
Session 002 – Bond taxation while invested

Bond School



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

Understand the 
mechanics of the 5% tax 
deferred allowance and 

the 20-year rule

Describe the taxation of 
onshore and offshore 

bonds during the 
investment journey

Identify when to use the 
5% tax deferred 

allowance to improve tax 
efficiency for individuals 

and trustees

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



Bond taxation while invested 
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Internal Bond Taxation – Onshore Bond
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Onshore Internal Tax Rate (by dividend component)
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Internal Bond Taxation

Investment Fund A
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Internal Bond Taxation – Offshore Bond

Capital
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Tax Wrapper Comparison Tool



Tax Wrapper Comparison Tool



Description of a bond

• A tax wrapper to hold investment funds

• Non-income producing investment

• Time to switch off the income tap?



Unwrapped personal tax while invested

£100,000

Growth

Int / Inc

£2,000

£1,000

Dividend £3,000

N/A

£200

£262.50

N/A

£400

£1,012.50

Tax - £462.50

Basic Rate Higher Rate

N/A

£450

£1,180.50

Additional Rate

No starting rate for savings, PSA or Dividend Nil Rate available & capital gain not crystallised

Tax - £1,412.50 Tax - £1,630.50



5% Tax Deferred Allowance (TDA)



Key Point
Be careful of large one-off 
partial withdrawals

Key Point
Excess events occur at end of
policy year – same tax year?

The 5% Tax Deferred Allowance (TDA)

Key Point
N/A for company owned bonds

Key Point
It’s not tax free!

Key Point
Includes ongoing adviser charges

Key points

Individuals & 

Trustees

Tax 

Deferred

All “partial” 

withdrawals count

No time limit for 

using TDA

Breaching 5% 

TDA triggers an 

excess event

Excess event 

creates artificial gain

Key Point
“20-year” rule applies to accumulation 
of unused TDA only



5% TDA worksheet

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess



5% TDA worksheet: Single premium

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0



5% TDA worksheet: Single premium

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0



5% TDA worksheet: Single premium

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £0 £15,000 £0

11/5/2013 -10/5/2014 £5,000 £0 £20,000 £0

11/5/2014 -10/5/2015 £5,000 £0 £25,000 £0



5% TDA worksheet: Top-ups

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £0 £15,000 £0

11/5/2013 -10/5/2014 £5,000 £0 £20,000 £0

11/5/2014 -10/5/2015 £5,000 £0 £25,000 £0

11/5/2015 -10/5/2016 £50,000 £7,500 £0 £32,500 £0



5% TDA worksheet: Top-ups

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £0 £15,000 £0

11/5/2013 -10/5/2014 £5,000 £0 £20,000 £0

11/5/2014 -10/5/2015 £5,000 £0 £25,000 £0

11/5/2015 -10/5/2016 £50,000 £7,500 £0 £32,500 £0

11/5/2016 -10/5/2017 £7,500 £0 £40,000 £0



5% TDA worksheet: 20-year rule

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0



5% TDA worksheet: 20-year rule

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2029 -10/5/2030 £5,000 £0 £100,000 £0

11/5/2030 -10/5/2031 £0 £0 £100,000 £0

Key Point
No one size fits all

Example
5% from outset for 20 years, 2.5% for 40 years etc



Beware of large part surrender gains

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000



Beware of large part surrender gains

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £80,000



Beware of large part surrender gains

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £80,000 £0



Beware of large part surrender gains

Policy Year Invested 5% TDA Withdrawals TDA remaining Excess

11/5/2010 -10/5/2011 £100,000 £5,000 £0 £5,000 £0

11/5/2011 -10/5/2012 £5,000 £0 £10,000 £0

11/5/2012 -10/5/2013 £5,000 £80,000 £0 £65,000

Escape route? Excess event gain ignored if bond fully surrendered in same tax year as excess event



When to (or not to) utilise the 5% TDA?



The 5% TDA – 3 scenarios when the 5% TDA should be used

Individuals

Non-bare Trustees

Scenario 1 
Individual is higher or additional rate taxpayers requiring withdrawals to supplement income

Scenario 2
Trustees require withdrawals but want to avoid tax event and tax reporting

Scenario 3
Individuals or Trustees want a simple method of delivering fixed payment amount



Case study: When using the 5% TDA might not be the best option

• John invested £100k into an onshore bond 9.5 years ago

• It has 100 segments and now worth £160,000

• No withdrawals (including adviser charges)

• He needs £24,000 for home improvements

• His gross income is £40,000 (all pension income)



Case study: When using the 5% TDA might not be the best option

John does a “Partial” across segments

No gain so no tax payable on withdrawal

 (but this is a tax “deferred” withdrawal)

John surrenders 15 segments

£9,000 gain but no tax payable

 (but this is a tax “deferred” withdrawal)



Learning Objectives recap

Understand the 
mechanics of the 5% tax 
deferred allowance and 

the 20-year rule

Describe the taxation of 
onshore and offshore 

bonds during the 
investment journey

Identify when to use the 
5% tax deferred 

allowance to improve tax 
efficiency for individuals 

and trustees

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





TEXT HERE.



Get in touch with your usual M&G contact if you need further help

Thank you for your time



M&G plc, incorporated and registered in England and Wales. Registered office: 10 Fenchurch Avenue, London EC3M 5AG. Registered number: 11444019. M&G plc is a 
holding company, some of whose subsidiaries are authorised and regulated, as applicable, by the Prudential Regulation Authority and the Financial Conduct Authority.
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