high net-worth, 
 
306 00:15:23:13 00:15:26:13 
it's sort of a good place 
to shelter your investments 
 
307 00:15:26:15 00:15:29:08 
because of the corporation-tax 
treatment and investments 
 
308 00:15:29:10 00:15:31:05 
is quite benign, 
 
309 00:15:31:07 00:15:33:18 
especially for 
the higher net-worth individuals. 
 
310 00:15:33:20 00:15:36:13 
So, effectively, if you put your OEICs 
inside a bond wrapper, 
 
311 00:15:36:15 00:15:37:23 
what you've done is given yourself 
 
312 00:15:38:00 00:15:40:06 
a little wee investment company 
of your own. 



 
313 00:15:40:08 00:15:42:13 
And that's kind of 
taking your investments 
 
314 00:15:42:15 00:15:44:19 
or your personal-tax position 
 
315 00:15:44:21 00:15:47:21 
and put them 
into the corporation-tax world. 
 
316 00:15:47:23 00:15:51:11 
I'll cover how that works 
in a minute or two. 
 
317 00:15:52:08 00:15:55:04 
So you're going to have 
a corporation tax journey, 
 
318 00:15:55:06 00:15:58:01 
and then when you exit, obviously, 
 
319 00:15:58:03 00:16:01:05 
you're kind of in 
the chargeable-events world. 
 
320 00:16:01:07 00:16:05:21 
And how much tax you pay when you exit 
is based on three key things: 
 
321 00:16:06:11 00:16:10:00 
the availability of tax credits 
on an onshore bond, 
 
322 00:16:10:18 00:16:12:24 
the availability 
of top-slicing relief - 
 
323 00:16:13:01 00:16:16:00 
which applies 
to onshore and offshore bonds - 
 
324 00:16:16:02 00:16:19:11 
and whether you've got any 
savings allowances available as well. 
 
325 00:16:19:13 00:16:23:23 
The savings allowances 
are for savings income 
 
326 00:16:24:00 00:16:26:15 
and bond gains 
are treated as savings income. 
 
327 00:16:26:17 00:16:29:11 
So a corporation-tax journey 
 



328 00:16:29:13 00:16:33:12 
which can be quite tax-light 
for individuals, 
 
329 00:16:33:14 00:16:36:01 
and then, potentially, 
depending on circumstances, 
 
330 00:16:36:03 00:16:40:19 
you can get a tax-free exit, 
or at least no further tax to pay. 
 
331 00:16:40:21 00:16:41:21 
So... 
 
332 00:16:43:04 00:16:46:16 
Tax-wise, 
in the corporation-tax world, 
 
333 00:16:46:18 00:16:48:08 
you're looking, during your journey, 
 
334 00:16:48:10 00:16:52:08 
at somewhere between 
0% tax and 20% tax, 
 
335 00:16:52:10 00:16:54:24 
which I will explain how 
I get those numbers in a minute. 
 
336 00:16:55:01 00:16:56:14 
And then in the exit world, 
 
337 00:16:56:16 00:17:00:21 
it's between tax-free 
and potentially 45% 
 
338 00:17:00:23 00:17:03:01 
for additional-rate taxpayers. 
 
339 00:17:03:03 00:17:07:15 
So it is basically possible for a bond 
to work the exact same way as an ISA, 
 
340 00:17:07:17 00:17:11:06 
no tax during your investment journey 
and no tax when you exit. 
 
341 00:17:11:08 00:17:13:09 
But then you could go to 
the opposite end of the spectrum, 
 
342 00:17:13:11 00:17:16:08 
where you could be paying 
20% tax on your journey 
 
343 00:17:16:10 00:17:18:21 
with 45% tax on exit. 



 
344 00:17:18:23 00:17:22:12 
But the right client 
and the right circumstances, 
 
345 00:17:22:14 00:17:26:03 
we can get very low rates of tax 
for their journey and their exit. 
 
346 00:17:26:05 00:17:27:23 
And I think that's the sweet spot 
 
347 00:17:28:00 00:17:31:09 
for getting your OEICs wrapped. 
 
348 00:17:33:16 00:17:35:20 
Ben... Ben, that's my son's name! 
 
349 00:17:35:22 00:17:39:06 
Graeme alluded to before, 
 
350 00:17:39:08 00:17:43:07 
obviously, one of the key things is 
there's no capital-gains tax involved 
 
351 00:17:43:20 00:17:46:16 
when you deal with OEICs 
and inside an insurance bond, 
 
352 00:17:46:18 00:17:48:15 
because you're dealing 
with corporation tax. 
 
353 00:17:48:17 00:17:51:23 
And then, 
from an individual's perspective, 
 
354 00:17:52:00 00:17:55:21 
we're not in the standard 
income-tax, capital-gains tax regimes, 
 
355 00:17:55:23 00:17:57:24 
we're looking at 
the chargeable events rules, 
 
356 00:17:58:01 00:18:01:18 
which brings those tax credits 
and the top-slicing through. 
 
357 00:18:01:20 00:18:04:01 
So a special regime for bond gains 
 
358 00:18:04:03 00:18:08:23 
which can give special results 
for certain types of individuals. 
 
359 00:18:09:12 00:18:11:13 
Right, so back to inside the bond. 



 
360 00:18:11:15 00:18:14:04 
I've set up 
my little investment company, 
 
361 00:18:14:06 00:18:16:03 
otherwise known as my bond wrapper, 
 
362 00:18:16:05 00:18:20:19 
and you can see the tax treatment 
of the investments there. 
 
363 00:18:20:21 00:18:24:18 
Gains will get taxed up to 20%, 
 
364 00:18:25:11 00:18:27:16 
interest at 20%, 
 
365 00:18:27:18 00:18:32:01 
and any dividends received 
are exempt from tax. 
 
366 00:18:32:03 00:18:36:20 
So if you consider your 
higher additional-rate taxpayers, 
 
367 00:18:36:22 00:18:40:07 
who are paying rates of tax 
and dividends and interest and gains, 
 
368 00:18:40:09 00:18:42:03 
it's going to be 
much higher than that. 
 
369 00:18:42:05 00:18:45:20 
So having your investments held 
in your wee investment company 
 
370 00:18:45:22 00:18:49:12 
under the corporation-tax regime 
can be far more tax efficient 
 
371 00:18:49:14 00:18:52:09 
than holding it out 
in the personal-tax regime. 
 
372 00:18:52:22 00:18:55:17 
We've just got a little example there, 
 
373 00:18:55:19 00:18:59:01 
it's a small amount of money, 
£100,000. 
 
374 00:19:00:01 00:19:02:03 
We'll give that 
a sort of mixed growth, 
 
375 00:19:02:05 00:19:04:18 



so there's some gain there at £2,000, 
 
376 00:19:04:20 00:19:06:13 
some interest at £1,000, 
 
377 00:19:06:15 00:19:08:17 
and £2,000 worth of dividend. 
 
378 00:19:08:19 00:19:10:06 
Probably not unusual. 
 
379 00:19:10:08 00:19:13:05 
A couple of percentage points 
and gain a couple of percentage, 
 
380 00:19:13:07 00:19:16:01 
and dividend yield's 
probably a bit higher 
 
381 00:19:16:03 00:19:19:02 
at 1% interest yield. 
 
382 00:19:20:05 00:19:24:15 
So if we work that through, 
no tax on the dividends, 
 
383 00:19:24:17 00:19:27:08 
£200 of tax on your interest, 
 
384 00:19:27:10 00:19:30:08 
and up to £400 tax on your gain. 
 
385 00:19:30:10 00:19:34:12 
I keep saying "up to" because it's not 
the full 20% you pay within the bond. 
 
386 00:19:34:14 00:19:37:24 
There's things you can do 
in the corporation-tax bond world 
 
387 00:19:38:01 00:19:40:21 
to spread gains over seven years 
and all this sort of thing. 
 
388 00:19:40:23 00:19:44:21 
So you probably would pay 
20% actual tax on your gains, 
 
389 00:19:44:23 00:19:47:17 
and aside, 
the corporation-tax structure 
 
390 00:19:47:19 00:19:49:09 
will be somewhere less than that. 
 
391 00:19:49:24 00:19:51:13 
But as you can see here... 
 



392 00:19:53:00 00:19:57:04 
..£600 of tax 
based on £5,000 of growth. 
 
393 00:19:58:12 00:20:02:06 
It's really 
at a 12% investment journey. 
 
394 00:20:02:08 00:20:05:14 
If you consider the current rates 
of interest and dividends 
 
395 00:20:05:16 00:20:08:04 
and capital-gains tax 
at the higher and additional rates, 
 
396 00:20:08:06 00:20:11:14 
they're all substantially higher 
than 12%. 
 
397 00:20:12:02 00:20:14:17 
But, of course, 
you do get a 20% tax credit, 
 
398 00:20:14:19 00:20:18:02 
even though you've actually 
only suffered 12% tax on the bonds. 
 
399 00:20:18:04 00:20:20:23 
So... quite an efficient journey 
 
400 00:20:21:00 00:20:24:20 
for people who would otherwise 
have a tax-heavy journey. 
 
401 00:20:27:21 00:20:31:23 
The next thing I think is important 
in the bond world is tax deferral. 
 
402 00:20:32:00 00:20:34:15 
And we're kind of moving on 
to the chargeable-events world here. 
 
403 00:20:34:17 00:20:40:20 
The individual investor's tax deferral 
is one of the key benefits 
 
404 00:20:40:22 00:20:44:21 
of having your OEICs 
inside an insurance bond wrapper. 
 
405 00:20:44:23 00:20:47:10 
I think that the first part 
of tax deferral 
 
406 00:20:47:12 00:20:50:11 
is for those people 
who are maybe not growth investors, 



 
407 00:20:50:13 00:20:52:07 
they are looking for an income. 
 
408 00:20:52:09 00:20:54:12 
Obviously, you 
get the simplicity of being able 
 
409 00:20:54:14 00:20:57:20 
to take your 
5% tax-deferred allowance, 
 
410 00:20:57:22 00:20:59:10 
as people say. 
 
411 00:20:59:12 00:21:01:23 
And the tax-deferred allowance 
basically just works. 
 
412 00:21:02:00 00:21:03:23 
A quick example here. 
 
413 00:21:05:00 00:21:07:06 
In the first year 
you get 5% of your premium, 
 
414 00:21:07:08 00:21:09:20 
in the second year 
you get 5% of your premium, 
 
415 00:21:09:22 00:21:12:07 
and in the third year you get 
5% of your premium. 
 
416 00:21:12:09 00:21:15:07 
And then what you don't use 
accumulates up. 
 
417 00:21:15:09 00:21:16:13 
So in this example here, 
 
418 00:21:16:15 00:21:19:15 
where we started 
with £100,000 premium, 
 
419 00:21:19:17 00:21:24:10 
you can take £5,000 tax-deferred 
back every year, 
 
420 00:21:24:12 00:21:26:21 
it doesn't touch your tax bill. 
 
421 00:21:26:23 00:21:30:19 
So no end-year tax to pay, 
in comparison to the OEICs, 
 
422 00:21:30:21 00:21:35:15 
where your tax bill's always on 



because your income's always on. 
 
423 00:21:35:17 00:21:40:05 
You can generate a simple, 
flat 5% income from your bond 
 
424 00:21:40:07 00:21:45:23 
and not have to worry about tax 
until a chargeable event arrives. 
 
425 00:21:46:00 00:21:48:13 
Which is when 
your tax catches up with you 
 
426 00:21:48:15 00:21:50:23 
because it's tax-deferred, 
not tax-free. 
 
427 00:21:51:22 00:21:54:20 
Tax deferral whilst 
you're a higher-rate taxpayer. 
 
428 00:21:54:22 00:21:57:09 
And then have an access to... 
 
429 00:21:58:11 00:22:00:08 
..tax credits, top-slicing and that 
 
430 00:22:00:10 00:22:03:07 
can make that 
quite a good journey for people. 
 
431 00:22:04:09 00:22:07:05 
So when's your tax-deferred until? 
 
432 00:22:07:07 00:22:08:19 
It's basically DAMES. 
 
433 00:22:08:21 00:22:10:19 
This is how I learned 
my chargeable events 
 
434 00:22:10:21 00:22:14:12 
when I did my FPC 
in the late 90s, I think it was. 
 
435 00:22:14:14 00:22:17:19 
Death. 
Assignment for money or money's worth. 
 
436 00:22:19:05 00:22:23:01 
Maturity - you usually just see them 
on capital redemption bonds 
 
437 00:22:23:03 00:22:24:21 
and the single premium world. 
 
438 00:22:24:23 00:22:28:16 



So I've never actually seen one 
because, well, our term's 99 years 
 
439 00:22:28:18 00:22:30:22 
and the contract's 
not being running 99 years 
 
440 00:22:30:24 00:22:32:22 
so it will be a while 
before we ever see 
 
441 00:22:32:24 00:22:35:10 
a capital redemption option maturity. 
 
442 00:22:35:12 00:22:36:18 
Excess events - 
 
443 00:22:36:20 00:22:41:01 
these happen if you go over the 5% 
I spoke about before. 
 
444 00:22:41:03 00:22:43:08 
It may or may not be an issue. 
 
445 00:22:43:10 00:22:47:06 
Having an excess event 
because you've taken 7 or 8% 
 
446 00:22:47:08 00:22:50:13 
might be OK because 
you didn't pay any tax anyway, 
 
447 00:22:50:15 00:22:53:14 
because your tax credit 
sorted it out, etc. 
 
448 00:22:53:16 00:22:56:11 
So it's not necessarily 
a bad thing, exceeding the 5%. 
 
449 00:22:56:13 00:23:00:08 
Some people can exceed the 5%, 
still have no tax to pay. 
 
450 00:23:00:10 00:23:01:21 
And then Surrender. 
 
451 00:23:02:13 00:23:03:19 
So when you surrender 
 
452 00:23:03:21 00:23:06:18 
either your full bond 
or some of your segments, 
 
453 00:23:06:20 00:23:09:13 
then that triggers your tax liability. 
 
454 00:23:09:15 00:23:12:05 



From a planning point of view, 
we're trying to get people 
 
455 00:23:12:07 00:23:15:08 
a tax-efficient journey 
and a tax-efficient exit 
 
456 00:23:15:10 00:23:18:14 
so that, I think, planning-wise 
requires the ability 
 
457 00:23:18:16 00:23:22:02 
to manage the tax deferral 
on your gains 
 
458 00:23:22:04 00:23:24:17 
so that you dictate 
when the tax happens 
 
459 00:23:24:19 00:23:27:18 
and an event doesn't dictate 
when the tax happens. 
 
460 00:23:27:20 00:23:29:02 
And I suppose you can see from these 
 
461 00:23:29:04 00:23:32:00 
that these are all 
quite easy to plan for. 
 
462 00:23:32:20 00:23:36:08 
Death - offshore, you can have 
a capital redemption option 
 
463 00:23:36:10 00:23:37:24 
so there's no lives assured. 
 
464 00:23:38:01 00:23:40:24 
So you wouldn't have an untimely death 
 
465 00:23:41:01 00:23:43:19 
triggering a chargeable event 
in a tax year 
 
466 00:23:43:21 00:23:46:11 
that wasn't very conducive to low tax. 
 
467 00:23:47:09 00:23:50:15 
It's usually common 
to put a younger life assured on, 
 
468 00:23:50:17 00:23:53:18 
so you'd have the owner on 
as the first life assured, 
 
469 00:23:53:20 00:23:57:10 
and maybe a grandchild or 
somebody younger in the family on 



 
470 00:23:57:12 00:23:58:24 
as second life assured. 
 
471 00:23:59:01 00:24:01:18 
That gives you the ability to - 
 
472 00:24:01:20 00:24:05:00 
unless there's an 
unfortunate death of both of them - 
 
473 00:24:05:02 00:24:07:14 
that should give you the ability 
 
474 00:24:07:16 00:24:10:07 
to avoid a death 
triggering a tax charge. 
 
475 00:24:10:09 00:24:12:10 
Assignment for money or money's worth. 
 
476 00:24:12:12 00:24:13:12 
Well, that's good. 
 
477 00:24:13:14 00:24:16:02 
People who are thinking 
about giving their money away. 
 
478 00:24:16:04 00:24:17:10 
Lots of people grow their money 
 
479 00:24:17:12 00:24:20:09 
knowing they're going 
to be giving it away to family, 
 
480 00:24:20:11 00:24:24:09 
you don't have any chargeable events 
if it's a gift assignment, 
 
481 00:24:24:11 00:24:26:05 
so that can be useful as well 
 
482 00:24:26:07 00:24:28:23 
when you're thinking ahead 
and you're planning. 
 
483 00:24:29:00 00:24:32:17 
As I said, maturities aren't normal. 
 
484 00:24:32:19 00:24:35:17 
I doubt anybody will hold 
a bond for 99 years. 
 
485 00:24:35:19 00:24:38:00 
A big family trust maybe, 
 
486 00:24:38:02 00:24:40:13 
but I don't think an individual's 



going to be holding a bond for 99 years. 
 
487 00:24:40:15 00:24:44:14 
So you don't need to worry 
about that event coming along. 
 
488 00:24:44:16 00:24:46:13 
Obviously, the 5% tax deferred, 
 
489 00:24:46:15 00:24:50:07 
you can dictate whether you want 
to create that event or not. 
 
490 00:24:50:09 00:24:53:17 
Sometimes it's not an issue 
because it doesn't create any tax, 
 
491 00:24:53:19 00:24:55:02 
and sometimes it might be, 
 
492 00:24:55:04 00:24:58:23 
and then you would just keep 
your gains within the limits. 
 
493 00:24:59:18 00:25:01:23 
And, obviously, 
with the full surrender, 
 
494 00:25:02:00 00:25:04:20 
you can just 
choose your tax year wisely. 
 
495 00:25:05:08 00:25:08:05 
Pick the right tax year 
to surrender your bond, 
 
496 00:25:08:07 00:25:10:23 
maybe surrender it 
over a couple of tax years. 
 
497 00:25:11:00 00:25:13:02 
Turn off your SIP income for a year, 
 
498 00:25:13:04 00:25:15:12 
opening up your personal allowance 
and savings rates 
 
499 00:25:15:14 00:25:17:18 
for your bond surrender, 
sort of thing. 
 
500 00:25:17:20 00:25:21:24 
So, tax deferral 
is a really good benefit, 
 
501 00:25:22:01 00:25:24:10 
especially for people 
who would otherwise be paying 



 
502 00:25:24:12 00:25:26:15 
higher rates 
of tax on their investment, 
 
503 00:25:26:17 00:25:31:12 
deferring that tax to a tax point 
that's going to be relatively low tax 
 
504 00:25:31:14 00:25:34:01 
can be quite useful 
for the bond wrapper. 
 
505 00:25:34:03 00:25:36:21 
I should probably talk about 
gains just quickly. 
 
506 00:25:36:23 00:25:39:12 
I'm sure you all know 
how to calculate a bond gain. 
 
507 00:25:39:14 00:25:41:14 
I'll just get it all up there. 
 
508 00:25:41:16 00:25:45:16 
Right, take your surrender value, 
add back in all your withdrawals - 
 
509 00:25:45:18 00:25:47:19 
because remember 
your withdrawals are tax deferred, 
 
510 00:25:47:21 00:25:49:04 
they catch up with you. 
 
