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Techy Tuesday Tax Tools

Tax Reliet Modeller and
Bond Gain Tool

The information that follows is based on our understanding of current taxation, legislatio
and HM Revenue & Customs practice all of which are liable to change without notice.



This content is based on our understanding of current taxation, legislation and HM
Revenue & Customs practice all of which are liable to change without notice. The impact
of any taxation (and any tax reliefs) depends on individual circumstances.

Where content includes case studies or examples these are for illustration purposes and
are not recommending a specific course of action.

Past performance is not a reliable indicator of future performance. The value of an
investment can go down as well as up and your client may get back less than they‘ve paid
in.

No reproduction, copy, transmission or amendment of this presentation may be made
without our written permission.



Learning Objectives

By the end of this session you will be able to:




How pension tax relief works
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Higher Rate relief

Pension
Contribution




Non Tax Payers — The “Net Pay
Anomaly”

“Paid Gross” Relief At Source




The 7 Steps of Income
Tax



The 7 steps of a UK income tax
computation

1. Total Income

_< - I

eStatutory order
eAllocation of “allowances”
eTax bands: SRIT, gift aid, RAS pensions

*Many reliefs, with own rules, defined order
6. Deduct tax reducers . . .
oE.g. EIS, marriage allowance, top slicing, onshore bond tax credit

eAll taxable income
eFULL amount of savings, dividends and bond gains

4. Apply appropriate tax rates
to income components

Tax Liability |




“Step 2.5” Adjusted Net Income

Personal Allowance

Net Income A

Less Gift Aid C

Income Limit (100,000)

PA reduction E/2




Step — 2.5 Adjusted Net Income
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The full amount of bond gains and interest and dividends are included at Step 1 of the UK income tax computation.



Step 3 — Taxable Income

Personal

Allowance




Step 4 - the “allowances”
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Order of income

Onshore Bond Gains ‘ Onshore Bond Gains
Redundancy Payments Exclude first £30k and PILON

Dividends - OEIC/UT/IT Income (from equity),
Shares

Offshore Bond Gains Offshore Bond Gains
Bank Interest, OEIC/UT/IT Income (from fixed
interest)

Salary, Bonus, Overtime, Commission, Self

Investment Income

Non-Savings Income employed income, Buy to Let (Taxable amount),
Employer Income Protection, Patent Income etc.




Step b

Adjusted Net Income (for allowance purposes) £34,000
Personal Allowance £12 570
Adjustment £0
Total Allowance £12570
Non Savings Income
Gross Pension Contributions O|@| 0.00% o]
Personal Allowance 12,570|@ | 0.00% 4]
Basic Rate 7.430|@ | 20.00% 1486
Higher Rate O|@| 40.00% 0
Additional Rate O|@| 45.00% 0
Savings Income
Starting Rate Oj@| 0.00% 0
Personal Savings Allowance 1,000|@| 0.00% o]
Personal Allowance 0|@| 0.00% 0
Basic Rate O|@| 20.00% 0
Higher Rate O|@| 40.00% 0
Additional Rate O|@| 45.00% 0
Offshore Bond Gain
Starting Rate Oj@| 0.00% 0
Personal Savings Allowance Oj@| 0.00% [}
Personal Allowance Oj@| 0.00% [}
Basic Rate 10,000|@ | 20.00% 2000
Higher Rate Ol@]| 40.00% 0
Additional Rate O|@| 45.00% 0
Dividend
Dividend Allowance 1,000|@| 0.00% 0
Personal Allowance O|@| 0.00% o]
Basic Rate 2,000|@| 8.75% 175
Higher Rate Ol@|33.75% 0
Additional Rate O|@|39.35% 0

£1,486

£2,000

£175

£3,575



Steps 6 & 7

Step 6 Step 7 Tax

reducers additions Liability

Onshore bond tax credit

20% of gain outside personal allowance

Top Slicing Relief

Further 2 separate calculations



Taxable gains computation
a

[ Total Gains tax year ]

H
H

Losses accruing in tax year

[ Adjusted Net Gains ]

[ Annual Exempt Amount ]

[ Losses brought forward (restricted) ]




Top slicing




Top Slicing — 3 easy steps

Individuals Relieved
liability liability

Top Slicing
relief

Tax on Tax on slice
total gains Less Tax Credit

Top
Slicing
relief

Less Tax 2

Credit "N




Tax Changes in Top Slicing Calcs
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Tax Changes in Topslicing

Personal Allowance

“Benefici ering”

Savings
Allowances

Individual's Llabl|lty i.e. full gains

Net Income including FULL gains

Less Gift Aid

Net Income including FULL gains

Less Gift Aid

Relieved lia b|||ty i.e. the slices

Net Income including sum of SLICES

Less Gift Aid

Net Income including FULL gains

Less Gift Aid
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Key points about the 5% TDA

