
Tax Wrappers:
Which, why and when?



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

Explain the tax treatment 
of investment bonds and 
OEICs and the impact this 
has on overall investment 

returns

Evaluate the impact of 
non-tax considerations 

when it comes to 
establishing the 

suitability of different 
investment approaches 

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

Identify individuals who 
may benefit by using a 

wrapped or unwrapped 
investment approach



Internal Taxation - Bonds and OEICs



Internal Taxation

Income

UK dividends

Overseas dividends

Capital gains

20% / Exempt

Exempt

Exempt

Exempt

OEIC

20%

Exempt

Exempt

Non UK 
BondUK Bond

20% after
Indexation to 

Dec 2017

Exempt

Exempt

Exempt

Exempt



Onshore – why 20% isn’t 20%

Capital

Growth

Int / Inc

Up to 20%

20%

Dividend Exempt

£100,000

£2,000

£1,000

£3,000

£400

£200

£0

Tax  - £600
Growth - £6,000

Tax rules can change and the impact of taxation (and any tax relief) depends on your clients circumstances.



Onshore Internal Tax Rate (by dividend component)
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Taxation of the investor 
OEICs



Tax rates on OEIC income

Personal Allowance

Additional Rate

Higher Rate

Basic Rate

45% 39.35%

40% 33.75%

20% 8.75%

0% 0%

Interest Dividends

Starting rate for 
savings

Up to £5,000

PSA
BRT - £1,000
HRT - £500

Dividend 
Allowance

£500



Tax rates on OEIC capital gains

Personal Allowance

Additional Rate

Higher Rate

Basic Rate

24%

18%

Annual Exempt 
Amount
£3,000



Investment Bonds 
Chargeable Gains



Excess 
Gain

Full 
Surrender 

Gain

Part 
surrenders 
in excess of 

5% limit

Full 
Surrender

The most common types of chargeable event and gain calculations



Policy year v tax year

5th April 5th April5th April

Assessed in tax year policy year ends

Excess
Assessed in tax year of event

Tax Year 1 Tax Year 2

Full Surrender

Policy 
Year 1

Policy 
Year 2

Policy 
Year 3



The tax deferred allowance

Top-ups 
increase TDA

Available to 
individuals and 

trustees

5% of premium 
p.a. x 20 years

Tax-deferred 
NOT tax free

Excess gain is 
the excess over 

the TDA

Excess gains 
occur at end of 
the policy year



Full surrender of segments

=+

Surrender 
Value

Previous 
Withdrawals

Chargeable 
Gain

Premiums
Paid

Previous 
Excess Gains

+



Full v Partial

£100k
10 seg

“Full” – segment surrender

Segment value   £11,000
Original Value     £10,000
Gain per segment £1,000

3 segments = £3,000 gain

“Partial” – across segments

Withdrawal value         £33,000
Tax deferred available £15,000

 £18,000 gain

Yr 1 – 5% tax deferred  -  £5,000
Yr  2 – 5% tax deferred  -  £10,000
Yr  3 – 5% tax deferred  -  £15,000

Year 3
Value £110,000.

Withdrawal required £33,000 

£110k
10 seg





Savings Allowances

Bond 
Gains

£18,570

Personal Allowance   £12,570

Savings Starting Rate  £5,000

Personal Savings Allowance  £1,000/£500

Offshore bonds
Those liable for gains:
• are likely to have little or no income on encashment, or
• can flex their income in the year of encashment



Over the allowances

Additional Rate

Higher Rate

Basic Rate

45%

40%

20%

45%

40%

20%

Offshore 
No tax 
credit

Onshore 
20% tax 

credit

Top slicing relief


Top slicing relief







Tax Wrapper Comparison Tool



Case studies

Ben and Holly have each been left an inheritance of £250,000 
they are now looking to invest.

Their financial advisers are considering whether to invest in an 
OEIC or via an investment bond wrapper.



Basic Rate Ben

Cash
£25,000

S&S ISA
£40,000

• Married, aged 45, with 2 children
• Ben works and earns £25,000 p.a.
• Ben’s wife is a higher rate taxpayer
• Investing for growth and looking to fund his ISA
• No change to his income in medium to longer term

Interest 
£1,000

Home Joint 
owned

£350,000



Why does an OEIC work out best for Ben?

1 Dividend allowance available for OEIC income

3 CGT AEA available for disposals each year

4 Ben pays no CGT over the term

2 Only basic rate tax on income exceeding allowances



What’s important to the client?

Other factors – tax v non tax trade off

• You will have to do a tax return and pay tax every year, but 
your net return might be higher

• Your net return may be might be lower than it could be, 
but you won’t need to pay tax or do a tax return every year



Higher Rate Holly

GIA 
£200,000

Cash
£50,000

S&S ISA
£100,000

• Single, aged 52, with 2 children and 4 grandchildren
• Earns £60,000 p.a.
• Her DB pension is payable from age 60 (£18,000 p.a.)
• State pension is payable from age 67  (£12,000 p.a.)
• Holly plans to retire in 10 years at age 62

Home 
£350,000

Interest 
£2,000

Dividends
£6,000



Why does an onshore bond work out best for Holly?

1 Tax deferral within the bond until BRT

3 Basic rate tax credit mitigates BRT

5 Income allowances used - HRT on OEIC income

4 No AEA available for capital gains

2 Top slicing relief spreads the gain



Other factors – future gifting?

Basic rate on 
encashment

ASSIGN

No tax on 
assignment

?
Assignee/Beneficiary’s 

tax position?



Are bonds the answer?

Subject to 
tax traps

Those 
who can 

manipulate 
income in 

year of 
access

Return 
expected to 
be income 

driven 
(especially 
dividends)

Higher rate 
tax payers 

who expect 
to be basic 
on access

Expectation 
of lifetime 

gifting

Those 
looking for 
simplicity / 
low admin

Access 
savings 

allowances 
with equity 

funds

Larger / 
Active

Portfolios



Learning objectives recap

Explain the tax treatment 
of investment bonds and 
OEICs and the impact this 
has on overall investment 

returns

Evaluate the impact of 
non-tax considerations 

when it comes to 
establishing the 

suitability of different 
investment approaches 

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

Identify individuals who 
may benefit by using a 

wrapped or unwrapped 
investment approach



QUESTION
TIME







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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