511 00:25:49:06 00:25:52:24 
This is where they catch up 
with you in your final gain calc. 
 
512 00:25:53:01 00:25:56:00 
Take off your premiums paid. 
 
513 00:25:56:02 00:25:57:19 
If you have had an excess gain 
 
514 00:25:57:21 00:26:00:19 
because you were over 
the 5% in the past, 
 
515 00:26:00:21 00:26:03:11 
you get to take them off when you're 
calculating your final gain. 
 
516 00:26:03:13 00:26:04:23 
It would be unfair otherwise, 
 
517 00:26:05:00 00:26:06:24 
it would be through 



the tax system twice. 
 
518 00:26:07:01 00:26:10:16 
So that's why I say breaching 
the 5% tax deferred allowance 
 
519 00:26:10:18 00:26:12:14 
isn't necessarily a bad thing. 
 
520 00:26:12:16 00:26:15:18 
You could breach the allowance 
during your investment journey, 
 
521 00:26:15:20 00:26:17:14 
not have any tax to pay, 
 
522 00:26:17:16 00:26:22:12 
and you get to take 
that excess gain off at the back end, 
 
523 00:26:22:14 00:26:26:15 
when your tax deferral finishes 
and it's time to pay some tax. 
 
524 00:26:26:17 00:26:28:06 
But that's how you get your gain. 
 
525 00:26:28:08 00:26:30:22 
Whether that actually 
results in any tax 
 
526 00:26:30:24 00:26:33:05 
depends on those three things 
we spoke about before - 
 
527 00:26:33:07 00:26:38:09 
tax credits, top-slicing relief 
and access to the savings allowance. 
 
528 00:26:39:16 00:26:43:13 
So tax credits are fairly simple. 
 
529 00:26:44:14 00:26:46:13 
If you've got 
a basic-rate tax liability 
 
530 00:26:46:15 00:26:48:13 
and a basic-rate tax credit, 
 
531 00:26:48:15 00:26:50:16 
you've got no further tax to pay. 
 
532 00:26:50:18 00:26:54:05 
So if you've got a client 
where you know the full gain, 
 
533 00:26:54:07 00:26:55:22 
or you can manage the gains 



 
534 00:26:55:24 00:27:00:01 
to be within or lower than 
the higher-rate threshold, 
 
535 00:27:00:03 00:27:02:16 
you know you're 
not going to have any tax to pay 
 
536 00:27:02:18 00:27:04:23 
because you've got the tax credit. 
 
537 00:27:05:10 00:27:09:04 
Obviously, offshore, 
you'll have 20% tax to pay for a gain. 
 
538 00:27:09:06 00:27:12:14 
That's sitting in 
the basic-rate tax band. 
 
539 00:27:12:16 00:27:15:14 
So higher-rate taxpayers, 
really efficient journey. 
 
540 00:27:15:16 00:27:19:11 
And then if they come out 
within the basic-rate tax band, 
 
541 00:27:19:13 00:27:21:02 
no tax on exit. 
 
542 00:27:21:04 00:27:24:20 
That's probably a sweet spot 
which we might explore later. 
 
543 00:27:26:06 00:27:29:22 
Just a word on the tax credit. 
Who gets tax credits? 
 
544 00:27:29:24 00:27:34:14 
Individuals can use the tax credit, 
trustees can use the tax credit, 
 
545 00:27:34:16 00:27:37:11 
and corporates can use 
the tax credit as well. 
 
546 00:27:37:13 00:27:40:17 
The tax credit's the only bit 
of the chargeable-events world 
 
547 00:27:40:19 00:27:42:24 
that really applies 
to corporate investments. 
 
548 00:27:43:01 00:27:45:13 
You get credit for the tax 
within the fund. 



 
549 00:27:46:00 00:27:48:01 
But remember you get 
a tax credit for 20, 
 
550 00:27:48:03 00:27:51:22 
but your actual tax 
will be much lower than 20. 
 
551 00:27:51:24 00:27:56:02 
CII would probably say it was 16/17%. 
 
552 00:27:56:04 00:28:00:14 
I've heard of ones lower than 10% 
in our open architecture wrappers. 
 
553 00:28:00:16 00:28:03:03 
So it just depends 
on the composition of your returns 
 
554 00:28:03:05 00:28:05:02 
how much tax you actually pay. 
 
555 00:28:05:04 00:28:07:09 
But it doesn't matter how much 
you actually pay, 
 
556 00:28:07:11 00:28:11:10 
you get that basic-rate tax credit 
when you cash in. 
 
557 00:28:12:11 00:28:15:19 
So what if your gains 
are above the higher-rate threshold? 
 
558 00:28:15:21 00:28:17:10 
We get to top-slicing relief. 
 
559 00:28:17:12 00:28:20:07 
Here's my 30-second version 
of top-slicing relief. 
 
560 00:28:21:01 00:28:23:09 
If you're really interested 
in the hour-long version, 
 
561 00:28:23:11 00:28:26:04 
then you can ask your 
account manager for a session. 
 
562 00:28:26:06 00:28:29:02 
But top-slicing relief 
is basically a mechanism 
 
563 00:28:29:04 00:28:32:15 
where people who would ordinarily 
be a basic-rate taxpayer, 
 



564 00:28:32:17 00:28:35:16 
apart from the fact 
that they've got this big bond gain. 
 
565 00:28:36:23 00:28:40:11 
It allows them to basically say, 
"Well, we'll treat this bond gain 
 
566 00:28:40:13 00:28:43:17 
as if we had generated it 
over 10 years." 
 
567 00:28:43:19 00:28:48:15 
So instead of having £100,000 gain, 
we work out how much the tax would be 
 
568 00:28:48:17 00:28:52:01 
if we just had £10,000 
gained for 10 years, 
 
569 00:28:52:03 00:28:54:12 
and the difference 
between the two tax amounts 
 
570 00:28:54:14 00:28:56:18 
is basically your top-slicing relief. 
 
571 00:28:58:22 00:29:01:24 
So, basically, you get 
the tax on your full gain, 
 
572 00:29:02:01 00:29:05:21 
you take away your tax credit, 
and then you get your slice. 
 
573 00:29:07:02 00:29:08:12 
You get your slice, 
 
574 00:29:08:14 00:29:10:20 
and then you work out 
your tax on your slice 
 
575 00:29:10:22 00:29:13:06 
and you take away 
your tax credit as well. 
 
576 00:29:13:08 00:29:14:18 
A little techie point, 
 
577 00:29:14:20 00:29:17:06 
you get a tax credit 
for offshore bonds, 
 
578 00:29:17:08 00:29:21:09 
but only for the purposes 
of doing your top-slicing calculations 
 
579 00:29:21:11 00:29:24:21 



just to keep it equal 
between onshore and offshore. 
 
580 00:29:25:11 00:29:28:16 
So you get the tax on your slice, 
minus the credit, 
 
581 00:29:28:18 00:29:32:12 
and then you multiply that up again 
by the number of slices. 
 
582 00:29:32:14 00:29:34:12 
That's got a benefit for people, 
 
583 00:29:34:14 00:29:36:21 
because that means 
if you've got ten slices, 
 
584 00:29:36:23 00:29:39:03 
you're getting ten 
personal savings allowances, 
 
585 00:29:39:05 00:29:42:16 
ten personal allowances, 
ten starting rates for savings. 
 
586 00:29:42:18 00:29:46:15 
So you can generate 
quite a nice amount of tax relief 
 
587 00:29:46:17 00:29:47:17 
on your slices, 
 
588 00:29:47:19 00:29:50:20 
which generates 
more top-slicing relief. 
 
589 00:29:50:22 00:29:53:02 
So, basically, you get to then 
the techie terms, 
 
590 00:29:53:04 00:29:56:11 
which is the individual's liability 
and the relieved liability. 
 
591 00:29:56:13 00:29:58:06 
Which is basically 
the tax on your full gain 
 
592 00:29:58:08 00:30:00:17 
and the tax on your slices. 
 
593 00:30:00:19 00:30:02:12 
You take one from the other 
 
594 00:30:02:14 00:30:05:04 
and that gives you 
your top-slicing relief. 



 
595 00:30:05:19 00:30:08:21 
It was really hard 
to calculate top-slicing relief, 
 
596 00:30:08:23 00:30:11:22 
but the old rule of thumb 
still applies 
 
597 00:30:11:24 00:30:15:02 
when you're just thinking 
about planning for an individual. 
 
598 00:30:15:04 00:30:16:04 
Sort of... 
 
599 00:30:17:14 00:30:19:11 
I've just got 
the higher-rate threshold here. 
 
600 00:30:19:13 00:30:22:15 
The same principles apply 
at the additional-rate threshold. 
 
601 00:30:22:17 00:30:26:03 
So you kind of know if your slice 
is going to be fully in 
 
602 00:30:26:05 00:30:30:07 
the basic-rate tax band 
or under the higher-rate threshold, 
 
603 00:30:30:09 00:30:32:19 
you know you're going 
to get full top-slicing relief, 
 
604 00:30:32:21 00:30:36:12 
which means you'll only pay 
basic-rate tax on your gain. 
 
605 00:30:36:14 00:30:38:04 
And, of course, if you're unsure, 
 
606 00:30:38:06 00:30:40:24 
you've got a tax credit 
to sort that out. 
 
607 00:30:41:01 00:30:43:10 
So, again, your higher-rate taxpayer, 
 
608 00:30:43:12 00:30:46:11 
you know, their slices are going 
to be in the basic-rate tax band 
 
609 00:30:46:13 00:30:47:21 
when they cash in. 
 
610 00:30:47:23 00:30:51:03 



Tax-efficient journey, no tax on exit. 
 
611 00:30:51:05 00:30:52:09 
Because of the combination 
 
612 00:30:52:11 00:30:55:10 
of top-slicing relief 
and the tax credit. 
 
613 00:30:55:12 00:30:57:22 
If your slice straddles 
the higher-rate threshold, 
 
614 00:30:57:24 00:30:59:21 
you'll get some top-slicing relief, 
 
615 00:30:59:23 00:31:01:23 
but you won't get 
full top-slicing relief, 
 
616 00:31:02:00 00:31:06:02 
so there will be a bit 
of higher-rate tax to pay. 
 
617 00:31:06:04 00:31:08:21 
And even though in the old days 
 
618 00:31:08:23 00:31:11:05 
if your slice was fully in 
the higher-rate tax band, 
 
619 00:31:11:07 00:31:13:11 
you didn't get top-slicing relief, 
 
620 00:31:14:06 00:31:15:22 
because of the pension saving... 
 
621 00:31:17:15 00:31:20:02 
the personal savings 
allowance changes, 
 
622 00:31:20:04 00:31:23:13 
higher-rate taxpayers 
will get top-slicing relief as well, 
 
623 00:31:23:15 00:31:26:23 
as long as they've got 
personal savings allowance available. 
 
624 00:31:27:00 00:31:30:00 
Because of that effect 
of having multiple slices, 
 
625 00:31:30:02 00:31:33:06 
having multiple 
personal savings allowances available, 
 
626 00:31:33:08 00:31:37:15 



you create that difference between 
the full tax and the sliced tax, 
 
627 00:31:37:17 00:31:39:21 
which generates 
your top-slicing relief. 
 
628 00:31:39:23 00:31:42:24 
So a really good way 
of having a tax-efficient journey 
 
629 00:31:43:01 00:31:46:02 
and a tax-efficient exit 
for your basic-rate taxpayers 
 
630 00:31:46:04 00:31:48:10 
and your higher-rate taxpayers. 
 
631 00:31:48:12 00:31:52:17 
I suppose the icing on the cake 
would be have no tax on exit at all 
 
632 00:31:52:19 00:31:54:13 
and that is possible... 
 
633 00:31:55:13 00:31:57:14 
..if you can access 
your savings allowances. 
 
634 00:31:57:16 00:32:01:14 
I think this is a real sweet spot, 
as well, for wrapping your OEICs, 
 
635 00:32:01:16 00:32:05:09 
if you can get a tax-efficient journey 
or a tax-free journey 
 
636 00:32:06:06 00:32:08:02 
and a tax-free exit, 
 
637 00:32:08:04 00:32:12:01 
I think that's a really good 
sweet spot for your bond wrapper. 
 
638 00:32:12:03 00:32:14:17 
So when I'm talking 
about savings allowances, 
 
639 00:32:15:18 00:32:18:23 
or savings income 
in respect to bond gains, 
 
640 00:32:19:00 00:32:21:10 
particularly offshore bond gains, 
 
641 00:32:22:11 00:32:24:24 
if you've got an offshore bond gain 
it's savings income. 



 
642 00:32:25:01 00:32:27:16 
If you've got all your 
personal allowance available, 
 
643 00:32:28:04 00:32:30:04 
your starting rate 
for savings available, 
 
644 00:32:30:06 00:32:31:20 
and your personal savings allowance, 
 
645 00:32:31:22 00:32:36:19 
you can have up to 
£18,570 of bonds gains. 
 
646 00:32:36:21 00:32:39:11 
And you don't pay any tax on the gain 
 
647 00:32:39:13 00:32:43:01 
because it's all 
in a taxed-at-0% band. 
 
648 00:32:43:03 00:32:45:18 
So think about people who... 
 
649 00:32:46:18 00:32:49:17 
..I guess, everybody thinks 
high net-worth for offshore bonds, 
 
650 00:32:49:19 00:32:54:15 
but it's not, it's if you've got 
little or no income on encashment. 
 
651 00:32:54:17 00:32:59:13 
Maybe people just with a state pension 
of maybe £8,000 or £9,000 a year, 
 
652 00:32:59:15 00:33:02:20 
could have £8,000 or £9,000 
of savings allowance available, 
 
653 00:33:02:22 00:33:06:02 
an £8,000 or £9,000 
offshore bond gain cashed in, 
 
654 00:33:06:04 00:33:07:18 
no tax to pay. 
 
655 00:33:07:20 00:33:10:17 
Or people who can flex their income. 
 
656 00:33:10:19 00:33:12:16 
In this world, a pension is freedom, 
 
657 00:33:12:18 00:33:15:13 
and SIPs, turning your 
pension income off for a year, 



 
658 00:33:15:15 00:33:17:08 
isn't too much of a trouble. 
 
659 00:33:17:10 00:33:22:05 
And you can cash in 
your £18,570 of offshore bond gain 
 
660 00:33:22:07 00:33:23:17 
and get it out tax-free. 
 
661 00:33:23:19 00:33:25:17 
Remember, 
capital comes with that as well, 
 
662 00:33:25:19 00:33:29:21 
so that can provide an actual 
good amount of money in the bank. 
 
663 00:33:29:23 00:33:32:22 
So that's the benefits of bond tax. 
 
664 00:33:32:24 00:33:34:16 
There's obviously 
much more benefits of bonds 
 
665 00:33:34:18 00:33:35:18 
which we don't have time for, 
 
666 00:33:35:20 00:33:37:12 
but I think that's the key 
tax benefits 
 
667 00:33:37:14 00:33:40:16 
that should give us that 
kind of bedrock or a foundation 
 
668 00:33:40:18 00:33:42:21 
for getting on with case studies, Vin. 
 
669 00:33:43:09 00:33:46:04 
Thanks, Les, 
and also thanks to Graeme. 
 
670 00:33:46:06 00:33:49:19 
Now, as we've already referenced, 
Les is playing Mr Bond today. 
 
671 00:33:49:21 00:33:51:13 
Now, as part of that, 
 
672 00:33:51:15 00:33:55:02 
we did consider trying 
to make him look like Daniel Craig, 
 
673 00:33:55:04 00:33:58:02 
who is, of course, famously blonde. 
 



674 00:33:58:04 00:34:00:05 
Now, when we said that to Les, 
he said, 
 
675 00:34:00:07 00:34:02:08 
"Well, do you expect me 
to wear a wig or something?", 
 
676 00:34:02:10 00:34:07:05 
and, of course, we had to respond, 
"No, Mr Bond, I expect you to die." 
 
677 00:34:07:07 00:34:08:22 
Anyway, let's move it on. 
 
678 00:34:08:24 00:34:10:09 
(LAUGHTER) 
 
679 00:34:10:11 00:34:12:10 
Let's have a look at 
that first case study. 
 
680 00:34:12:12 00:34:15:14 
Now, this one is based 
upon a personal investment, OK. 
 
681 00:34:15:16 00:34:16:24 
So we're going to look at 
three different case studies. 
 
682 00:34:17:01 00:34:18:13 
This is the personal investment one. 
 
683 00:34:18:15 00:34:21:18 
And this is not just our decision, 
you are a big part of this, 
 
684 00:34:21:20 00:34:24:06 
so please can I ask you to make sure 
 
685 00:34:24:08 00:34:27:23 
you're using the polling facility 
to vote on that as well? 
 
686 00:34:28:00 00:34:29:13 
And I just will read this out, 
 
687 00:34:29:15 00:34:32:23 
just to make sure that everyone's got 
a chance to have a look at it properly 
 
688 00:34:33:00 00:34:35:02 
as they cast their vote. 
 
689 00:34:35:04 00:34:39:13 
So, Sally is the finance director 
for a private trading company 
 



690 00:34:39:15 00:34:42:09 
involved in 
the renewable-energy industry. 
 
691 00:34:42:11 00:34:44:21 
Her annual salary is £94,000, 
 
692 00:34:44:23 00:34:48:19 
and she can also 
earn a bonus of up to 10% of salary. 
 
693 00:34:48:21 00:34:51:22 
In addition, she has 
a small shareholding in the company... 
 
694 00:34:53:00 00:34:56:24 
..which generates 
dividends of £5,000 or so, annually. 
 
695 00:34:57:01 00:34:59:14 
She maximises pension 
and ISA contributions, 
 
696 00:34:59:16 00:35:04:20 
and has recently received an 
inheritance from her uncle of £50,000, 
 
697 00:35:04:22 00:35:09:09 
which she plans to invest 
for five to ten years or more. 
 
698 00:35:09:11 00:35:12:06 
Sally is confident that she can 
leave the investment to grow 
 
699 00:35:12:08 00:35:14:05 
without needing access. 
 
700 00:35:14:07 00:35:16:18 
OK, so that's the first case study, 
 
701 00:35:16:20 00:35:18:04 
and while you're contemplating that, 
 
702 00:35:18:06 00:35:20:20 
and as I say, 
using that polling facility, 
 
703 00:35:20:22 00:35:24:03 
if I can just 
remind you if we could actually 
 
704 00:35:24:05 00:35:27:09 
post questions using the Q&A facility? 
 
705 00:35:27:11 00:35:28:17 
I had a quick look a little while ago 
 



706 00:35:28:19 00:35:30:03 
and we've got some 
really good questions, 
 
707 00:35:30:05 00:35:33:01 
so keep them coming in, 
I'll award a prize. 
 
708 00:35:33:03 00:35:34:22 
I'm not sure what it is yet, 
but a prize for anyone 
 
709 00:35:34:24 00:35:38:05 
who can stump Graeme and Les 
with a tax or trust question. 
 
710 00:35:38:07 00:35:39:22 
So there you go, 
there's a prize for you. 
 
711 00:35:39:24 00:35:42:15 
Let's look at how 
the actual poll is going. 
 
712 00:35:43:04 00:35:45:04 
So what investment 
do you think is best? 
 
713 00:35:45:06 00:35:47:16 
It looks like it's heavily weighted. 
 
714 00:35:47:18 00:35:50:12 
Yep, heavily weighted towards bond. 
 