= Avallable to individuals and trustees

= All partial withdrawals across segments count towards the TDA usage
= Tax deferred, not tax free

= 20 vyear rule (100% of capital returned)

= Excess event gains occur at end of insurance year

= Be careful when taking large one off withdrawals across segments



Policy Year Invested 5% TDA Withdrawals TDA remaining Excess
11/5/10- 10/5/11 100,000 5,000 2,000 3,000 0
11/5/11 - 10/5/12 8,000 2,000 6,000 0
11/5/12 - 10/5/13 11,000 2,000 9,000 0
11/5/13 - 10/5/14 14,000 2,000 12,000 0
11/5/14 - 10/5/15 17,000 0 5,000
11/5/15 - 10/5/16 5,000 2,000 3,000 0
11/5/16 - 10/5/17 8,000 2,000 6,000 0
11/5/17 - 10/5/18 11,000 2,000 9,000 0
11/5/18 - 10/5/19 14,000 2,000 12,000 0
11/5/19 - 10/5/20 17,000 2,000 15,000 0




Gain calculation (not partials!)

Surrender
Value

Previous
Withdrawals

— Premiums — Previous — Chargeable
Paid Excess Gains - Gain



Calculating “N” — post 5 April 13
policies or policies treated as such

Onshore and Offshore*

Full First part second and later part surrender
surrender surrender gains
gain gain % w
e Always back to * Always back to * Always back to the * Always back to

commencement commencement last excess event commencement.

* Offshore - Pre 6 April 2013 policies always back to commencement

**Time apportionment relief



Insurance Year v Tax Year

5th April l l 5th April

5th April

“Final Year
V24
Assessed in tax year of event Assessed in tax year policy year ends rule




HMRC internal manual Give feedback about this page

Insurance Policyholder Taxation

Final Year rules Hantial

From: HM Revenue & Customs

Published: 19 March 2016
Updated: 23 September 2020, see allupdates

Search this manual

... If an event brings a policy or contract to an end - full
surrender of rights, death, maturity ....the ‘insurance year’ is Contents - PT113000 - IPTM3505
treated as ended on that date. It is then referred to as the
‘final insurance year’...

Calculating gains: ‘insurance year’

‘Insurance year' - sornetimes called policy year - begins on the day a policy is
taken out and on the same date in subsequent years. |t ends on the day before
the anniversary of the start date and each subsequent year.

Forexample, a policy taken out on 1 June 2004 has an ‘insurance year’ ending
on 31 May 2005. A part surrender giving rise to an ‘excess event’ taking place

. /- y . .
If that rule WOUId rESUlt Inan insurance year beglnnlng on 1 April 2005 would fallin tax year 2004-05. But the gain on the ‘excess
and ending within the same tax year, then the ’final event’ would be treated as arising at the end of the ‘insurance year’, on 31 May
. ;- . . 2005, and consequently would be assessable for tax year 2005-6.
insurance year’ is extended to include the previous

‘: ’ If an event brings a policy or contract to an end - full surrender of rights, death,
Insurance year maturity or taking a capital sum as a complete alternative to annuity payments
-the ‘insurance year’ is treated as ended on that date. It is then referred to as
the “finalinsurance year'.

[f that rule would result in an ‘insurance year' beginning and ending within the
same tax year, then the finalinsurance year' is extended to include the
previous ‘insurance year'.
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The tax spectrum

INCOME NON — INCOME
PRODUCING PRODUCING




0%s

2022/23 2023/24 2024/25

Capital gains only £12,300 £6.000
; £3,000
- £2,000
' £500

L-----------------------------------------------

£5,000 £5,000 £5,000

e e £1,000 / £500 £1,000 / £500 £1,000 / £500

£12,570 £12,570 £12,570

£32,870 £25,570
+ Original Capital o : £22,070
- Cingling| Ceppiiiel + Original Capital

Interest, Dividends and Bond Gains




The trade off

OEIC Onshore Offshore

Dividends Dividends
Exempt Exempt

Taxed at
Marginal Rate
after
allowances

10%/20% after
AEA

Lower taxed income
Income Income

20% Exempt
20% after

Exempt
expenses

Give up tax free gains

Investment

Directly Indirectly Indirectly
Held Held Held



OnShOre Internal TaX Rate (by dividend component)
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Percentage of return generated by dividend
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Learning Objectives

By the end of this session you will be able to:




Thanks for your time

Get in touch with your usual contact if you need further help.
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M&G Wealth Advice, provided by M&G Wealth Advice Limited, registered number: 08022795. Model Portfolio Services, provided by M&G Wealth Investments LLP,
registered number: 0C305442. M&G Wealth Platform, provided by Investment Funds Direct Limited, registered number: 11444019. Each legal entity is registered in
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