
This factsheet will be of particular interest to advisers 
with clients who are existing Friends Provident 
International policyholders and applies to both life 
assurance and capital redemption policies.

The changes explained below affect all policies that 
started on and after 21 March 2012 and also policies 
that started before this date which:

•  have been increased by an additional premium even 
if the contract terms allow increases; or

•  are assigned wholly or partially whether or not for 
money or  money’s worth; or

•  have some or all of the policy rights used as security 
for a debt.

Policyholders with policies that commenced prior to 21 March 
2012 still benefit from the advice they were given and will be 
able to claim, where appropriate, the reductions referred to 
below, provided they do not increase, assign or use the policy 
as security.

UK residents are taxed on policy gains when a chargeable 
event arises and until changes were announced in the 2012 
Budget, the method of calculating the chargeable gain 
allowed for certain reductions which HM Revenue & Customs 
did not consider were merited. The reductions were being 
used by policyholders who had spent time as non‑UK 
residents during the life of their policy.

The reductions concerned are:

1  using personal portfolio bond deemed gains accrued 
whilst non‑UK resident to reduce UK tax;

2    using large partial withdrawal excesses accrued whilst 
non‑UK resident to reduce UK tax.

Personal Portfolio Bonds like Friends Provident International’s 
Reserve can invest in assets such as equities and fixed‑ interest 
securities, which, if the policyholder were UK resident, would 
generate an annual charge to income tax on a ‘deemed gain’ 
of 15% of the premium cumulating each year during the life of 
the policy.

Large partial withdrawals taken across the policy as a whole 
will trigger a chargeable excess for a UK resident policyholder 
if the amount taken exceeds any available 5% allowance. It is 
possible as a UK resident to withdraw 5% of the premium 
each policy year without incurring an immediate tax charge. 
Unused allowances can be aggregated and used to take an 
ad‑hoc lump sum.

A non‑UK resident policyholder is not subject to UK income 
tax on the deemed gain or excess withdrawal amount. We are, 
however, aware that they may have been advised such gains 
and excesses can be used to reduce chargeable gains arising 
after their return to the UK, even though no UK tax had 
previously been paid. The old legislation presumed tax had 
been paid on the previous excesses and deemed gains, hence 
there was the offset to avoid a double tax charge.

Legislation published in the Finance Act 2012 corrected this 
situation with an amendment to s491 (2) ITTOIA, so that only 
those excesses on which UK income tax has been paid 
can be used to reduce the chargeable gain on surrender.

For advisers only. Not for use with customers.
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About Friends Provident International 
We are a leading financial services provider, with a reputation for trust, commitment 
and integrity, offering financial solutions to customers throughout their lives.  

Friends Provident International has over 35 years of international experience in 
offshore savings and investments.

Important notes
This factsheet is intended for general information purposes only and does not 
constitute legal advice. It is based upon our understanding of current UK legislation 
as at July 2015 and may be subject to change in future. Whilst every care has been 
taken to ensure the accuracy of this factsheet, Friends Provident International 
Limited cannot accept any liability to any party for loss or damage caused by errors 
or omissions. No part of this factsheet may be reproduced without prior approval 
from Friends Provident International Limited. 

We do not condone tax evasion and our products and services may not be used 
for evading your tax liabilities.

Get in touch 

To find out more please call us on +44 1624 821153,  
or email us at: alt@fpiom.com.