715 00:35:50:14 00:35:51:15 
So there you go. 
 
716 00:35:51:17 00:35:54:18 
There is a challenge for you, Graeme. 
 
717 00:35:54:20 00:35:58:19 
And as you are officially Mr OEIC, 
let's hand back to you. 
 
718 00:35:59:08 00:36:00:08 
Thank you, Vince. 
 
719 00:36:00:10 00:36:02:20 
I'm not going to lie, 
this is a bit of a tricky one for me. 
 
720 00:36:02:22 00:36:04:08 
I'd like to have some words 
with the people 
 
721 00:36:04:10 00:36:05:24 
that drew up this case study. 
 



722 00:36:06:01 00:36:07:04 
So what have we got? 
 
723 00:36:07:06 00:36:09:13 
We've got the situation here 
that's salary, 
 
724 00:36:09:15 00:36:11:19 
plus bonus, plus dividends, 
 
725 00:36:11:21 00:36:15:05 
can potentially breach 
the £100,000 mark. 
 
726 00:36:15:07 00:36:17:17 
The key word I could argue 
though is... 
 
727 00:36:17:19 00:36:21:08 
The key word there is "potentially", 
as it's by no means guaranteed, 
 
728 00:36:21:10 00:36:24:00 
and we can do 
a bit of planning to help matters. 
 
729 00:36:24:02 00:36:26:10 
So why is that 
£100,000 limit important? 
 
730 00:36:26:12 00:36:29:18 
It's important because, of course, 
of basic personal allowance. 
 
731 00:36:29:20 00:36:35:08 
It's restricted for those whose 
adjusted net income exceeds £100,000. 
 
732 00:36:35:10 00:36:37:18 
Basically, the personal allowance 
is reduced by £1 
 
733 00:36:37:20 00:36:40:23 
for every £2 over that £100,000 limit. 
 
734 00:36:41:00 00:36:44:00 
And, clearly, income from an OEIC 
is going to count towards 
 
735 00:36:44:02 00:36:48:11 
that adjusted net-income total, 
as do bond gains, incidentally. 
 
736 00:36:48:13 00:36:51:02 
But gross relief 
at source pension contributions 
 
737 00:36:51:04 00:36:53:24 



are deductible 
when calculating adjusted net income. 
 
738 00:36:54:01 00:36:56:13 
Also, Sally might have 
charitable motives 
 
739 00:36:56:15 00:37:00:19 
and will welcome the opportunity 
to gift to charities tax efficiently 
 
740 00:37:00:21 00:37:02:04 
via the gift-aid scheme, 
 
741 00:37:02:06 00:37:05:09 
with the gross gift-aid payments 
also being deductible 
 
742 00:37:05:11 00:37:08:06 
when calculating adjusted net income. 
 
743 00:37:09:02 00:37:10:15 
In addition to that planning, 
 
744 00:37:10:17 00:37:13:24 
we need to be mindful 
that Sally's bonus isn't guaranteed, 
 
745 00:37:14:01 00:37:16:03 
and to be honest, 
neither are her dividends, 
 
746 00:37:16:05 00:37:20:03 
so taking those factors into account, 
there might just be enough headroom 
 
747 00:37:20:05 00:37:23:00 
to keep her adjusted net income 
below £100,000, 
 
748 00:37:23:02 00:37:25:21 
and so preserve 
her personal allowance. 
 
749 00:37:25:23 00:37:28:07 
So to reinforce that, 
Sally might consider 
 
750 00:37:28:09 00:37:30:10 
growth orientated funds. 
 
751 00:37:30:12 00:37:31:20 
It's not an option, incidentally, 
 
752 00:37:31:22 00:37:34:04 
for Sally to purchase 
accumulation shares 
 



753 00:37:34:06 00:37:36:12 
simply to avoid income being taxable. 
 
754 00:37:36:14 00:37:38:14 
OK, the income won't be distributed, 
 
755 00:37:38:16 00:37:40:20 
it'll be reinvested 
and added to capital. 
 
756 00:37:40:22 00:37:42:00 
But, as I mentioned earlier, 
 
757 00:37:42:02 00:37:45:17 
that distribution will remain income 
for income-tax purposes, 
 
758 00:37:45:19 00:37:47:11 
so that doesn't help. 
 
759 00:37:47:13 00:37:50:15 
If dividends from her shareholding 
and from her OEIC funds 
 
760 00:37:50:17 00:37:53:13 
exceed the £2,000 dividend nil-rate, 
 
761 00:37:53:15 00:37:56:10 
then remember that 
as a higher-rate taxpayer, 
 
762 00:37:56:12 00:37:59:01 
she's only paying 
32.5% percent currently 
 
763 00:37:59:03 00:38:02:10 
and 33.75% in the future. 
 
764 00:38:02:12 00:38:04:16 
Both these are lower than the 40% rate 
 
765 00:38:04:18 00:38:07:18 
normally applied 
to higher-rate taxpayers. 
 
766 00:38:09:14 00:38:10:16 
CGT-wise, 
 
767 00:38:10:18 00:38:13:17 
there's no suggestion that Carol 
is regularly using 
 
768 00:38:13:19 00:38:15:19 
her CGT annual exemption, 
 
769 00:38:15:21 00:38:18:24 
and that would therefore be wasted 
if she went down the bond route. 



 
770 00:38:19:01 00:38:21:05 
So we can have 
a bit of a trade-off here. 
 
771 00:38:21:07 00:38:24:10 
Perhaps Sally might be willing 
to invest in OEICs, 
 
772 00:38:24:12 00:38:27:11 
pay a little bit more income tax 
via her OEIC investment 
 
773 00:38:27:13 00:38:31:00 
to open up the opportunity 
for tax-free capital gains. 
 
774 00:38:31:02 00:38:34:19 
Remember that, internally, 
the OEIC fund will not pay CGT. 
 
775 00:38:34:21 00:38:38:00 
And if, externally, 
Sally doesn't pay CGT, 
 
776 00:38:38:02 00:38:39:16 
then that actually sounds quite good. 
 
777 00:38:39:18 00:38:42:00 
In contrast, an onshore bond fund 
 
778 00:38:42:02 00:38:45:04 
will, of course, 
pay tax on capital gains. 
 
779 00:38:45:06 00:38:49:00 
If Sally invests £50,000 
in growth-orientated funds, 
 
780 00:38:49:02 00:38:51:16 
then clearly gains 
can be managed comfortably 
 
781 00:38:51:18 00:38:55:12 
within a £12,300 annual exemption. 
 
782 00:38:55:14 00:38:57:07 
Also, she can, in due course, 
 
783 00:38:57:09 00:39:00:21 
carry her annual tax-year end 
bed and breakfasting planning 
 
784 00:39:00:23 00:39:04:09 
by selling and repurchasing shares 
to realise her gain, 
 
785 00:39:04:11 00:39:08:01 



and thereby increase 
the base costs for future disposals. 
 
786 00:39:08:03 00:39:10:11 
So in summary... 
 
787 00:39:10:13 00:39:12:20 
It's a bit of a tricky one 
to argue an OEIC, 
 
788 00:39:12:22 00:39:14:16 
but I think we 
might just about manage it. 
 
789 00:39:15:12 00:39:17:17 
Across to Les to talk about bonds. 
 
790 00:39:20:07 00:39:21:07 
Thanks, Graeme. 
 
791 00:39:21:09 00:39:24:15 
Yeah, I think this one's 
in my sweet spot for me. 
 
792 00:39:24:17 00:39:26:24 
I don't think it's a question 
of whether you should wrap or not. 
 
793 00:39:27:01 00:39:29:20 
In this one, the question will be 
which wrapper we use, 
 
794 00:39:29:22 00:39:31:18 
whether we go onshore or offshore. 
 
795 00:39:31:20 00:39:33:07 
And I don't think there's any question 
 
796 00:39:33:09 00:39:37:00 
that we're not doing anything other 
than wrapping an insurance wrapper 
 
797 00:39:37:02 00:39:39:03 
around these circumstances. 
 
798 00:39:39:05 00:39:40:11 
But customer outcomes - 
 
799 00:39:40:13 00:39:43:09 
first of all, 
we have a growth investor, 
 
800 00:39:43:21 00:39:45:23 
no need for access 
and no need for income, 
 
801 00:39:46:00 00:39:48:08 
so we're focused on growth. 



 
802 00:39:48:10 00:39:49:10 
That's fine, 
 
803 00:39:49:12 00:39:51:24 
the investment will be 
what the investment will be, 
 
804 00:39:52:01 00:39:53:16 
we can have it wrapped or unwrapped. 
 
805 00:39:53:18 00:39:56:13 
So take the investment 
out of the equation. 
 
806 00:39:57:09 00:40:00:19 
The question is, 
yes, there might be some headroom, 
 
807 00:40:00:21 00:40:04:09 
but in all likelihood I think 
if we had a bit more information - 
 
808 00:40:04:11 00:40:07:16 
she's usually 
getting £5,000 of dividends, 
 
809 00:40:07:18 00:40:11:09 
I suspect she usually 
gets some of that 10% bonus - 
 
810 00:40:11:11 00:40:15:13 
I think we would uncover her history 
of lost personal allowance. 
 
811 00:40:17:14 00:40:19:04 
For her here, 
 
812 00:40:19:06 00:40:23:07 
history of lost personal allowance, 
no dividend allowance, 
 
813 00:40:23:09 00:40:26:09 
because the dividend allowance 
will be getting used up 
 
814 00:40:26:11 00:40:28:04 
by her company shares, 
 
815 00:40:28:06 00:40:30:16 
low starting rate for savings, 
 
816 00:40:30:18 00:40:32:13 
a bit of 
personal savings allowance there, 
 
817 00:40:32:15 00:40:36:03 
£500 for a higher-rate taxpayer, 



not much. 
 
818 00:40:36:05 00:40:39:07 
So we know a lot of growth, 
 
819 00:40:39:09 00:40:41:05 
especially over 
the medium to long term, 
 
820 00:40:41:07 00:40:45:01 
will be generated by 
the reinvestment of income. 
 
821 00:40:46:12 00:40:50:14 
I think when you look at total return, 
quite a sizeable proportion 
 
822 00:40:50:16 00:40:53:01 
and most total returns 
are reinvested dividends, 
 
823 00:40:53:03 00:40:54:15 
reinvested income. 
 
824 00:40:55:08 00:40:57:13 
We have a growth investor 
who doesn't need income. 
 
825 00:40:57:15 00:41:01:21 
So the question is a: do you want 
to pay 32.5% tax 
 
826 00:41:01:23 00:41:06:17 
on your dividends received, 
about to go up by 1.25%, of course? 
 
827 00:41:06:19 00:41:11:15 
Do you want to pay 40% on any 
interest you receive? Probably not. 
 
828 00:41:11:17 00:41:14:05 
That's quite a big tax drag 
 
829 00:41:14:07 00:41:16:11 
on what's going to be 
your overall return. 
 
830 00:41:16:13 00:41:17:17 
Married to that, 
 
831 00:41:17:19 00:41:19:21 
you're going to lose 
more personal allowance 
 
832 00:41:19:23 00:41:22:14 
with any investment income received. 
 
833 00:41:22:16 00:41:26:20 



So a really tax-inefficient journey. 
 
834 00:41:27:23 00:41:29:13 
For her here, 
 
835 00:41:29:15 00:41:33:02 
she'd be better having her OEICs 
in her own little investment company, 
 
836 00:41:33:04 00:41:36:12 
getting the corporation tax treatment 
for her investments 
 
837 00:41:36:14 00:41:38:08 
during their investment journey. 
 
838 00:41:39:01 00:41:41:11 
And then coming back 
into the personal tax world 
 
839 00:41:41:13 00:41:43:13 
when she takes the money out. 
 
840 00:41:43:15 00:41:45:17 
She's likely to take the money out... 
 
841 00:41:47:12 00:41:49:14 
..when she stops working, probably. 
 
842 00:41:50:11 00:41:52:07 
Or maybe when she's still working. 
 
843 00:41:52:09 00:41:55:04 
She can manage the tax there. 
 
844 00:41:55:06 00:41:57:19 
I think the fundamental question is 
 
845 00:41:57:21 00:42:01:06 
if she's going to take it out 
and she's still a basic-rate taxpayer, 
 
846 00:42:01:08 00:42:05:06 
we'll probably 
put her in an onshore company. 
 
847 00:42:05:08 00:42:06:21 
If she's going to be taking it out 
 
848 00:42:06:23 00:42:08:24 
when she's got the savings 
allowances available 
 
849 00:42:09:01 00:42:11:07 
where she can get a tax-exempt exit, 
 
850 00:42:11:23 00:42:14:02 
we'd probably put her 



in an offshore wrapper. 
 
851 00:42:14:04 00:42:17:11 
But the question isn't 
should it be wrapped or not. 
 
852 00:42:17:13 00:42:18:18 
Basically, the question is, 
 
853 00:42:18:20 00:42:21:03 
should it be an onshore wrapper 
or an offshore wrapper? 
 
854 00:42:21:05 00:42:24:03 
Which was a seminar 
we done several months ago. 
 
855 00:42:25:08 00:42:27:16 
Great stuff. Thanks, Les. 
 
856 00:42:27:18 00:42:31:01 
Right, let's rerun the poll 
 
857 00:42:31:16 00:42:33:15 
to see whether you thought 
 
858 00:42:33:17 00:42:35:19 
Graeme's OEIC arguments 
were persuasive, 
 
859 00:42:35:21 00:42:39:09 
or, indeed, whether it was Les 
who was more persuasive 
 
860 00:42:39:11 00:42:41:03 
with his argument, and simply, 
 
861 00:42:41:05 00:42:43:15 
should it be an offshore 
or an onshore bond? 
 
862 00:42:43:17 00:42:45:03 
Let's rerun the poll now. 
 
863 00:42:45:05 00:42:50:15 
Les, in the meantime, 
in the interests of complete dynamism, 
 
864 00:42:50:17 00:42:53:09 
we've had a question 
on that case study, 
 
865 00:42:53:11 00:42:55:20 
and I just wondered if you could 
answer that while everyone's voted. 
 
866 00:42:55:22 00:42:56:22 
So the question is: 



 
867 00:42:56:24 00:42:59:16 
"Surely we should consider when she 
is likely to take the gains? 
 
868 00:42:59:18 00:43:02:09 
She could be getting 
the maturity in retirement. 
 
869 00:43:02:11 00:43:04:20 
If she is not 
drawing it in the short term, 
 
870 00:43:04:22 00:43:07:12 
the 5% deferred 
is not going to be needed." 
 
871 00:43:07:14 00:43:09:04 
Do you want to have 
a quick answer of that one 
 
872 00:43:09:06 00:43:11:06 
while everyone is voting? 
 
873 00:43:11:08 00:43:12:14 
Yes, she's a growth investor, 
 
874 00:43:12:16 00:43:17:09 
so she isn't going to need to use 
the 5% tax-deferred allowance, 
 
875 00:43:17:11 00:43:20:14 
but the ability to defer the tax 
 
876 00:43:20:16 00:43:24:00 
until she cashes in 
that side of the tax deferral 
 
877 00:43:24:02 00:43:27:07 
is going to be important. 
And, yes, when she cashes this in, 
 
878 00:43:27:09 00:43:30:04 
she's maybe not going to be 
a higher-rate taxpayer, 
 
879 00:43:30:06 00:43:34:04 
which means the basic-rate tax credit 
will take care of her tax for her, 
 
880 00:43:34:06 00:43:37:23 
or top-slicing will take care 
of any higher-rate tax. 
 
881 00:43:38:00 00:43:41:08 
So, I agree, 
the 5% tax-deferred allowance 
 



882 00:43:41:10 00:43:43:15 
isn't going to be of any use to her. 
 
883 00:43:43:17 00:43:46:04 
But her circumstances might change 
in five years' time. 
 
884 00:43:46:06 00:43:47:19 
She might need 
some money for something, 
 
885 00:43:47:21 00:43:52:00 
so she's got 
25% tax-deferred there to take out, 
 
886 00:43:52:02 00:43:54:08 
without any immediate 
income-tax liability. 
 
887 00:43:54:10 00:43:56:14 
So, yes, I agree, 
the tax-deferred allowance 
 
888 00:43:56:16 00:44:00:08 
isn't going to be of any use to her 
based on her current circumstances. 
 
889 00:44:00:10 00:44:02:18 
But her circumstances is 
she's going to be a growth investor, 
 
890 00:44:02:20 00:44:06:21 
which means having your taxation 
when you're in a lower tax band 
 
891 00:44:06:23 00:44:10:17 
than losing everything 
to higher-rate tax on the way through. 
 
892 00:44:10:19 00:44:13:00 
It would be better for her, I think. 
 
893 00:44:13:02 00:44:15:12 
- Great stuff 
- 90% of the audience agree with me. 
 
894 00:44:15:14 00:44:17:11 
It does indeed look that way, 
doesn't it? 
 
895 00:44:17:13 00:44:20:17 
So, yeah, it's a fairly 
comprehensive victory for bond 
 
896 00:44:20:19 00:44:22:06 
on this particular case study, 
 
897 00:44:22:08 00:44:26:06 



with 90% of you 
voting for it over the 10% with OEICs. 
 
898 00:44:26:08 00:44:27:11 
OK, great stuff. 
 
899 00:44:27:13 00:44:28:19 
Hope you enjoyed that one. 
 
900 00:44:28:21 00:44:30:11 
Without any further ado, 
 
901 00:44:30:13 00:44:33:14 
let's move on 
to our second case study. 
 
902 00:44:33:16 00:44:36:04 
Now this one 
is around trustee investment, 
 
903 00:44:36:06 00:44:38:10 
and, once again, you've 
got the opportunity to vote here. 
 
904 00:44:38:12 00:44:42:06 
But, again, I will just read 
the case study to you 
 
905 00:44:42:08 00:44:43:14 
while you have a chance 
to consider it. 
 
906 00:44:43:16 00:44:47:21 
So Carol, who recently died, 
was married to David. 
 
907 00:44:47:23 00:44:51:06 
She has three adult children 
from a previous relationship. 
 
908 00:44:51:08 00:44:55:24 
Her will states that the residue 
of her estate passes to trustees, 
 
909 00:44:56:01 00:44:58:14 
where David will 
have an Interest In Possession, 
 
910 00:44:58:16 00:45:03:09 
and on his death, the capital will 
pass absolutely to her three children. 
 
911 00:45:03:11 00:45:07:10 
This creates an immediate 
Post Death Interest for David 
 
912 00:45:07:12 00:45:09:21 
because he has become 



entitled to an IIP 
 
913 00:45:09:23 00:45:13:19 
after 21st March 2006, 
under Carol's will. 
 
914 00:45:13:21 00:45:15:20 
David is a basic-rate taxpayer. 
 
915 00:45:16:18 00:45:19:01 
Now, although David 
is entitled to the income generated, 
 
916 00:45:19:03 00:45:21:23 
the trustees have no powers 
to advance capital to him 
 
917 00:45:22:00 00:45:25:18 
as Carol wanted to preserve 
the capital for her three children. 
 
918 00:45:25:20 00:45:28:20 
The trustees have 
wide investment powers. 
 
919 00:45:28:22 00:45:30:11 
So there you go, 
there's our second case study 
 
920 00:45:30:13 00:45:31:23 
on trustee investment. 
 
921 00:45:32:00 00:45:34:01 
And if we can show 
the polling results. 
 
922 00:45:34:03 00:45:38:14 
Oh! Another big plus 
on the bond side it looks like. 
 
923 00:45:38:16 00:45:40:11 
People still voting coming through. 
 
924 00:45:40:13 00:45:43:23 
Once again, while we're just 
collecting the rest of the votes, 
 
925 00:45:44:00 00:45:46:14 
if I can ask you to, once again, 
 
926 00:45:46:16 00:45:48:22 
make sure you're 
firing those questions in. 
 
927 00:45:48:24 00:45:51:08 
If we don't answer them 
during the course of the presentation, 
 



928 00:45:51:10 00:45:54:08 
we'll try and get through 
as many as we can during the end. 
 
929 00:45:54:10 00:45:57:23 
But it does look like 
OEIC is actually catching up, 
 
930 00:45:58:00 00:46:01:02 
but it does look like 
bond is staying ahead. 
 
931 00:46:01:04 00:46:08:04 
So currently around the 78-79% 
mark for bond. 
 
932 00:46:08:17 00:46:11:09 
Right. Well, it looks like 
 
933 00:46:11:11 00:46:13:01 
you've got a bit of catching up 
to do, Graeme. 
 
934 00:46:13:03 00:46:16:18 
So in your capacity as Mr OEIC, 
let's kick off with your arguments. 
 
935 00:46:16:20 00:46:18:24 
It does indeed, Vince, 
so thank you for that. 
 
936 00:46:19:01 00:46:21:18 
So, let's try and unpick this one 
a wee bit. 
 
937 00:46:21:20 00:46:24:17 
Carol's strategy here 
is all about control. 
 
938 00:46:24:19 00:46:28:18 
She had three adult children 
from her prior relationship 
 
939 00:46:28:20 00:46:32:23 
but she's survived by husband, David, 
who is not the father of her children. 
 
940 00:46:33:00 00:46:36:13 
She's basically looking to ensure 
that all parties are looked after. 
 
941 00:46:36:15 00:46:40:12 
If you can cast your mind back 
to pre-March 2006, 
 
942 00:46:40:14 00:46:44:00 
for those who have been 
in the industry for a few years. 



 
943 00:46:44:02 00:46:47:11 
Basically, back then, 
Interest in Possession Trusts 
 
944 00:46:47:13 00:46:50:06 
didn't fall under the relevant 
property regime 
 
945 00:46:50:08 00:46:53:18 
that applied to Discretionary Trusts 
and that meant there was no entry, 
 
946 00:46:53:20 00:46:57:10 
exit or periodic charges, 
which was good. 
 
947 00:46:57:12 00:46:59:16 
The trade-off, though, 
for that tax advantage 
 
948 00:46:59:18 00:47:02:08 
was that the income beneficiary 
was treated as owning 
 
949 00:47:02:10 00:47:04:06 
the underlying capital. 
 
950 00:47:04:08 00:47:06:23 
So, in other words, 
the Trust Fund fell inside 
 
951 00:47:07:00 00:47:11:00 
that income beneficiary's estate 
for IHT purposes. 
 
952 00:47:11:02 00:47:15:01 
It's commonly thought that 
from March 2006, 
 
953 00:47:15:03 00:47:16:23 
new Interest in Possession Trusts 
 
954 00:47:17:00 00:47:19:14 
fall under the Discretionary Trust 
tax regime, 
 
955 00:47:19:16 00:47:22:06 
rather than the Interest 
in Possession regime. 
 
956 00:47:22:08 00:47:24:07 
That's not accurate, though, 
 
957 00:47:24:09 00:47:29:00 
because under the Immediate 
Post Death tax rules, your IPDI rules, 
 



958 00:47:29:02 00:47:33:00 
the income beneficiary, who's David, 
will have the Trust Fund 
 
959 00:47:33:02 00:47:35:02 
inside his IHT estate. 
 
960 00:47:35:04 00:47:37:24 
Immediate Post Death 
Interest Trusts, 
 
961 00:47:38:01 00:47:40:24 
like the one set up for Carol, 
are, therefore, very common. 
 
962 00:47:41:01 00:47:44:14 
So, in summary, what's happened here 
is that the spouse exemption 
 
963 00:47:44:16 00:47:48:15 
will apply to the funds passing 
on Carol's death. 
 
964 00:47:48:17 00:47:51:13 
David's life interest will qualify 
as an IPDI 
 
965 00:47:51:15 00:47:54:14 
and on David's death, the Trust Fund 
will be inside his estate 
 
966 00:47:54:16 00:47:58:03 
but the Trust isn't subject to 
the relevant property regimes. 
 
967 00:47:58:05 00:48:00:14 
That's the backdrop we've got to this. 
 
968 00:48:00:16 00:48:04:12 
So, Carol, what she's doing is 
she's ensuring that David is entitled 
 
969 00:48:04:14 00:48:07:11 
to the income generated 
with the Trust investments 
 
970 00:48:07:13 00:48:11:03 
but she's also ensuring her children 
can't be disinherited 
 
971 00:48:11:05 00:48:14:13 
because the Trust Deed 
ensures that they get the capital 
 
972 00:48:14:15 00:48:17:17 
after David dies and to reinforce that, 
 
973 00:48:17:19 00:48:21:20 



she's given the Trustees no powers 
to advance capital to David. 
 
974 00:48:21:22 00:48:26:00 
The Trustees have wide investment 
powers and so, in theory, 
 
975 00:48:26:02 00:48:29:06 
they could purchase OIECs, 
or bonds, or both. 
 
976 00:48:29:08 00:48:32:11 
Those wide investment powers 
that the Trustees are given, 
 
977 00:48:32:13 00:48:34:16 
they must be used responsibly. 
 
978 00:48:34:18 00:48:38:23 
The Trustees have got a fundamental 
duty to act in the best interest 
 
979 00:48:39:00 00:48:41:13 
of present and future beneficiaries, 
 
980 00:48:41:15 00:48:45:05 
also the investments should be 
suitable to the terms of the Trust. 
 
981 00:48:45:07 00:48:47:02 
And that's quite a critical factor, 
 
982 00:48:47:04 00:48:50:03 
the investments should be suitable 
to the terms of the Trust. 
 
983 00:48:50:05 00:48:52:24 
So, given that we have 
one beneficiary, David, 
 
984 00:48:53:01 00:48:57:01 
entitled to income for life, then a 
non-income producing bond investment 
 
985 00:48:57:03 00:49:02:03 
at the expense of income-producing 
OIECs, that wouldn't be responsible 
 
986 00:49:02:05 00:49:06:03 
and that wouldn't be in the best 
interests of the income beneficiary. 
 
987 00:49:06:05 00:49:09:13 
In stark terms, 
that would be unfair to David 
 
988 00:49:09:15 00:49:14:14 
and in breach of the Trustees' duty 



to be fair between beneficiaries. 
 
989 00:49:14:16 00:49:20:01 
So, remember, the Trustees 
have no power to pay him capital. 
 
990 00:49:20:03 00:49:23:14 
In particular, in large Trust cases, 
Trustees might diversify 
 
991 00:49:23:16 00:49:26:03 
the Trust Fund and invest 
in a mixture of OIECs 
 
992 00:49:26:05 00:49:28:14 
to suit the income needs 
of the income beneficiary 
 
993 00:49:28:16 00:49:31:21 
and perhaps bonds to provide capital 
for the remaining beneficiaries 
 
994 00:49:31:23 00:49:35:11 
but, in reality, most trustee 
investment cases 
 
995 00:49:35:13 00:49:38:16 
come down to a stark choice 
between OIEC and bond, 
 
996 00:49:38:18 00:49:40:17 
rather than a combination of both. 
 
997 00:49:40:19 00:49:44:02 
It's also worth pointing out that 
if the Trustees bought a bond 
 
998 00:49:44:04 00:49:48:06 
and paid 5% to David without 
having powers to advance capital, 
 
999 00:49:48:08 00:49:51:00 
then those five percents 
could be taxed as income, 
 
1000 00:49:51:02 00:49:53:21 
rather than taxed 
as deferred withdrawals. 
 
1001 00:49:53:23 00:49:59:08 
HMRC manuals tell us that where you've 
got a pre-existing income interest, 
 
1002 00:49:59:10 00:50:03:03 
which David has got in the form 
of an Interest in Possession, 
 
1003 00:50:03:05 00:50:06:20 



payments out of Trust capital 
to supplement or augment income, 
 
1004 00:50:06:22 00:50:10:06 
they'll constitute income 
in the hands of the recipient. 
 
1005 00:50:10:08 00:50:12:16 
So that's potentially problematic. 
 
1006 00:50:12:18 00:50:15:17 
An OIEC investment, 
which generates income, 
 
1007 00:50:15:19 00:50:19:10 
the prospect of capital growth, 
that allows the Trustees to act fairly 
 
1008 00:50:19:12 00:50:21:17 
between David, the income beneficiary, 
 
1009 00:50:21:19 00:50:25:05 
and the children entitled to capital 
upon David's death. 
 
1010 00:50:25:07 00:50:27:12 
An OIEC would also allow 
the Trustees 
 
1011 00:50:27:14 00:50:31:06 
to respect the wishes of Carol, 
who wanted to preserve the capital 
 
1012 00:50:31:08 00:50:33:11 
for her three children. 
 
1013 00:50:33:13 00:50:36:23 
In general, the Trustees 
have discretion to take into account 
 
1014 00:50:37:00 00:50:39:11 
the income needs 
of the income beneficiary 
 
1015 00:50:39:13 00:50:41:20 
and the relationship of the deceased 
 
1016 00:50:41:22 00:50:44:16 
to the remaining beneficiaries 
entitled to capital. 
 
1017 00:50:44:18 00:50:47:20 
In this case, given that David, 
the income beneficiary, 
 
1018 00:50:47:22 00:50:50:20 
is a basic rate taxpayer and given 
the remaining beneficiaries 



 
1019 00:50:50:22 00:50:53:12 
are her children 
and not distant relatives, 
 
1020 00:50:53:14 00:50:56:15 
then I think it's absolutely fair 
to say that the Trustees 
 
1021 00:50:56:17 00:51:00:17 
should be even-handed and invest in 
OIECs to generate income for David 
 
1022 00:51:00:19 00:51:04:05 
with the prospect of capital growth 
for the children. 
 
1023 00:51:04:07 00:51:06:13 
There is no need, in my view, 
 
1024 00:51:06:15 00:51:10:01 
to shoehorn a bond investment 
into this case study. 
 
1025 00:51:10:03 00:51:14:21 
So, in summary, an OIEC investment, 
to my mind, keeps everybody happy. 
 
1026 00:51:14:23 00:51:16:20 
Les? 
 
1027 00:51:16:22 00:51:20:12 
Thank you, Graeme. I have brought 
my shoehorn with me, 
 
1028 00:51:20:14 00:51:23:16 
so shoehorning will now commence. 
 
1029 00:51:23:18 00:51:26:07 
I agree with 
almost all you've said there. 
 
1030 00:51:26:09 00:51:29:04 
We don't know 
the full circumstances here, 
 
1031 00:51:29:06 00:51:32:11 
how much of a basic rate taxpayer 
is David? 
 
1032 00:51:32:13 00:51:34:22 
If we start generating income for David, 
 
1033 00:51:34:24 00:51:37:21 
are we going to push him into being 
a higher rate taxpayer? 
 
1034 00:51:37:23 00:51:41:16 



Do we know how much income, if any, 
he actually needs? 
 
1035 00:51:41:18 00:51:46:16 
His current income may well be 
within his needs, 
 
1036 00:51:46:18 00:51:48:08 
so he doesn't need any more. 
 
1037 00:51:48:10 00:51:50:21 
So it would be entirely fair 
not to generate income 
 
1038 00:51:50:23 00:51:53:02 
for somebody 
that doesn't need income. 
 
1039 00:51:53:04 00:51:56:18 
But we'll run on the principle that 
we could use a bond to dampen 
 
1040 00:51:56:20 00:51:59:24 
any income levels 
or take income away altogether. 
 
1041 00:52:00:01 00:52:05:07 
If we put that to a side and assume 
he does need an income, 
 
1042 00:52:05:09 00:52:07:19 
if we buy David an OIEC portfolio 
 
1043 00:52:07:21 00:52:13:03 
with the inability to cancel units 
to top up his income. 
 
1044 00:52:13:05 00:52:16:12 
He'll be subjecting himself 
to a variable income, 
 
1045 00:52:16:14 00:52:19:07 
which may or may not suit his needs. 
 
1046 00:52:19:09 00:52:22:05 
I think we've got two things 
to do here. 
 
1047 00:52:22:07 00:52:25:18 
The first thing we've got to do 
is talk to the Trustees 
 
1048 00:52:25:20 00:52:27:10 
and talk to the beneficiaries, 
 
1049 00:52:27:12 00:52:29:21 
they all appear to be 
adult beneficiaries. 



 
1050 00:52:29:23 00:52:33:23 
We could maybe 
get some legal advice involved 
 
1051 00:52:34:00 00:52:36:16 
and change the terms of the Trust 
 
1052 00:52:36:18 00:52:40:16 
to allow the advancement of capital 
to David. 
 
1053 00:52:40:18 00:52:44:00 
Why do we want to advance 
the capital to David? 
 
1054 00:52:44:02 00:52:46:02 
For practicality's purpose. 
 
1055 00:52:46:04 00:52:49:08 
If they're allowed 
to advance capital to David, 
 
1056 00:52:49:10 00:52:52:10 
they get to access the 5% tax 
deferred allowance. 
 
1057 00:52:52:12 00:52:58:16 
The Trustees can then take two, 
or three, or four, or 5% of that bond 
 
1058 00:52:58:18 00:53:04:14 
and use it to give David a steady 
income with very little admin to do 
 
1059 00:53:04:16 00:53:08:02 
because there's no income getting 
generated within the Trust. 
 
1060 00:53:08:04 00:53:11:16 
So I think we need the bond to be 
able to access a stable income 
 
1061 00:53:11:18 00:53:15:23 
for David but that first requires us 
to get the Trust the power 
 
1062 00:53:16:00 00:53:18:06 
to advance capital to David. 
 
1063 00:53:18:08 00:53:24:00 
So, I think there is a shoehorn here 
and it's a practicality point. 
 
1064 00:53:24:02 00:53:27:08 
Variable income might not be 
the best for David, 
 



1065 00:53:27:10 00:53:30:04 
the amount that is about 
to be invested 
 
1066 00:53:30:06 00:53:33:24 
might not be enough to generate 
a yield big enough to meet his needs, 
 
1067 00:53:34:01 00:53:37:01 
so there will be a need 
to go into capital. 
 
1068 00:53:37:03 00:53:41:05 
That's best done through a bond, 
accessing the tax deferred allowance 
 
1069 00:53:41:07 00:53:43:24 
but it does require the Trust terms 
to be tweaked. 
 
1070 00:53:44:01 00:53:49:15 
I'm sure all the beneficiaries will 
agree David can get some capital 
 
1071 00:53:49:17 00:53:52:03 
if it means there's going to be 
a fairer distribution 
 
1072 00:53:52:05 00:53:53:15 
of the money in the round. 
 
1073 00:53:53:17 00:53:55:07 
Vince? 
 
1074 00:53:55:09 00:53:59:14 
Thanks, Les. OK, you've heard 
the arguments from Les and Graeme, 
 
1075 00:53:59:16 00:54:01:14 
let's re-run the poll. 
 
1076 00:54:01:16 00:54:04:12 
So, what's going to be ultimately 
more persuasive? 
 
1077 00:54:04:14 00:54:07:04 
Obviously, we've got to take 
into account the best interests 
 
1078 00:54:07:06 00:54:10:18 
of the beneficiaries, and that's all 
the beneficiaries, including David. 
 
1079 00:54:10:20 00:54:13:12 
Is it practical to actually change 
that Trust 
 
1080 00:54:13:14 00:54:16:17 



and tweak it as Les suggests? 
Or would it be more straightforward 
 
1081 00:54:16:19 00:54:18:17 
to use an OIEC, as Graeme suggested? 
 
1082 00:54:18:19 00:54:21:13 
Well, those early results 
are coming in 
 
1083 00:54:21:15 00:54:24:11 
and it looks to me, Graeme, 
like your arguments 
 
1084 00:54:24:13 00:54:27:12 
have been ultimately quite persuasive. 
 
1085 00:54:27:14 00:54:31:10 
You're trending at over 70%, 
dropping to 60. 
 
1086 00:54:32:20 00:54:35:01 
But you're picking up again. 
 
1087 00:54:35:03 00:54:37:11 
A lot of people, I think, 
siding with David, 
 
1088 00:54:37:13 00:54:40:10 
who potentially runs the risk 
of not getting any income at all, 
 
1089 00:54:40:12 00:54:42:02 
which feels a little bit harsh. 
 
1090 00:54:42:04 00:54:44:17 
Plenty of people have now voted, 
 
1091 00:54:44:19 00:54:49:03 
so I am declaring this a victory 
for Graeme and OIECs. 
 
1092 00:54:49:05 00:54:51:15 
So, well done to you, Graeme. 
 
1093 00:54:51:17 00:54:54:04 
It currently stands at one-all. 
 
1094 00:54:54:06 00:54:56:02 
Excellent work. 
 
1095 00:54:56:04 00:54:58:08 
OK, let's move on to our next section. 
 
1096 00:54:58:10 00:55:02:10 
Before we get into the case study 
on corporate investment - 
 



1097 00:55:02:12 00:55:06:11 
obviously, with corporates, 
they do have slightly different rules. 
 
1098 00:55:06:13 00:55:10:03 
So, Graeme, can I ask you to run 
through the key points on that 
 
1099 00:55:10:05 00:55:13:07 
before we consider our last case study? 
Graeme, over to you. 
 
1100 00:55:13:09 00:55:16:08 
You can, indeed, Vince. 
That's no problem, at all. 
 
1101 00:55:18:20 00:55:23:14 
The situation is that 
surplus cash balances 
 
1102 00:55:23:16 00:55:27:02 
are very nice to have. 
 
1103 00:55:27:04 00:55:30:01 
Surplus cash balances are very nice 
to have, of course. 
 
1104 00:55:30:03 00:55:32:21 
What company wouldn't want a nice 
surplus cash balance? 
 
1105 00:55:32:23 00:55:36:06 
But they do give directors 
a bit of cause for concern. 
 
1106 00:55:36:08 00:55:38:01 
With very low interest rates, 
 
1107 00:55:38:03 00:55:40:09 
they'll be concerned 
about the very poor return 
 
1108 00:55:40:11 00:55:42:10 
being earned on those funds 
under deposit. 
 
1109 00:55:42:12 00:55:45:15 
Of course, in effect, that is going 
to be weakening their balance sheet. 
 
1110 00:55:45:17 00:55:48:20 
That's the concern, but the flipside 
to that is that cash in the bank 
 
1111 00:55:48:22 00:55:52:10 
means directors have the comfort 
of knowing the funds will be available 
 



1112 00:55:52:12 00:55:55:13 
as and when they're required 
and that shouldn't be overlooked, 
 
1113 00:55:55:15 00:55:57:02 
that degree of comfort. 
 
1114 00:55:57:04 00:56:00:08 
So it's often vital that you strike 
a balance 
 
1115 00:56:00:10 00:56:03:14 
between investing with the objective 
of increased returns 
 
1116 00:56:03:16 00:56:05:19 
but not at the expense 
of introducing 
 
1117 00:56:05:21 00:56:07:21 
undue volatility concerns. 
 
1118 00:56:07:23 00:56:09:16 
Before we go any further, though, 
 
1119 00:56:09:18 00:56:11:23 
I'd also like to dispel 
a common myth. 
 
1120 00:56:12:00 00:56:15:10 
Corporate investment isn't 
necessarily big ticket stuff. 
 
1121 00:56:15:12 00:56:17:21 
Companies come in all shapes 
and sizes 
 
1122 00:56:17:23 00:56:20:01 
and so the potential investment 
could be 
 
1123 00:56:20:03 00:56:22:17 
hundreds of thousands of pounds, 
could be millions, 
 
1124 00:56:22:19 00:56:25:07 
but equally, 
it might just be £20,000. 
 
1125 00:56:25:09 00:56:28:02 
So, you might encounter a big company 
where the directors 
 
1126 00:56:28:04 00:56:30:12 
might not necessarily 
all be shareholders. 
 
1127 00:56:30:14 00:56:34:09 



Those directors are effectively 
custodians of shareholders' money 
 
1128 00:56:34:11 00:56:37:15 
and they'll probably be looking for 
a peace-of-mind type investment. 
 
1129 00:56:37:17 00:56:41:13 
The prospect of low volatility 
and stable returns. 
 
1130 00:56:41:15 00:56:44:15 
Alternatively, though, you might be 
dealing with a small business, 
 
1131 00:56:44:17 00:56:47:03 
it might be an IT contractor, 
a medical contractor. 
 
1132 00:56:47:05 00:56:49:22 
They've earned good money, 
they haven't fully extracted 
 
1133 00:56:49:24 00:56:53:24 
their profits and that's your type 
of case which might just be £20,000. 
 
1134 00:56:54:01 00:56:56:22 
The contractor will be the owner 
and director. 
 
1135 00:56:56:24 00:57:00:01 
They might approach investment 
with the same mindset 
 
1136 00:57:00:03 00:57:04:00 
as if those funds were simply sitting 
in their own personal bank accounts. 
 
1137 00:57:04:02 00:57:05:22 
You might have a difference there 
 
1138 00:57:05:24 00:57:08:07 
between your small company 
and your bigger company. 
 
1139 00:57:08:09 00:57:11:20 
But let's have a quick look at 
companies buying insurance bonds 
 
1140 00:57:11:22 00:57:17:04 
and then once we've had a look 
at that, we'll cover off OIECs. 
 
1141 00:57:18:14 00:57:20:18 
So, how are 
company-owned bonds taxed? 
 



1142 00:57:20:20 00:57:23:14 
There's no 5% rule 
for company-owned bonds. 
 
1143 00:57:23:16 00:57:25:20 
Les has been telling us 
about the 5% rule, 
 
1144 00:57:25:22 00:57:28:13 
that applies to individuals 
and Trustees. 
 
1145 00:57:28:15 00:57:31:10 
The 5% rule doesn't apply 
to company-owned bonds 
 
1146 00:57:31:12 00:57:33:20 
and, instead, 
your bonds are taxed under 
 
1147 00:57:33:22 00:57:37:10 
what's called 
the Loan Relationship rules. 
 
1148 00:57:37:12 00:57:40:06 
The remit of those extends way 
beyond insurance bonds, 
 
1149 00:57:40:08 00:57:42:09 
it just so happens 
that insurance bonds 
 
1150 00:57:42:11 00:57:44:02 
are caught up under those rules. 
 
1151 00:57:44:04 00:57:47:09 
They are complex in nature, 
but in very broad terms, 
 
1152 00:57:47:11 00:57:50:21 
and for what we are interested in, 
it's quite straightforward. 
 
1153 00:57:50:23 00:57:54:20 
Because what these rules say 
is that the tax treatment 
 
1154 00:57:54:22 00:57:57:21 
of the item in question, 
in this case the insurance bond, 
 
1155 00:57:57:23 00:57:59:22 
follows the accounting treatments. 
 
1156 00:57:59:24 00:58:02:17 
So the tax treatment follows 
the accounting treatment. 
 



1157 00:58:02:19 00:58:05:06 
Given that the tax treatment does, 
indeed, 
 
1158 00:58:05:08 00:58:09:08 
follow the accounting treatment, 
then a starting point to understand 
 
1159 00:58:09:10 00:58:12:13 
how it's taxed is to understand 
their accounting treatment. 
 
1160 00:58:12:15 00:58:15:20 
You need to know their accounting 
treatment before you go any further. 
 
1161 00:58:15:22 00:58:19:00 
You might be thinking 
that's a bit complex, 
 
1162 00:58:19:02 00:58:21:13 
I don't want to get involved 
in accounting treatments. 
 
1163 00:58:21:15 00:58:23:03 
It's actually not too bad. 
 
1164 00:58:23:05 00:58:26:09 
Let's have a look at what we need 
to know about that. 
 
1165 00:58:26:11 00:58:29:09 
Accountants are not at liberty 
to draw up accounts 
 
1166 00:58:29:11 00:58:31:00 
however they see fit. 
 
1167 00:58:31:02 00:58:34:08 
They must use generally accepted 
accounting practices, 
 
1168 00:58:34:10 00:58:36:23 
they can't just make up 
their own rules. 
 
1169 00:58:37:00 00:58:41:04 
That's GAAP. 
That's what GAAP means on this slide. 
 
1170 00:58:41:06 00:58:45:00 
Within that framework, 
you'll encounter just two regimes. 
 
1171 00:58:45:02 00:58:47:17 
This is all we really need 
to understand, 
 



1172 00:58:47:19 00:58:50:24 
two regimes depending on the size 
of the company you're advising. 
 
1173 00:58:51:01 00:58:53:11 
The regimes aren't difficult 
to spot, 
 
1174 00:58:53:13 00:58:56:15 
the accounts will probably tell you 
in the first couple of pages. 
 
1175 00:58:56:17 00:58:59:03 
If you're uncertain, 
just ask the accountant. 
 
1176 00:58:59:05 00:59:03:23 
If you're advising a small company, 
that's called a micro entity. 
 
1177 00:59:04:00 00:59:08:16 
An accountant will prepare what's 
called Historic Cost Accounts, 
 
1178 00:59:08:18 00:59:12:05 
using Financial 
Reporting Standard 105. 
 
1179 00:59:12:07 00:59:17:00 
A contractor-type company is likely 
to be a micro entity, of course. 
 
1180 00:59:17:02 00:59:20:20 
Those companies 
enjoy simplified accounting rules. 
 
1181 00:59:20:22 00:59:25:16 
So, the government's view 
is that the owners and HMRC 
 
1182 00:59:25:18 00:59:28:18 
are pretty much the only ones 
even interested in the accounts 
 
1183 00:59:28:20 00:59:31:00 
because these are 
such small businesses. 
 
1184 00:59:31:02 00:59:34:09 
So there's no point in tying 
these small businesses up 
 
1185 00:59:34:11 00:59:40:14 
in accounting red tape, let them 
prepare simplified accounts. 
 
1186 00:59:40:16 00:59:45:20 
If you're a micro entity, that means 



you can employ a method 
 
1187 00:59:45:22 00:59:49:07 
called Historic Cost Accounting, 
which we'll see in just a second. 
 
1188 00:59:49:09 00:59:53:15 
If you're advising a company which 
isn't a micro, it's that bit bigger, 
 
1189 00:59:53:17 00:59:56:18 
then the accountant will prepare 
Fair Value Accounts, 
 
1190 00:59:56:20 00:59:59:11 
using Financial 
Reporting Standard 102. 
 
1191 00:59:59:13 01:00:03:01 
That accounting regime is a bit more 
complex but more accurate 
 
1192 01:00:03:03 01:00:05:21 
because there's more people 
interested in the accounts. 
 
1193 01:00:05:23 01:00:11:05 
So, you've either got very simple 
accounts for micro entities 
 
1194 01:00:11:07 01:00:16:20 
or more complex and accurate 
accounts for non-micro entities. 
 
1195 01:00:16:22 01:00:20:07 
Just a reminder of why we are 
bothered with accounting regime, 
 
1196 01:00:20:09 01:00:23:08 
you've got to remember that the tax 
treatment of a bond 
 
1197 01:00:23:10 01:00:25:07 
follows the accounting treatment. 
 
1198 01:00:25:09 01:00:29:02 
So, in other words, we need to know 
how a bond is accounted for 
 
1199 01:00:29:04 01:00:33:07 
to know how it's taxed and it's 
actually pretty straightforward. 
 
1200 01:00:33:09 01:00:35:20 
There's our micro entities. 
 
1201 01:00:35:22 01:00:38:18 
Micro entities use 



Historic Cost Accounting 
 
1202 01:00:38:20 01:00:41:10 
and that means 
if the bond grows in value 
 
1203 01:00:41:12 01:00:44:20 
then that growth isn't reflected 
in the accounts, it's ignored. 
 
1204 01:00:44:22 01:00:48:06 
The bond isn't revalued 
but, instead, continues to be shown 
 
1205 01:00:48:08 01:00:50:05 
as a Historic Cost. 
 
1206 01:00:50:07 01:00:52:16 
In other words, 
at its original premium. 
 
1207 01:00:52:18 01:00:54:10 
Why is that important? 
 
1208 01:00:54:12 01:00:56:23 
It means there's no annual 
accounting profit, 
 
1209 01:00:57:00 01:00:59:00 
which means there's no taxable profit 
 
1210 01:00:59:02 01:01:01:21 
because the tax treatment follows 
the accounting treatment. 
 
1211 01:01:01:23 01:01:04:12 
So, therefore, the company 
will get tax deferral, 
 
1212 01:01:04:14 01:01:06:08 
just like an individual does, 
 
1213 01:01:06:10 01:01:09:02 
in the sense that you only need 
to think about tax 
 
1214 01:01:09:04 01:01:13:10 
when the bond is fully or partially 
disposed of. 
 
1215 01:01:14:20 01:01:16:23 
What about our non-micro entities? 
 
1216 01:01:19:06 01:01:22:20 
They've got to use Fair Value rules 
and under these rules, 
 
1217 01:01:22:22 01:01:25:08 



the balance sheet at the end 
of the accounting period 
 
1218 01:01:25:10 01:01:28:13 
will include the bond at its 
surrendered value at that date. 
 
1219 01:01:28:15 01:01:31:14 
That accounting movement to reflect 
that growth, 
 
1220 01:01:31:16 01:01:33:22 
that's got tax consequences, 
 
1221 01:01:33:24 01:01:37:14 
with the increase in value subject 
to corporation tax, 
 
1222 01:01:37:16 01:01:40:02 
so you don't get your tax deferral. 
 
1223 01:01:40:04 01:01:43:12 
Incidentally, any decrease is going 
to be potentially relievable 
 
1224 01:01:43:14 01:01:46:10 
for corporation tax purposes. 
 
1225 01:01:46:12 01:01:49:23 
That's your five-minute 
whistle-stop tour 
 
1226 01:01:50:00 01:01:52:23 
of companies buying bonds. 
 
1227 01:01:55:08 01:01:58:04 
Let's round it off by having a look 
at OIECs 
 
1228 01:01:58:06 01:02:00:17 
for companies with lazy cash. 
 
1229 01:02:00:19 01:02:02:14 
So this is our OIECs here. 
 
1230 01:02:02:16 01:02:06:01 
We've gone from a company buying 
a non-income producing bond 
 
1231 01:02:06:03 01:02:10:00 
to a company buying OIECs 
that must produce income. 
 
1232 01:02:10:02 01:02:14:13 
If the company receives dividends 
from the fund, they'll be tax-free. 
 
1233 01:02:14:15 01:02:16:24 



If the company receives interest 
from the fund, 
 
1234 01:02:17:01 01:02:19:13 
then that interest will be taxable. 
 
1235 01:02:19:15 01:02:23:01 
Many of you will be aware from your 
individual clients buying OIECs 
 
1236 01:02:23:03 01:02:27:05 
that if the fund is more than 60% 
invested in interest-paying assets 
 
1237 01:02:27:07 01:02:30:00 
then it'll pay interest, 
we covered that off earlier, 
 
1238 01:02:30:02 01:02:31:20 
and if not, it will pay dividends. 
 
1239 01:02:31:22 01:02:35:00 
At first sight, that seems 
to present an opportunity 
 
1240 01:02:35:02 01:02:36:23 
for a corporate investor. 
 
1241 01:02:37:00 01:02:41:15 
Why doesn't it buy a bond that falls 
just short of the 60% rule? 
 
1242 01:02:41:17 01:02:46:20 
The fund will pay dividends so that 
means that any taxable interest 
 
1243 01:02:46:22 01:02:51:10 
within the fund is being turned into 
tax-free dividends. 
 
1244 01:02:51:12 01:02:53:12 
That seems like an opportunity. 
 
1245 01:02:53:14 01:02:56:00 
The government did spot that 
a number of years ago 
 
1246 01:02:56:02 01:02:58:03 
and they've got rules in place 
to the effect 
 
1247 01:02:58:05 01:03:01:21 
that where a company invests 
in an OIEC fund paying dividends, 
 
1248 01:03:01:23 01:03:05:01 
then the provider will stream 
that distribution 



 
1249 01:03:05:03 01:03:08:20 
so the company will be told that 
X% is tax-free dividend 
 
1250 01:03:08:22 01:03:11:19 
and Y% is taxable interest. 
 
1251 01:03:11:21 01:03:16:09 
That explains how income is taxed, 
but what about gains? 
 
1252 01:03:16:11 01:03:19:05 
Your micro entities will just be 
taxed on the gains 
 
1253 01:03:19:07 01:03:20:18 
at the time of disposal. 
 
1254 01:03:20:20 01:03:24:17 
That's as you would expect under 
Historic Cost Accounting. 
 
1255 01:03:24:19 01:03:28:15 
For your bigger companies using your 
Fair Value Accounting, 
 
1256 01:03:28:17 01:03:32:12 
Interest Funds fall under those same 
loan relationship rules as bonds, 
 
1257 01:03:32:14 01:03:35:20 
so they'll be revalued and taxed 
annually in growth. 
 
1258 01:03:35:22 01:03:40:05 
But Equity Funds held by those 
non-micro companies, 
 
1259 01:03:40:07 01:03:43:04 
they don't fall under the loan 
relationship rules 
 
1260 01:03:43:06 01:03:48:01 
and, therefore, Equity Fund growth 
is only taxed on disposal. 
 
1261 01:03:48:03 01:03:50:24 
You can actually see how that could 
be very tax efficient. 
 
1262 01:03:51:01 01:03:56:07 
Think about 100% Equity Fund, for 
instance, for a Fair Value company. 
 
1263 01:03:56:09 01:04:01:06 
The Fund would pay dividends, they'd 
be tax-free coming into the company. 



 
1264 01:04:01:08 01:04:03:02 
What about annual tax on growth? 
 
1265 01:04:03:04 01:04:06:15 
That wouldn't apply and, instead, 
the tax charge would only arise 
 
1266 01:04:06:17 01:04:11:00 
at time of disposal at the 
prevailing corporation tax rates. 
 
1267 01:04:11:02 01:04:12:22 
That all sounds great 
 
1268 01:04:12:24 01:04:15:22 
but the tax tail shouldn't wag 
the investment dog. 
 
1269 01:04:15:24 01:04:20:21 
Remember, your desired Fund might 
not be available in an OIEC wrapper. 
 
1270 01:04:20:23 01:04:24:04 
After all, corporate investment 
is really an investment story 
 
1271 01:04:24:06 01:04:26:05 
rather than a tax story. 
 
1272 01:04:26:07 01:04:28:14 
With that in mind, 
I'll hand you back to Vince 
 
1273 01:04:28:16 01:04:31:20 
for our final case study. Vince? 
 
1274 01:04:31:22 01:04:33:05 
Thank you, Graeme. 
 
1275 01:04:33:07 01:04:35:20 
A good reminder of the rules 
around corporate investment. 
 
1276 01:04:35:22 01:04:38:11 
On that note, let's have a look 
at our final case study, 
 
1277 01:04:38:13 01:04:40:15 
which is, indeed, 
on corporate investment. 
 
1278 01:04:40:17 01:04:43:17 
Once again, I'll read this out 
and you'll have the opportunity 
 
1279 01:04:43:19 01:04:46:24 
as we go along to poll your answer. 



 
1280 01:04:47:01 01:04:49:13 
Is it going to be OIEC 
or is it going to be bond? 
 
1281 01:04:49:15 01:04:52:23 
FV Ltd is a medium-sized 
construction company 
 
1282 01:04:53:00 01:04:55:21 
which has been particularly 
successful in recent years. 
 
1283 01:04:55:23 01:04:59:22 
The directors have been prudent 
regarding profit extraction 
 
1284 01:04:59:24 01:05:04:02 
and the company now has a surplus 
cash balance of £150,000. 
 
1285 01:05:04:04 01:05:07:06 
The three directors are confident 
this sum will not be needed 
 
1286 01:05:07:08 01:05:10:12 
for business purposes, but rather 
than extracting the funds just now, 
 
1287 01:05:10:14 01:05:13:01 
they have decided to invest 
within the company 
 
1288 01:05:13:03 01:05:15:23 
and are willing to take 
a high level of risk. 
 
1289 01:05:16:00 01:05:18:24 
They duly select a Fund 
with a high volatility limit 
 
1290 01:05:19:01 01:05:21:17 
which is more than 60% invested 
in shares. 
 
1291 01:05:21:19 01:05:25:20 
This is a medium 
to long-term investment. 
 
1292 01:05:25:22 01:05:31:02 
Importantly, the accounts 
are prepared under FRS102. 
 
1293 01:05:31:04 01:05:33:10 
Right, that's the case study. 
 
1294 01:05:33:12 01:05:35:20 
If we could run the poll results. 



 
1295 01:05:35:22 01:05:39:01 
And again, to remind you, if you 
keep your questions coming through. 
 
1296 01:05:39:03 01:05:42:03 
We are slightly overrunning 
on the presentation side, 
 
1297 01:05:42:05 01:05:44:20 
so this is a relatively quick 
case study, 
 
1298 01:05:44:22 01:05:47:14 
but we will take some of those 
questions afterwards. 
 
1299 01:05:47:16 01:05:50:07 
We have quite a few votes 
coming through. 
 
1300 01:05:50:09 01:05:52:24 
What investment do you think fits best? 
 
1301 01:05:53:01 01:05:56:02 
I think, more so than the other two, 
it seems to be relatively divided. 
 
1302 01:05:56:04 01:05:58:14 
Although, OIEC is now racing ahead, 
in fairness. 
 
1303 01:05:58:16 01:06:02:01 
OIEC Sitting at somewhere 
in the 70%-mark. 
 
1304 01:06:02:03 01:06:07:18 
OK, it does definitely seem to be 
a case for OIECs at the moment. 
 
1305 01:06:07:20 01:06:11:12 
Let's see if the arguments 
from our two experts 
 
1306 01:06:11:14 01:06:13:10 
can actually change that. 
 
1307 01:06:13:12 01:06:17:19 
Let's go, first of all, to Graeme. 
Graeme, over to you. 
 
1308 01:06:17:21 01:06:19:15 
Thank you, Vince. 
 
1309 01:06:19:17 01:06:22:15 
The important points here are, 
in my opinion, as follows. 
 



1310 01:06:22:17 01:06:25:02 
First thing, quite unusually 
in my experience, 
 
1311 01:06:25:04 01:06:28:02 
is the fact that an investment 
isn't needed for business purposes. 
 
1312 01:06:28:04 01:06:31:17 
Instead, the directors are willing 
to take a high level of risk. 
 
1313 01:06:31:19 01:06:33:20 
In most corporate cash cases, 
 
1314 01:06:33:22 01:06:36:17 
the funds will be needed 
for business purposes, 
 
1315 01:06:36:19 01:06:39:17 
such as moving into new premises, 
business expansion, 
 
1316 01:06:39:19 01:06:43:06 
paying off debts, buy a new plant, 
rewarding directors, 
 
1317 01:06:43:08 01:06:46:06 
paying pension contributions, 
the list goes on and on. 
 
1318 01:06:46:08 01:06:49:23 
In those types of cases, 
a fund offering the prospect 
 
1319 01:06:50:00 01:06:53:07 
of smooth returns and low volatility 
is important 
 
1320 01:06:53:09 01:06:55:17 
so that the directors have got 
the confidence 
 
1321 01:06:55:19 01:06:57:21 
the money will be there when needed. 
 
1322 01:06:57:23 01:07:02:03 
That type of fund will be in a bond 
wrapper but not a OIEC wrapper. 
 
1323 01:07:02:05 01:07:04:07 
We don't have that restriction here 
 
1324 01:07:04:09 01:07:09:00 
and we, therefore, can judge each 
wrapper on its own merits. 
 
1325 01:07:09:02 01:07:10:16 



That's the first point. 
 
1326 01:07:10:18 01:07:12:23 
Secondly, the directors 
have chosen a fund 
 
1327 01:07:13:00 01:07:16:10 
which is more than 60% invested 
in shares. 
 
1328 01:07:16:12 01:07:18:13 
If the company buys an OIEC, 
 
1329 01:07:18:15 01:07:21:04 
that means we are dealing with 
an Equity OIEC. 
 
1330 01:07:21:06 01:07:24:21 
Remember that if the fund had been 
more than 60% 
 
1331 01:07:24:23 01:07:28:09 
invested in interest-paying assets, 
then it would have paid interest. 
 
1332 01:07:28:11 01:07:31:03 
That isn't the case and the fund 
will pay dividends. 
 
1333 01:07:31:05 01:07:33:10 
From a tax perspective, 
that is good news, 
 
1334 01:07:33:12 01:07:38:24 
because FV Ltd will receive 
those dividends tax-free 
 
1335 01:07:39:01 01:07:43:14 
and tax-wise, the higher 
the equity content, the better. 
 
1336 01:07:43:16 01:07:46:12 
We do need to acknowledge, though, 
that the OIEC provider 
 
1337 01:07:46:14 01:07:49:18 
will stream the distribution, 
so the company will be informed 
 
1338 01:07:49:20 01:07:52:22 
that the distribution is primarily 
tax-free dividend 
 
1339 01:07:52:24 01:07:55:05 
but there will be an element 
of taxable interest 
 
1340 01:07:55:07 01:07:57:02 



but that's no big deal really. 
 
1341 01:07:57:04 01:07:59:04 
Accounting will be simple, 
 
1342 01:07:59:06 01:08:01:18 
it can be credited through 
the profit-loss account, 
 
1343 01:08:01:20 01:08:04:09 
and it just boosts the balance sheet. 
 
1344 01:08:04:11 01:08:07:00 
Thirdly, it's notable that 
the accounts are prepared 
 
1345 01:08:07:02 01:08:09:20 
under Financial 
Reporting Standard 102. 
 
1346 01:08:09:22 01:08:12:22 
This is the accounting standard 
for non-micro entities 
 
1347 01:08:12:24 01:08:14:21 
and, as mentioned a few minutes ago, 
 
1348 01:08:14:23 01:08:18:00 
accounts will be drawn up 
under Fair Value principles, 
 
1349 01:08:18:02 01:08:21:11 
which is why the company 
is called FV Ltd. 
 
1350 01:08:21:13 01:08:24:22 
That's bad news for Les because 
with his bond investment, 
 
1351 01:08:24:24 01:08:27:15 
their balance sheet at the end 
of the accounting period 
 
1352 01:08:27:17 01:08:31:10 
will include the bond at its 
surrendered value at that date. 
 
1353 01:08:31:12 01:08:33:06 
So, why is that bad news? 
 
1354 01:08:33:08 01:08:36:02 
It's bad news because 
annual increases in value 
 
1355 01:08:36:04 01:08:40:23 
are subject to corporation tax 
under the loan relationship rules. 
 



1356 01:08:41:00 01:08:45:03 
If the company invests onshore, 
then the bond tax credit 
 
1357 01:08:45:05 01:08:47:19 
is ignored for those annual increases, 
 
1358 01:08:47:21 01:08:50:03 
meaning that a net return 
is being taxed. 
 
1359 01:08:50:05 01:08:53:07 
In effect, you've got double 
taxation going on 
 
1360 01:08:53:09 01:08:56:14 
while your investment journey's 
in place. 
 
1361 01:08:56:16 01:09:00:11 
A bond investment 
can't deliver tax deferral. 
 
1362 01:09:00:13 01:09:04:11 
But you may ask, is it not the same 
for my Equity OIEC investment? 
 
1363 01:09:04:13 01:09:07:14 
No, it isn't because my OIEC 
doesn't fall under 
 
1364 01:09:07:16 01:09:09:02 
the loan relationship rules, 
 
1365 01:09:09:04 01:09:12:16 
meaning that even if the accounts 
reflect increased value, 
 
1366 01:09:12:18 01:09:14:19 
it won't be taxed annually. 
 
1367 01:09:14:21 01:09:18:13 
Instead, gains will only be taxed 
on a later disposal. 
 
1368 01:09:18:15 01:09:22:18 
So my OIEC can deliver an incredibly 
tax-efficient journey. 
 
1369 01:09:22:20 01:09:24:23 
Dividends, tax-free. 
 
1370 01:09:25:00 01:09:28:13 
Any interest element received, 
gross and taxable. 
 
1371 01:09:28:15 01:09:32:14 
Growth is taxable only at the time 



of disposal. 
 
1372 01:09:32:16 01:09:34:24 
Bearing in mind that 
a bond investment 
 
1373 01:09:35:01 01:09:36:23 
will, of course, be taxed annually. 
 
1374 01:09:37:00 01:09:39:20 
So I would say we are looking 
at an OIEC investment here, Vince. 
 
1375 01:09:39:22 01:09:41:11 
Across to Les. 
 
1376 01:09:41:13 01:09:47:14 
I think it's key that you say tax 
will be payable annually, 
 
1377 01:09:47:16 01:09:50:02 
which is something the company 
will be used to doing. 
 
1378 01:09:50:04 01:09:52:22 
They'll been paying tax annually 
for all the profits 
 
1379 01:09:52:24 01:09:54:11 
they make during the year. 
 
1380 01:09:54:13 01:09:57:02 
They seem to have strong, 
steady profits, 
 
1381 01:09:57:04 01:10:00:24 
so we will be expecting 
their tax bill to go up every year 
 
1382 01:10:01:01 01:10:04:06 
because they'll be getting more 
return than they otherwise would 
 
1383 01:10:04:08 01:10:06:04 
on interest in the bank. 
 
1384 01:10:06:06 01:10:10:03 
So, I don't think we need to worry 
about the fact they might pay tax 
 
1385 01:10:10:05 01:10:13:00 
annually with the bond wrapper. 
 
1386 01:10:13:02 01:10:15:17 
I'm not doing an offshore 
bond wrapper, 
 
1387 01:10:15:19 01:10:18:06 



that's just stupid for a multitude 
of reasons. 
 
1388 01:10:18:08 01:10:20:23 
You're essentially, 
turning tax-exempt dividends 
 
1389 01:10:21:00 01:10:23:22 
into something that would get taxed 
at corporation tax rates, 
 
1390 01:10:23:24 01:10:25:16 
which is a bit stupid. 
 
1391 01:10:25:18 01:10:27:22 
So, I wouldn't countenance 
wrapping some OIECs 
 
1392 01:10:27:24 01:10:30:04 
in an offshore bond wrapper 
for the company. 
 
1393 01:10:30:06 01:10:34:08 
But I think the onshore bond wrapper 
has its place here. 
 
1394 01:10:34:10 01:10:36:23 
The directors will be people 
who won't be wanting 
 
1395 01:10:37:00 01:10:40:00 
to pay much attention 
to their investments. 
 
1396 01:10:40:02 01:10:43:13 
The accountant's obviously 
a busy man, as well. 
 
1397 01:10:43:15 01:10:46:24 
Having interest and dividends 
and gains popping in and out 
 
1398 01:10:47:01 01:10:51:00 
of the company accounts on a regular 
basis, that's just extra work. 
 
1399 01:10:51:02 01:10:54:23 
So, I think having the simplicity 
of wrapping your OIECs 
 
1400 01:10:55:00 01:10:58:16 
in your onshore bond wrapper 
just keeps things simple. 
 
1401 01:10:58:18 01:11:01:21 
You just need to find out the value 
of the bond at the end of the year 
 



1402 01:11:01:23 01:11:03:20 
for accounts, pay your tax, 
all good. 
 
1403 01:11:03:22 01:11:06:07 
Nice, simple, not too much hassle. 
 
1404 01:11:06:09 01:11:09:04 
You have got that tax credit at 20%. 
 
1405 01:11:09:06 01:11:13:14 
When you do finally cash in, 
you will get the credit for that tax 
 
1406 01:11:13:16 01:11:17:10 
paid against the other tax 
in your profits. 
 
1407 01:11:17:12 01:11:21:09 
So, I think there's a place for 
the onshore bond wrapper there. 
 
1408 01:11:21:11 01:11:24:15 
But, fundamentally, I think you have 
to bring investments 
 
1409 01:11:24:17 01:11:26:10 
back into the equation. 
 
1410 01:11:26:12 01:11:29:20 
The directors might individually 
be willing 
 
1411 01:11:29:22 01:11:31:18 
to take a high level of risk, 
 
1412 01:11:31:20 01:11:34:06 
but you have to remind them that 
they are the custodians 
 
1413 01:11:34:08 01:11:37:00 
of someone else's money, 
it's not their money. 
 
1414 01:11:37:02 01:11:39:04 
Companies don't have 
an attitude to risk. 
 
1415 01:11:39:06 01:11:43:01 
They should be following 
the Trust Code of Investment, 
 
1416 01:11:43:03 01:11:45:11 
which basically means being suitable 
 
1417 01:11:45:13 01:11:48:21 
and maximising return 
without taking undue risk. 



 
1418 01:11:48:23 01:11:52:15 
So, whilst the directors 
might be high-risk people, 
 
1419 01:11:52:17 01:11:57:02 
they need to put their Trustee hats on 
and be a bit more cautious. 
 
1420 01:11:57:04 01:12:00:11 
So, I think you have to bring the 
investment into the equation here. 
 
1421 01:12:00:13 01:12:03:24 
I think they need a smoothed fund 
that's low volatility. 
 
1422 01:12:04:01 01:12:06:23 
You don't want your company to be 
becoming more valuable, 
 
1423 01:12:07:00 01:12:10:02 
then less valuable. Then less 
valuable, then more valuable. 
 
1424 01:12:10:04 01:12:12:06 
Then less valuable, 
then more valuable. 
 
1425 01:12:12:08 01:12:15:02 
I think the investment journey 
is going to be important here. 
 
1426 01:12:15:04 01:12:19:21 
A nice, slow, steady, beat-the-bank, 
plus inflation-type investment 
 
1427 01:12:19:23 01:12:23:07 
will meet their needs as the 
custodians of other people's money. 
 
1428 01:12:23:09 01:12:27:12 
So, I'm picking a bond 
for investment purposes 
 
1429 01:12:27:14 01:12:30:23 
because the investment they need 
is not available unwrapped. 
 
1430 01:12:31:00 01:12:32:03 
Vince. 
 
1431 01:12:32:05 01:12:34:07 
Great stuff. Thanks, Les. 
 
1432 01:12:34:09 01:12:38:18 
Right, without any further ado, 
let's re-run that poll. 



 
1433 01:12:38:20 01:12:41:08 
Who's going to be the most 
persuasive argument here, 
 
1434 01:12:41:10 01:12:43:13 
or who has the most persuasive 
argument? 
 
1435 01:12:43:15 01:12:46:16 
Is it Graeme with his tax-free 
dividends, 
 
1436 01:12:46:18 01:12:50:24 
his accounting simplicity, 
the fact this is an FRS102 company, 
 
1437 01:12:51:01 01:12:53:00 
a non-micro entity? 
 
1438 01:12:53:02 01:12:58:06 
Or is it, in fact, Les with his 
pitch for onshore bond 
 
1439 01:12:58:08 01:12:59:23 
and the simplicity of it? 
 
1440 01:13:00:00 01:13:02:05 
Well, I have to say, 
the early results 
 
1441 01:13:02:07 01:13:06:02 
do look as if Les' arguments 
weren't overly-persuasive. 
 
1442 01:13:06:04 01:13:08:11 
OIEC does seem to be 
winning the day here. 
 
1443 01:13:08:13 01:13:11:24 
A fairly steady 70% coming in. 
 
1444 01:13:12:01 01:13:15:06 
And remember, this is the decider. 
 
1445 01:13:15:08 01:13:17:08 
It currently stands at one-all. 
 
1446 01:13:17:10 01:13:20:16 
I see the majority of the votes 
are now in 
 
1447 01:13:20:18 01:13:23:21 
and I can declare that Graeme, 
with OIEC, 
 
1448 01:13:23:23 01:13:25:23 
you are the winner of this case study 



 
1449 01:13:26:00 01:13:27:16 
and the overall winner on the day. 
 
1450 01:13:27:18 01:13:30:00 
So, congratulations, Graeme. 
 
1451 01:13:30:02 01:13:33:03 
Mr Bond has lost for the first time 
in history. 
 
1452 01:13:33:05 01:13:35:23 
Commiserations to you, Les. 
 
1453 01:13:36:00 01:13:37:21 
Well done to you, Graeme. 
 
1454 01:13:37:23 01:13:40:10 
I hope you've enjoyed 
those case studies. 
 
1455 01:13:40:12 01:13:43:18 
As I mentioned before, we are trying 
to find a different way 
 
1456 01:13:43:20 01:13:45:08 
of doing these type of things 
 
1457 01:13:45:10 01:13:48:02 
and it does seem we get 
good feedback on these. 
 
1458 01:13:48:04 01:13:51:04 
So, let's move on to the next slide. 
 
1459 01:13:51:06 01:13:54:22 
This is the official end of the CPD 
part of the presentation. 
 
1460 01:13:54:24 01:13:57:03 
So, you can see 
the learning objectives, 
 
1461 01:13:57:05 01:14:00:23 
hopefully you have felt that we have 
met those learning objectives. 
 
1462 01:14:01:00 01:14:04:02 
I would say, if you think we want 
to cover any more aspects 
 
1463 01:14:04:04 01:14:06:15 
in more detail, 
then please let us know. 
 
1464 01:14:06:17 01:14:10:14 
A few final thoughts from me, 
just moving onto the next slide. 



 
1465 01:14:10:16 01:14:14:19 
You'll see here some of the support 
that is available on PruAdviser. 
 
1466 01:14:14:21 01:14:18:05 
This covers Individual, Corporate 
and Trustee cases, 
 
1467 01:14:18:07 01:14:20:08 
all of which 
we've actually looked at today. 
 
1468 01:14:20:10 01:14:24:12 
If you want support on any of these, 
feel free to look on PruAdviser, 
 
1469 01:14:24:14 01:14:27:12 
or you can contact 
your account manager. 
 
1470 01:14:27:14 01:14:30:12 
If you want to have a chat to Les, 
Graeme, or the rest of the team 
 
1471 01:14:30:14 01:14:33:13 
about particular cases 
or thorny issues you've got 
 
1472 01:14:33:15 01:14:35:09 
then contact your account manager 
 
1473 01:14:35:11 01:14:37:14 
and we'll be delighted 
to speak to you. 
 
1474 01:14:37:16 01:14:39:22 
In terms of just moving on 
to the next slide, 
 
1475 01:14:39:24 01:14:42:01 
looking at the products 
that are available. 
 
1476 01:14:42:03 01:14:44:22 
Don't forget, we've got a range 
of Open Architecture Bonds, 
 
1477 01:14:44:24 01:14:46:21 
both onshore and offshore. 
 
1478 01:14:46:23 01:14:49:00 
And if you're looking for OIECs, 
 
1479 01:14:49:02 01:14:52:20 
don't forget that we do have our 
Passive and Active Managed range 
 



1480 01:14:52:22 01:14:57:00 
and these are managed by the same 
people who manage PruFund. 
 
1481 01:14:57:02 01:15:02:00 
Finally, of course, do not forget 
we have a comprehensive Trust suite 
 
1482 01:15:02:02 01:15:03:11 
available for your use. 
 
1483 01:15:03:13 01:15:06:11 
I see we have a few questions 
coming in along those lines 
 
1484 01:15:06:13 01:15:08:18 
that we'll get to in a moment. 
 
1485 01:15:08:20 01:15:11:18 
If you'd like to discuss any 
of these things then, of course, 
 
1486 01:15:11:20 01:15:13:21 
please speak to 
your account manager. 
 
1487 01:15:13:23 01:15:17:24 
Final wrap-up comments from me 
just before we get onto the questions. 
 
1488 01:15:18:01 01:15:20:13 
We get asked about 
CPD Certificates a lot. 
 
1489 01:15:20:15 01:15:22:08 
Please complete the feedback form, 
 
1490 01:15:22:10 01:15:25:05 
there's a feedback tab underneath 
the broadcast screen. 
 
1491 01:15:25:07 01:15:28:10 
Once we have your feedback, our 
Events team will send you an email 
 
1492 01:15:28:12 01:15:30:21 
with an embedded CPD Certificate, 
 
1493 01:15:30:23 01:15:33:20 
which you should get 
by close of play on Friday. 
 
1494 01:15:33:22 01:15:37:14 
If it does go astray, 
check your junk or spam folders, 
 
1495 01:15:37:16 01:15:40:10 
contact Prudential Events 



or your account manager 
 
1496 01:15:40:12 01:15:42:16 
and we'll make sure we get it 
re-sent to you 
 
1497 01:15:42:18 01:15:44:04 
if there are any issues. 
 
1498 01:15:44:06 01:15:46:09 
By the end of next week, 
you'll be able to download 
 
1499 01:15:46:11 01:15:49:04 
a copy of the slides 
and access the replay 
 
1500 01:15:49:06 01:15:52:02 
just by visiting 
those PruAdviser pages. 
 
1501 01:15:52:04 01:15:55:03 
That just leaves me to say thank you 
very much for attending, 
 
1502 01:15:55:05 01:15:58:21 
we'd be delighted if you could stay 
on for the questions and answers 
 
1503 01:15:58:23 01:16:01:14 
and we do have a number of those 
coming in. 
 
1504 01:16:01:16 01:16:07:23 
Actually, a number of them 
relate to the first case study. 
 
1505 01:16:08:00 01:16:12:24 
Several people making this observation 
around pension contributions 
 
1506 01:16:13:01 01:16:15:22 
and whether Sally could have paid 
a pension contribution. 
 
1507 01:16:15:24 01:16:19:15 
So, I'll wrap these up into 
just one question 
 
1508 01:16:19:17 01:16:21:21 
and direct it to you, Les, if I may. 
 
1509 01:16:21:23 01:16:26:18 
Should Sally pay a pension contribution, 
would that help her? 
 
1510 01:16:26:20 01:16:29:20 
When calculating adjusted net income, 



 
1511 01:16:29:22 01:16:33:02 
how are employee and employer 
contributions treated? 
 
1512 01:16:33:04 01:16:35:05 
Are these deducted or added to? 
 
1513 01:16:35:07 01:16:39:00 
If you could address 
the pension contribution, Les, 
 
1514 01:16:39:02 01:16:40:20 
that would be very helpful. 
 
1515 01:16:40:22 01:16:43:18 
If you don't want to lose 
your personal allowance, 
 
1516 01:16:43:20 01:16:47:05 
you have to get your adjusted 
net income to £100,000 or lower. 
 
1517 01:16:47:07 01:16:51:16 
Employee pension contributions 
get taken off the measure. 
 
1518 01:16:51:18 01:16:57:03 
So, if you have £104,000 and you put 
£4,000 in your pension, 
 
1519 01:16:57:05 01:16:59:24 
whether that's a Net Pay Scheme 
or a Relief at Source Scheme, 
 
1520 01:17:00:01 01:17:03:00 
you'll bring your adjusted 
net income down to £100,000 
 
1521 01:17:03:02 01:17:05:05 
and not lose 
your personal allowance. 
 
1522 01:17:05:07 01:17:07:24 
Employer contributions don't have 
any impact whatsoever 
 
1523 01:17:08:01 01:17:11:23 
because it's your personal income 
that matters. 
 
1524 01:17:12:00 01:17:14:14 
Good stuff. Thanks, Les. 
 
1525 01:17:14:16 01:17:17:04 
Next question. Graeme, 
if you could pick this one up. 
 



1526 01:17:17:06 01:17:19:23 
Any arguments to have 
100% Equity Fund 
 
1527 01:17:20:00 01:17:24:10 
and fixed interest portion 
in your bond? 
 
1528 01:17:24:12 01:17:26:02 
Any thoughts on that? 
 
1529 01:17:26:04 01:17:28:21 
I'm guessing outside 
of the investment criteria, 
 
1530 01:17:28:23 01:17:30:05 
the question refers to. 
 
1531 01:17:30:07 01:17:32:01 
Sorry, can you repeat the question? 
 
1532 01:17:32:03 01:17:34:21 
The question was, any arguments 
to have 100% Equity Fund 
 
1533 01:17:34:23 01:17:39:02 
and fixed interest portion 
in your bond? 
 
1534 01:17:39:04 01:17:41:14 
100% equity inside your bond? 
 
1535 01:17:41:16 01:17:45:02 
And fixed interest portion inside 
your bond, yeah. 
 
1536 01:17:45:04 01:17:47:24 
Was this in relation to any 
of the case studies, I wonder? 
 
1537 01:17:48:01 01:17:53:14 
I think this is in relation to the 
way that the actual bond is taxed. 
 
1538 01:17:53:16 01:17:59:08 
Yes. Of course, Les was covering off 
the fact that any dividends received 
 
1539 01:17:59:10 01:18:05:02 
by both onshore and offshore Life 
Funds are going to be tax-free. 
 
1540 01:18:05:04 01:18:08:03 
So you get the tax-free rolled up 
inside your bond wrapper, 
 
1541 01:18:08:05 01:18:11:16 
whether it's an onshore bond 



or an offshore bond. 
 
1542 01:18:11:18 01:18:17:09 
Other income is going to be taxable 
at 20%. 
 
1543 01:18:17:11 01:18:22:19 
So, I suppose, if you had a high 
equity content inside your bond 
 
1544 01:18:22:21 01:18:26:01 
then that is going to drive down 
your effective tax rate. 
 
1545 01:18:26:03 01:18:31:15 
I think Les had mentioned earlier, 
I can't remember the figure now, 
 
1546 01:18:31:17 01:18:36:11 
was it 12% or something, Les, 
an effective tax rate within a bond? 
 
1547 01:18:36:13 01:18:41:08 
I've seen less than ten. 
9.6 was the lowest I've heard of. 
 
1548 01:18:41:10 01:18:46:06 
Basically, your dividends are going 
to be subject to higher rate tax 
 
1549 01:18:46:08 01:18:47:22 
in the personal tax world 
 
1550 01:18:47:24 01:18:50:23 
and they're not going to be subject 
to tax inside the bond. 
 
1551 01:18:51:00 01:18:53:07 
So, if you're going to have 
a lot of dividends 
 
1552 01:18:53:09 01:18:56:13 
then having your dividends untaxed 
makes sense. 
 
1553 01:18:56:15 01:18:59:19 
Especially if you're exiting 
your bond tax efficiently. 
 
1554 01:18:59:21 01:19:02:02 
Yeah, your onshore bond effective 
rate of tax 
 
1555 01:19:02:04 01:19:04:09 
is always going to be lower than 20. 
 
1556 01:19:04:11 01:19:07:01 
Although, if whether you're 



an Individual, a Trustee 
 
1557 01:19:07:03 01:19:10:05 
or a Corporate, you will get that 
20% tax credit. 
 
1558 01:19:11:22 01:19:15:10 
Good stuff. Thanks, Graeme. If I can 
just stick with you for the next one 
 
1559 01:19:15:12 01:19:18:17 
and you're going to have to put your 
accountant head on for this one. 
 
1560 01:19:18:19 01:19:21:10 
Which is a hat I know you wear 
very well. 
 
1561 01:19:21:12 01:19:24:23 
When does a micro entity become 
a non-micro entity? 
 
1562 01:19:25:00 01:19:27:15 
Is it turnover, assets, what? 
 
1563 01:19:27:17 01:19:30:22 
I'm just trying to remember 
the thresholds. 
 
1564 01:19:30:24 01:19:36:11 
There's three tests, with regard 
to the micro entity regime. 
 
1565 01:19:36:13 01:19:39:21 
The number of employees, you're 
looking at being less than ten. 
 
1566 01:19:39:23 01:19:44:07 
Turnover, 
I think its less than 632,000. 
 
1567 01:19:44:09 01:19:47:15 
Balance sheet total, 
less than 316,000. 
 
1568 01:19:47:17 01:19:50:01 
I think I've got that 
round the right way. 
 
1569 01:19:50:03 01:19:53:16 
Basically, you could fail 
one of those tests 
 
1570 01:19:53:18 01:19:56:16 
and still be a micro entity 
but not fail both of those tests. 
 
1571 01:19:56:18 01:20:00:17 



For instance, you could have 
turnover of £10,000,000 
 
1572 01:20:00:19 01:20:03:10 
but if you have five employees 
and a balance sheet total 
 
1573 01:20:03:12 01:20:08:00 
of only £200,000, for instance, 
then you would still be a micro entity. 
 
1574 01:20:08:02 01:20:10:23 
So, we do cover it in a bit of detail 
 
1575 01:20:11:00 01:20:15:01 
in some of our material 
on PruAdvisor. 
 
1576 01:20:15:03 01:20:18:01 
Speak to your account manager 
 
1577 01:20:18:03 01:20:20:15 
and we can point you 
in the right direction of that. 
 
1578 01:20:20:17 01:20:22:05 
You remembered correctly. 
 
1579 01:20:22:07 01:20:23:17 
Did I? 
 
1580 01:20:26:05 01:20:29:24 
So, I did have my accountant's hat on, 
Vince, you're quite right. 
 
1581 01:20:30:01 01:20:33:06 
Well done. Les, let's go to you 
for the next one. 
 
1582 01:20:33:08 01:20:38:00 
Can a new life assured be added 
to an existing onshore bond? 
 
1583 01:20:38:02 01:20:41:15 
It's theoretically possible 
but as a chargeable event. 
 
1584 01:20:41:17 01:20:44:20 
So I don't think many people 
allow it to happen. 
 
1585 01:20:44:22 01:20:47:16 
It's a fundamental reconstruction 
of the policy. 
 
1586 01:20:47:18 01:20:50:17 
No in practice, yes theoretically. 
 



1587 01:20:50:19 01:20:52:02 
Good stuff. 
 
1588 01:20:52:04 01:20:54:04 
If there's going to be 
a chargeable event, 
 
1589 01:20:54:06 01:20:56:06 
you're as well doing 
a new bond anyway. 
 
1590 01:20:56:08 01:21:00:14 
A new premium amount and a new, 
higher 5% tax deferred, et cetera. 
 
1591 01:21:00:16 01:21:04:02 
It is important, isn't it? 
To think about your lives assured 
 
1592 01:21:04:04 01:21:05:21 
when you're setting up a bond. 
 
1593 01:21:05:23 01:21:10:10 
If you're an individual and 
you're a basic rate taxpayer, 
 
1594 01:21:10:12 01:21:12:23 
you might just make yourself 
as a sole life assured 
 
1595 01:21:13:00 01:21:15:14 
so that when you die, 
the bond pays out 
 
1596 01:21:15:16 01:21:19:02 
and it's taxed on your final tax year. 
 
1597 01:21:19:04 01:21:22:20 
If you're a base rate taxpayer 
then there might be no tax due 
 
1598 01:21:22:22 01:21:25:04 
but if you're a higher rate taxpayer, 
 
1599 01:21:25:06 01:21:28:11 
you might want additional lives 
assured to keep the bond running. 
 
1600 01:21:28:13 01:21:32:06 
So it is something to think about 
when the bond is being set up. 
 
1601 01:21:32:08 01:21:34:03 
Good stuff. Thanks, Graeme. 
 
1602 01:21:34:05 01:21:36:09 
Graeme, I'll stick with you 
for the next one. 



 
1603 01:21:36:11 01:21:39:14 
I think this was in relation 
to the Trustee investment case study 
 
1604 01:21:39:16 01:21:42:04 
and I know you've done 
a few articles on this as well, 
 
1605 01:21:42:06 01:21:44:08 
so you might want to expand 
the question 
 
1606 01:21:44:10 01:21:46:07 
to make some general comments. 
 
1607 01:21:46:09 01:21:49:15 
The question is around tax admin 
consequences on the Trust 
 
1608 01:21:49:17 01:21:54:12 
now that they have to be registered, 
even if non-income producing, 
 
1609 01:21:54:14 01:21:58:02 
from September 2022 at the latest. 
 
1610 01:21:58:04 01:22:01:02 
Yeah, so we're straying into 
the territory 
 
1611 01:22:01:04 01:22:04:05 
of the Trust Registration Service. 
 
1612 01:22:04:07 01:22:08:01 
We do have a very detailed article, 
before I forget to mention it, 
 
1613 01:22:08:03 01:22:10:24 
we do have a very detailed article 
on the PruAdvisor site. 
 
1614 01:22:11:01 01:22:13:11 
So, again, 
speak to your account manager. 
 
1615 01:22:13:13 01:22:15:14 
It is just a fact of life now. 
 
1616 01:22:17:14 01:22:19:06 
The Trust Registration Service 
 
1617 01:22:19:08 01:22:21:10 
has been up and running 
for a number of years. 
 
1618 01:22:21:12 01:22:23:14 
It's had a low impact, I suppose, 



 
1619 01:22:23:16 01:22:28:09 
because it was related to tax liability. 
 
1620 01:22:28:11 01:22:32:14 
You only have to register 
if the Trustees had a tax liability. 
 
1621 01:22:32:16 01:22:37:05 
That's now gone because we've moved 
from one Money-laundering Directive 
 
1622 01:22:37:07 01:22:39:08 
to another Money-laundering Directive. 
 
1623 01:22:39:10 01:22:43:02 
So we're now in a position that a bond 
and Trust-type arrangements, 
 
1624 01:22:43:04 01:22:46:01 
they need to be now reported. 
 
1625 01:22:46:03 01:22:48:08 
It's a matter for the Trustees. 
 
1626 01:22:48:10 01:22:52:02 
They've got the legal responsibility 
to register the Trust. 
 
1627 01:22:52:04 01:22:56:21 
They can, if they wish, appoint an agent 
to act on their behalf. 
 
1628 01:22:56:23 01:22:59:15 
Some advisers might be comfortable 
acting as agents, 
 
1629 01:22:59:17 01:23:01:10 
others less comfortable. 
 
1630 01:23:01:12 01:23:03:20 
It just depends 
on your circumstances. 
 
1631 01:23:03:22 01:23:07:11 
But we are in a changed world now. 
 
1632 01:23:07:13 01:23:12:06 
If you go far enough back, there was 
effectively a paper-based 
 
1633 01:23:12:08 01:23:14:11 
Trust Registration Service. 
 
1634 01:23:14:13 01:23:18:10 
In the sense that the Trustees 
had to complete a form, 41G, 
 



1635 01:23:18:12 01:23:21:01 
if there's going to be income 
or gains arising on the Trust, 
 
1636 01:23:21:03 01:23:25:06 
but bonds fell outside of that because 
they're non-income producing, 
 
1637 01:23:25:08 01:23:27:09 
they're not subject to 
capital gains tax. 
 
1638 01:23:27:11 01:23:31:06 
But we now have this digital 
registration service. 
 
1639 01:23:31:08 01:23:33:23 
It's all tied up with 
anti-money-laundering 
 
1640 01:23:34:00 01:23:35:23 
and terrorist financing. 
 
1641 01:23:36:00 01:23:40:12 
It is very important the Trustees 
do recognise their obligations 
 
1642 01:23:40:14 01:23:43:09 
and the person posing the question 
was quite right 
 
1643 01:23:43:11 01:23:47:00 
that there is a delay for registering 
 
1644 01:23:47:02 01:23:49:09 
those non-taxable Trusts. 
 
1645 01:23:49:11 01:23:53:23 
Basically that delay arose because 
the government software 
 
1646 01:23:54:00 01:23:58:05 
wasn't up to speed and couldn't deal 
with the registration 
 
1647 01:23:58:07 01:23:59:24 
of a non-taxable Trust, 
 
1648 01:24:00:01 01:24:02:20 
it was expecting a tax consequence 
to be there. 
 
1649 01:24:02:22 01:24:05:23 
That's been shifted to September, 
2022. 
 
1650 01:24:06:00 01:24:08:08 
One quick other point, Graeme. 



 
1651 01:24:08:10 01:24:11:13 
Remember, even Trusts 
that are already registered 
 
1652 01:24:11:15 01:24:14:07 
because they were taxable 
have got additional information 
 
1653 01:24:14:09 01:24:16:08 
they're now required to put in 
 
1654 01:24:16:10 01:24:18:14 
under the fifth money-laundering 
directives. 
 
1655 01:24:18:16 01:24:22:04 
So it's not just non-taxable Trusts 
that are impacted, 
 
1656 01:24:22:06 01:24:26:13 
all Trusts that are registered 
currently are also impacted. 
 
1657 01:24:26:15 01:24:30:17 
I should probably just add, 
as an insurance company, 
 
1658 01:24:30:19 01:24:33:18 
we don't have 
any registration obligations 
 
1659 01:24:33:20 01:24:36:22 
but what we are doing is trawling 
through the back book of business 
 
1660 01:24:36:24 01:24:42:13 
trying to identify old Trust cases 
and then we'll be notifying Trusts. 
 
1661 01:24:42:15 01:24:44:17 
Just as an awareness campaign. 
 
1662 01:24:44:19 01:24:48:21 
Write out to Trustees, make them 
aware of the requirements. 
 
1663 01:24:48:23 01:24:52:23 
So that'll be happening 
in the next few months 
 
1664 01:24:53:00 01:24:55:03 
just to raise awareness for it. 
 
1665 01:24:55:05 01:24:58:15 
But ultimately it is the Trustees' 
responsibility. 
 



1666 01:24:58:17 01:25:01:18 
There are some external companies 
popping out now 
 
1667 01:25:01:20 01:25:06:10 
for £200 or £300 per Trust, 
they'll do all the grunt work. 
 
1668 01:25:06:12 01:25:09:08 
Gather the information, 
get it registered 
 
1669 01:25:09:10 01:25:11:13 
and then pass it back 
to the Trustees. 
 
1670 01:25:11:15 01:25:15:05 
So the expense of having to register 
a Trust and the time and effort, 
 
1671 01:25:15:07 01:25:18:11 
all that sort of thing, it's only 
going to be 200 or £300, I think. 
 
1672 01:25:18:13 01:25:21:22 
Which is relatively little 
if you consider you're saving 
 
1673 01:25:21:24 01:25:24:21 
tens of thousands of pounds 
in tax and IHT 
 
1674 01:25:24:23 01:25:27:08 
by having a Trust in the first place. 
 
1675 01:25:27:10 01:25:30:05 
Good stuff. Thanks, guys. 
 
1676 01:25:30:07 01:25:33:01 
Graeme, you've done a number 
of articles in the Trades 
 
1677 01:25:33:03 01:25:35:07 
on the Trust Registration Service 
requirements 
 
1678 01:25:35:09 01:25:37:11 
and that is also on PruAdviser, 
isn't it? 
 
1679 01:25:37:13 01:25:40:11 
So people can go and have a read 
of that at their leisure. 
 
1680 01:25:40:13 01:25:43:22 
A couple of questions also relating 
to case study two. 
 



1681 01:25:43:24 01:25:46:07 
Les, I think this is 
a decent question, actually. 
 
1682 01:25:46:09 01:25:48:11 
Coming to you first with this one. 
 
1683 01:25:48:13 01:25:52:05 
Possibly a combination of OIEC 
and bond, depending on finer details, 
 
1684 01:25:52:07 01:25:54:19 
what do you think? 
 
1685 01:25:54:21 01:25:58:17 
I think it depends on the size 
of the investment 
 
1686 01:25:58:19 01:26:00:12 
and what they deem is fair. 
 
1687 01:26:00:14 01:26:02:18 
If you've got a really big investment 
 
1688 01:26:02:20 01:26:05:24 
and you maybe only want to 
generate a yield 
 
1689 01:26:06:01 01:26:08:11 
of half-a-percent or 1% income, 
 
1690 01:26:08:13 01:26:12:05 
then having a lot of your investment 
wrapped for the growth 
 
1691 01:26:12:07 01:26:15:16 
and then just having your unwrapped 
stuff to generate the income, 
 
1692 01:26:15:18 01:26:17:11 
then definitely. 
 
1693 01:26:17:13 01:26:20:11 
A lot of them will be smaller so 
your yield might not be enough 
 
1694 01:26:20:13 01:26:23:00 
to cover the income 
you're required to generate. 
 
1695 01:26:23:02 01:26:26:11 
But yes, wrap your OIECs 
to dampen the income, 
 
1696 01:26:26:13 01:26:28:23 
if you don't need all that income. 
 
1697 01:26:29:00 01:26:32:06 



Generating income for higher 
or additional rate taxpayers 
 
1698 01:26:32:08 01:26:35:04 
that don't need it 
is probably quite stupid. 
 
1699 01:26:35:06 01:26:38:03 
So dampen the amount 
by being wrapped. 
 
1700 01:26:39:14 01:26:44:00 
Good stuff. Graeme, I'll pass 
this one over to you. 
 
1701 01:26:44:02 01:26:47:05 
We are talking again, I think, 
in relation to case study two. 
 
1702 01:26:47:07 01:26:51:01 
So the Trustees need to vary the 
terms of the Interest in Possession 
 
1703 01:26:51:03 01:26:55:08 
in order to use deferred capital. 
Thoughts on how easy that is. 
 
1704 01:26:55:10 01:26:59:13 
Yeah, that was something I think 
was mentioned in passing. 
 
1705 01:26:59:15 01:27:03:05 
I think the situation we had was 
that the Trustees... 
 
1706 01:27:03:07 01:27:04:24 
It was David, wasn't it? 
 
1707 01:27:05:01 01:27:09:01 
It was David, who was the surviving 
spouse entitled to income, 
 
1708 01:27:09:03 01:27:11:22 
but the Trustees had no powers 
to advance capital to him. 
 
1709 01:27:11:24 01:27:18:10 
It would be a matter of speaking 
to legal advisers. 
 
1710 01:27:20:19 01:27:24:17 
Basically, if you've got agreement 
of all parties involved, 
 
1711 01:27:24:19 01:27:28:00 
then it is possible to vary 
the terms of the Trust. 
 



1712 01:27:28:02 01:27:32:19 
It's obviously problematic if you've 
got young, minor beneficiaries 
 
1713 01:27:32:21 01:27:34:14 
but that wasn't the case here. 
 
1714 01:27:34:16 01:27:37:09 
It was surviving spouse 
and adult children. 
 
1715 01:27:37:11 01:27:39:15 
So, it would be possible to do. 
 
1716 01:27:39:17 01:27:42:01 
Not entirely sure what the costs 
of that would be. 
 
1717 01:27:42:03 01:27:46:07 
I suppose it's a matter of seeking 
legal advice and taking it from there. 
 
1718 01:27:46:09 01:27:47:23 
Good stuff. 
 
1719 01:27:48:00 01:27:52:24 
Just a quick one, Graeme, 
just around chargeable events 
 
1720 01:27:53:01 01:27:55:09 
and the chargeable 
event calculation. 
 
1721 01:27:55:11 01:27:59:20 
What is the start date for bonds 
that can be topped up? 
 
1722 01:28:03:08 01:28:05:09 
What's the start date for bonds? 
 
1723 01:28:05:11 01:28:07:17 
The question is, 
if they are topped up, 
 
1724 01:28:07:19 01:28:11:19 
what is the start date for the 
chargeable event calculation? 
 
1725 01:28:11:21 01:28:15:12 
You don't get chargeable event 
calculation within bonds 
 
1726 01:28:15:14 01:28:17:23 
because the chargeable event regime 
doesn't apply. 
 
1727 01:28:18:00 01:28:22:18 
If you put in income of X at one 



point, which will have a gain of Y 
 
1728 01:28:22:20 01:28:25:24 
and you put in income of another 
top up of A 
 
1729 01:28:26:01 01:28:27:21 
and it will have a gain of Y. 
 
1730 01:28:27:23 01:28:30:18 
So you're just looking at the gain 
and how they tranche the money. 
 
1731 01:28:30:20 01:28:33:00 
So the concept of start date 
is irrelevant 
 
1732 01:28:33:02 01:28:36:04 
because you can't top slice 
or any of that sort of stuff with bonds. 
 
1733 01:28:36:06 01:28:38:09 
Good stuff. 
 
1734 01:28:38:11 01:28:43:11 
So the next question is, I have 
clients who are husband and wife 
 
1735 01:28:43:13 01:28:47:08 
and they have 
a Limited Partnership business. 
 
1736 01:28:47:10 01:28:51:03 
They are keen to invest circa-70,000 
spare money 
 
1737 01:28:51:05 01:28:53:15 
from their business into a bond. 
 
1738 01:28:55:17 01:28:59:10 
Is this possible and can you confirm 
if this can be done? 
 
1739 01:28:59:12 01:29:02:05 
What was it, Vince? 
A Limited Liability Partnership? 
 
1740 01:29:02:07 01:29:05:11 
It's a Limited Partnership, yes. 
 
1741 01:29:05:13 01:29:11:02 
So, there is a legal entity there 
to invest in a bond. 
 
1742 01:29:11:04 01:29:16:15 
We tend to just see companies 
investing in a bond. 
 



1743 01:29:18:07 01:29:20:23 
A normal partnership wouldn't have 
a legal entity 
 
1744 01:29:21:00 01:29:22:16 
and that couldn't invest in a bond. 
 
1745 01:29:22:18 01:29:27:13 
A Limited Liability Partnership is 
a legal entity so it could, in theory, 
 
1746 01:29:27:15 01:29:30:10 
invest in a bond but I think 
they'd really need to speak 
 
1747 01:29:30:12 01:29:34:19 
to their accountant with regard to 
the tax implications of doing that. 
 
1748 01:29:34:21 01:29:37:17 
It's not something we particularly 
come across, 
 
1749 01:29:37:19 01:29:39:16 
Limited Liability Partnerships. 
 
1750 01:29:39:18 01:29:44:07 
It should, in principle, 
be individual taxation. 
 
1751 01:29:46:09 01:29:49:04 
Sounds like the person 
that's asked the question 
 
1752 01:29:49:06 01:29:51:22 
has been looking for an answer 
and is struggling a bit. 
 
1753 01:29:51:24 01:29:54:14 
It's definitely one, I think, 
to go back to the accountant on. 
 
1754 01:29:54:16 01:29:57:21 
Just to say, if we can provide 
any other assistance, 
 
1755 01:29:57:23 01:30:01:02 
then just contact 
your account manager 
 
1756 01:30:01:04 01:30:05:01 
and the guys will be happy to give 
you some more pointers. 
 
1757 01:30:07:23 01:30:11:03 
This is a good one, in the sense 
that it's just a general one. 
 



1758 01:30:11:05 01:30:15:09 
Les, perhaps you can mention a bit 
more some of the supports available, 
 
1759 01:30:15:11 01:30:18:00 
but basically the question is, 
are there golden rules 
 
1760 01:30:18:02 01:30:20:22 
when it comes to deciding on whether 
to use a bond or OIEC? 
 
1761 01:30:20:24 01:30:24:13 
And the person asking it 
is a trainee paraplanner 
 
1762 01:30:24:15 01:30:29:00 
and looking for some starters 
for ten, let's put it that way. 
 
1763 01:30:29:02 01:30:32:21 
I think basically the two things 
you have to consider 
 
1764 01:30:32:23 01:30:36:12 
is what's the tax position during 
my investment term 
 
1765 01:30:36:14 01:30:40:01 
and what's the tax likely to be when 
I take my money back out again? 
 
1766 01:30:40:03 01:30:43:05 
The golden rule is the higher 
your tax-paying status, 
 
1767 01:30:43:07 01:30:47:03 
the more likely you are to benefit 
from having your investment income 
 
1768 01:30:47:05 01:30:49:22 
in the corporation tax regime 
within your bond, 
 
1769 01:30:49:24 01:30:53:24 
than be in income tax regime 
outside your bond. 
 
1770 01:30:56:04 01:31:00:02 
Tax credit will take care of any 
gains in the basic rate tax band. 
 
1771 01:31:00:04 01:31:02:23 
Top-slicing will take care 
of any higher rate tax, 
 
1772 01:31:03:00 01:31:05:01 
if the slice is in the basic rate 



tax bands. 
 
1773 01:31:05:03 01:31:08:08 
So it's easy to think about 
whether they're going to get 
 
1774 01:31:08:10 01:31:10:12 
that tax-free exit as well. 
 
1775 01:31:10:14 01:31:13:04 
Once you've decided 
you're going to have it in a bond, 
 
1776 01:31:13:06 01:31:16:00 
you just have to decide whether 
you're onshore or offshore. 
 
1777 01:31:16:02 01:31:18:14 
I think the golden rule is basically 
 
1778 01:31:18:16 01:31:21:10 
if you're going to be able to access 
the savings allowances 
 
1779 01:31:21:12 01:31:25:19 
to get your offshore bond out 
tax-free then go offshore. 
 
1780 01:31:25:21 01:31:29:17 
There is a multitude of other 
reasons you would wrap it. 
 
1781 01:31:29:19 01:31:31:21 
You might just want simplicity 
 
1782 01:31:31:23 01:31:34:09 
of not having to deal with 
an OIEC portfolio. 
 
1783 01:31:34:11 01:31:37:20 
Your portfolio could be so big 
and actively managed, 
 
1784 01:31:37:22 01:31:40:08 
you don't want all the capital gains 
tax hassle. 
 
1785 01:31:40:10 01:31:43:00 
You might want to gift 
your money away to somebody 
 
1786 01:31:43:02 01:31:45:21 
and gifting bonds is easier 
than gifting OIECs. 
 
1787 01:31:45:23 01:31:49:04 
There's lots of stuff 
on the PruAdvisor website 



 
1788 01:31:49:06 01:31:51:02 
with regards to the pros and cons 
 
1789 01:31:51:04 01:31:53:11 
of having your bond wrapped 
or unwrapped. 
 
1790 01:31:53:13 01:31:57:03 
I think the golden rule 
is the higher the tax status 
 
1791 01:31:57:05 01:31:59:24 
of the individual, the more benefit 
they going to get 
 
1792 01:32:00:01 01:32:02:19 
from being inside a bond 
for their journey. 
 
1793 01:32:04:15 01:32:07:05 
We've properly got time 
for just one or two more. 
 
1794 01:32:07:07 01:32:09:09 
I don't think we've done this one. 
 
1795 01:32:09:11 01:32:13:17 
If an OIEC is used by Trustees, is 
there not a lot more reporting to do 
 
1796 01:32:13:19 01:32:16:24 
than using a bond? Graeme, do you 
want to have a go at one? 
 
1797 01:32:17:01 01:32:20:10 
I suppose it depends on your type 
of Trust. 
 
1798 01:32:20:12 01:32:23:09 
If you have an Interest in 
Possession type Trust, 
 
1799 01:32:23:11 01:32:26:02 
then you've got someone 
who is entitled to income. 
 
1800 01:32:28:23 01:32:31:11 
So if you've got that situation, 
 
1801 01:32:31:13 01:32:36:01 
then any income arising is going 
to be taxed on that person. 
 
1802 01:32:36:03 01:32:41:02 
The Trustees, when money comes into 
an Interest in Possession Trust, 
 



1803 01:32:41:04 01:32:45:05 
then you'd have the situation that 
the Trustees would do a tax return 
 
1804 01:32:45:07 01:32:49:21 
and then distribute the net amount 
to the beneficiary 
 
1805 01:32:49:23 01:32:52:09 
and the beneficiary 
then does a tax return 
 
1806 01:32:52:11 01:32:54:24 
to put the income 
onto their tax returns. 
 
1807 01:32:55:01 01:32:56:21 
That might seem a bit cumbersome, 
 
1808 01:32:56:23 01:33:00:05 
so it is possible to do 
a mandating procedure. 
 
1809 01:33:00:07 01:33:03:14 
You cut out the Trustee 
tax return situation, 
 
1810 01:33:03:16 01:33:07:10 
so the provider pays direct 
to the beneficiary 
 
1811 01:33:07:12 01:33:10:11 
and then the beneficiary just puts it 
on their tax return. 
 
1812 01:33:10:13 01:33:12:08 
So that is pretty straightforward. 
 
1813 01:33:12:10 01:33:15:16 
That doesn't save any tax, it's just 
an administrative shortcut. 
 
1814 01:33:15:18 01:33:20:03 
So that only applies to 
Interest in Possession Trusts. 
 
1815 01:33:20:05 01:33:22:18 
If you've got 
a Discretionary-type Trust... 
 
1816 01:33:22:20 01:33:25:02 
There is also a Bare Trust, 
I suppose. 
 
1817 01:33:25:04 01:33:27:06 
I forgot about Bare Trusts. 
 
1818 01:33:27:08 01:33:29:19 



You've also got a Bare Trust 
where the beneficiary 
 
1819 01:33:29:21 01:33:34:16 
will just be entitled to the income 
 
1820 01:33:34:18 01:33:38:02 
or any capital gains 
would be taxable 
 
1821 01:33:38:04 01:33:40:19 
on that particular beneficiary. 
 
1822 01:33:40:21 01:33:43:22 
You need to watch 
if it's a parent set up 
 
1823 01:33:43:24 01:33:46:11 
because you've got the parent 
anti-avoidance rules 
 
1824 01:33:46:13 01:33:49:02 
but if it's a Will Trust 
or a grandparent, 
 
1825 01:33:49:04 01:33:51:18 
then the child is a taxable person. 
 
1826 01:33:51:20 01:33:56:08 
If it's a Discretionary-type Trust, 
then yes, 
 
1827 01:33:56:10 01:33:58:00 
it can be a bit more complicated. 
 
1828 01:33:58:02 01:34:00:00 
Income can be coming into that Trust 
 
1829 01:34:00:02 01:34:03:10 
and that's why we often 
just see Trustees 
 
1830 01:34:03:12 01:34:05:19 
buying non-income 
producing insurance bonds 
 
1831 01:34:05:21 01:34:08:15 
because it really cuts down 
on your admin significantly. 
 
1832 01:34:08:17 01:34:12:10 
So that is your big-winner 
type situation. 
 
1833 01:34:12:12 01:34:16:15 
Discretionary Trusts often wrapped 
in a non-income producing bond 
 



1834 01:34:16:17 01:34:18:13 
to cut down on that admin. 
 
1835 01:34:18:15 01:34:20:14 
It's tax inefficient as well. 
 
1836 01:34:20:16 01:34:25:05 
If the Trustees are paying tax 
on income, up to 45%. 
 
1837 01:34:25:07 01:34:27:22 
So, say they received £100 
 
1838 01:34:27:24 01:34:31:02 
and ignoring the Trustees 
have got a basic rate band, 
 
1839 01:34:31:04 01:34:34:22 
but let's say they received £100 
and that's taxed at 45%. 
 
1840 01:34:34:24 01:34:38:03 
It means 
they've only got £55 to reinvest. 
 
1841 01:34:38:05 01:34:40:24 
So that's actually 
quite tax inefficient. 
 
1842 01:34:41:01 01:34:43:21 
They can obviously pay out 
that income to a beneficiary 
 
1843 01:34:43:23 01:34:47:14 
and the beneficiary can then perhaps 
reclaim that tax paid, 
 
1844 01:34:47:16 01:34:50:00 
if the beneficiary is a non-taxpayer. 
 
1845 01:34:50:02 01:34:53:01 
But by doing so, the Trustees 
have lost control of that money 
 
1846 01:34:53:03 01:34:55:13 
because they've given 
to the beneficiaries. 
 
1847 01:34:55:15 01:35:01:03 
So a Discretionary-type bond 
is your sweet spot probably 
 
1848 01:35:01:05 01:35:07:02 
for an insurance bond, 
rather than an OIEC, perhaps. 
 
1849 01:35:07:04 01:35:10:16 
Yeah, I think you have to remember 



that the reporting consequence 
 
1850 01:35:10:18 01:35:12:20 
might just be 
the reporting consequences. 
 
1851 01:35:12:22 01:35:15:22 
If your Trust only allows 
a beneficiary to get income 
 
1852 01:35:15:24 01:35:19:06 
and not capital and they need income, 
you need to buy an OIEC 
 
1853 01:35:19:08 01:35:21:21 
and deal with 
the reporting consequences. 
 
1854 01:35:21:23 01:35:25:21 
Obviously, it's horrible if you 
do it in a Discretionary Trust 
 
1855 01:35:25:23 01:35:30:09 
and Discretionary Trusts always 
allow capital to go to everybody 
 
1856 01:35:30:11 01:35:32:11 
and income to go to nobody. 
 
1857 01:35:32:13 01:35:36:13 
So you don't have the suitability 
hurdle of picking your investment. 
 
1858 01:35:36:15 01:35:41:02 
Reporting obligations might follow 
your suitability requirement, 
 
1859 01:35:41:04 01:35:43:16 
so there's nothing you can do about it. 
 
1860 01:35:43:18 01:35:45:20 
But income in a Discretionary Trust, 
 
1861 01:35:45:22 01:35:50:03 
I find it hard to find people that 
actually understand how it works. 
 
1862 01:35:50:05 01:35:53:24 
So, it's always bonds 
in Discretionary Trusts. 
 
1863 01:35:54:01 01:35:56:06 
Good stuff. Thanks, Les. 
 
1864 01:35:56:08 01:35:59:22 
We're now over our allotted 
hour-and-a-half time 
 



1865 01:35:59:24 01:36:01:13 
we set at the outset, 
 
1866 01:36:01:15 01:36:03:16 
so I think we're going to have 
to call it a day. 
 
1867 01:36:03:18 01:36:07:04 
We have got numerous questions 
that are still coming in. 
 
1868 01:36:07:06 01:36:08:23 
But just to reassure everybody, 
 
1869 01:36:09:00 01:36:11:20 
we'll make sure we get 
the answers out to everybody 
 
1870 01:36:11:22 01:36:13:22 
on the questions 
we didn't get to answer. 
 
1871 01:36:13:24 01:36:16:21 
So you can expect that 
to come back to you, too. 
 
1872 01:36:16:23 01:36:20:15 
Just before we leave, I think 
I just need to say thank you 
 
1873 01:36:20:17 01:36:24:01 
to our two presenters 
for their time today. 
 
1874 01:36:24:03 01:36:26:14 
Most of all, thanks to yourselves 
for joining us. 
 
1875 01:36:26:16 01:36:29:06 
I hope you found this seminar 
and the format useful. 
 
1876 01:36:29:08 01:36:32:02 
If you could complete your feedback 
form in order to trigger 
 
1877 01:36:32:04 01:36:34:16 
that CPD email I've referenced 
a couple of times. 
 
1878 01:36:34:18 01:36:39:07 
Final comment from me. Of course, 
we do have the Budget on the horizon. 
 
1879 01:36:39:09 01:36:41:06 
What's going to happen dividends, 
 
1880 01:36:41:08 01:36:43:18 



what's going to happen 
to CGT and IHT, 
 
1881 01:36:43:20 01:36:48:00 
what things will be affecting 
financial planning? 
 
1882 01:36:48:02 01:36:50:23 
Now, I've got one key prediction here 
 
1883 01:36:51:00 01:36:53:07 
which I know will be absolutely true, 
 
1884 01:36:53:09 01:36:56:02 
which is if that you attend 
our Budget Webinar 
 
1885 01:36:56:04 01:36:58:11 
on the 28th at 10:00am, 
 
1886 01:36:58:13 01:37:04:22 
we'll tell you everything there is 
you need to know about the Budget. 
 
1887 01:37:04:24 01:37:07:20 
Make sure you're getting yourself 
along to that webinar. 
 
1888 01:37:07:22 01:37:10:14 
It's on PruAdvisor, 
you can book yourself in now. 
 
1889 01:37:10:16 01:37:15:12 
It's open and able to accept people 
who want to sign in. 
 
1890 01:37:15:14 01:37:19:06 
So, make sure you get along to that 
and we'll see what comes along. 
 
1891 01:37:19:08 01:37:22:08 
OK, that's it from me 
and that's it from us. 
 
1892 01:37:22:10 01:37:24:02 
I hope you've enjoyed the seminar 
 
1893 01:37:24:04 01:37:26:18 
and we'll get the rest of those 
questions out to you. 
 
1894 01:37:26:20 01:37:29:06 
See you again soon. 
Thank you very much. 
 


