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Introduction

Those who spend some time resident outside of the UK may
be able to benefit from an important tax relief available to
holders of offshore life assurance policies and offshore capital
redemption policies.

Where a UK income tax liability arises for an offshore policy,
HM Revenue & Customs makes allowance for certain periods
of non-UK residence, potentially reducing any chargeable
gain. This is called time apportionment relief (TAR).

The rules

The rules on TAR changed in 2013. As such there are:
1. Pre-6th April 2013 rules, and

2. Post-5th April 2013 rules

Which rules apply?

The post-5th April 2013 rules will apply to offshore policies
issued after that date. The rules will also apply to offshore
policies issued before 6th April if varied so as to increase the
benefits (for example, if ‘topped up’), if assigned (including to
or from a trust), or if the policy was used as security for a debt
after 5th April 2013. Simply continuing to pay premiums under
a regular premium policy will not constitute a variation.

The pre-6th April 2013 rules will apply to other offshore
policies (i.e. those issued before 6th April 2013 which have not
since been brought into the post-5th April 2013 rules). Under
these rules, the gain from an offshore policy can be reduced
for the period before the chargeable event in which the
policyholder was not UK resident. TAR is not available if the
policy has ever been owned by non-UK resident trustees or a
foreign institution (unless the trustees held the policy on 19th
March 1985 or the institution held it on 16th March 1998).
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The post-5th April 2013 rules

The post-5th April 2013 rules focus on the residence history of
the individual who is liable to income tax when the chargeable
event takes place.

The 2013 rules introduced the concept of the ‘material interest
period’. In order for TAR to be available, the individual liable to
tax must have been non-UK resident for at least part of this
material interest period.

The material interest period is the number of days the policy
has been in force prior to the chargeable event in which the
individual:

1. Beneficially owns the policy

2. Is the settlor of a non-charitable trust which
owns the policy

3. Has used the policy as security for his or her debt

If the individual's spouse or civil partner assigned the policy to
that individual while they were living together it may be possible
to increase the material interest period. In such a case, the
material interest period can be increased by the period to which
any of the three conditions above applied to the assignor. It is
not possible to add any period which has already been taken
into account in the assignee’s material interest period - this
avoids any overlap, or ‘double-counting’

It is possible for the legal personal representatives of a
deceased individual's estate to benefit from TAR, if for example,
they surrender a policy following the deceased’s death.
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Example one

Barry (a UK ‘expat’) applied for an offshore bond which
started on 6th April 2014. At the time he lived in the United
Arab Emirates with his wife, Hannah. He assigned the policy
to Hannah on 1st December 2014. If Hannah were to
surrender the bond in the future after becoming UK resident,
the prior material interest period for Barry will be added to
that of Hannah.

Calculations under the post-5th
April 2013 rules

In order to establish the amount of the TAR the following
formula is used:

Fullgain  x  No. of days during the material interest
period on which the individual is not
UK resident
The number of days in the material
interest period

Example two

(Based on the same facts as Example one)

Hannah (because of unforeseen circumstances) returns to the
UK, becomes UK resident on 6th April 2015 and surrenders
her policy on 1st September 2015. The material interest period
is calculated as follows:

Number
of days

Barry’s material 6 April 2014 239
interest period to 30 November 2014
Hannah's material 1 December 2014 275
interest period to 1 September 2015
Hannah's days of 1 December 2014 127

non-residence in
her MIP

to 6 April 2015

The TAR, therefore, is:
239 days + 127 days = 366 days = reduction in gain of 71.2%
239 days + 275 days 514 days

As mentioned above, where a policy subject to the post-5th
April 2013 rules is held in a non-charitable trust, the settlor
may be able to benefit from time apportionment relief in the
event of a chargeable gain.

Example three

Cedric is the settlor of a discretionary trust which he created
on 6th April 2013. The trustees invested into an offshore bond
the same day. The trustees surrender the bond after 10 years
giving rise to a chargeable gain. At the time of the surrender
Cedric is UK resident, however during the interim he spent
seven years resident abroad. As a UK resident settlor, Cedric
is liable to income tax on the gain however, he will be eligible
for time apportionment relief for the seven years he was not
UK resident.

Calculations under the post-5th
April 2013 rules

The concept of the material interest period does not apply to
the pre-April 2013 rules.

In order to establish the amount of the TAR the following
formula is used:

Fullgain  x Number of days policyholder not resident in

the UK

Number of days the policy is in force until
the chargeable event occurs

Applying TAR to reduce the gain

Once the TAR has been calculated under either of the sets of
rules, the amount of the relief can be deducted from the full
gain, to arrive at amount of the reduced gain.

Example four

If Hannah (from Example two) makes a chargeable gain on her
bond of GBP 20,000 and has TAR of 366 days/ 514 days, her
reduced gain will be:

GBP 20,000 - (GBP 20,000 x 366/514) = GBP 5,758.75



Chargeable event certificates

The amount of any TAR is not shown on chargeable event
certificates. As such, it will be up to the person liable for any
income tax (with the help of their professional advisers, if
necessary) to calculate the amount of the reduced gain.

Top slicing relief

Once the gain has been reduced by any TAR, there is still the
potential to benefit from top slicing relief.

Top slicing under the pre-6th
April 2013 rules

Where the pre-6th April 2013 rules apply, the number of
complete years the policyholder was non-UK resident is
deducted from the complete number of years the policy has
been in force. This gives the number of years by which the
reduced gain may be divided for top slicing.

Example five

Tom surrenders his offshore bond in the tax year 2015/16.

He makes a gain of GBP 200,000. Having been non-UK
resident for the first six years of the 10 years he held the policy,
his reduced gain after TAR is GBP 80,000.

Tom is a UK resident at the time of the surrender. His other
taxable income (after allowances) leaves him with GBP 3,785
of basic rate band available. Tom is eligible to benefit from
top-slicing relief as follows:

Number of years the policy was in force 10 years
LESS the number of years Tom was

Non-UK resident (6 years)
Number of years available for top slicing 4 years

Divide the reduced gain by the number of years available:
GBP 80,000 / 4 years = GBP 20,000

Then calculate the amount subject to higher rate tax: GBP
Amount of top sliced gain 20,000
LESS Amount of basic rate band available (3,785)
Amount liable to higher rate tax 16,215
Therefore the amount of tax is calculated as follows:

The tax on the slice is: GBP 16,215 @ 40% 6,486
Plus GBP 3,785 @ 20% 757
Total tax on slice 7,243
Therefore the total tax on gain is 28,972

(GBP 7243 x 4 years)

This represents approximately 14% of Tom’s original
gain of GBP 200,000
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Top slicing under the post-5th April
2013 rules

Where the post-5th April 2013 rules apply, it is the number of
complete years consisting of days during which the individual
was non-UK resident AND had a material interest in the policy
which may be deducted from the complete number of years
the policy has been in force. (See above for details of the
material interest period.) The reduced gain may be divided by
this number of years.

In addition, for the post-5th April 2013 rules, where the policy
has been assigned between spouses or civil partners who live
together, both of their material interest periods may be added
together for the top slicing calculation.

When the post-5 April 2013 rules apply the number of years
available for top slicing is reduced by the number of complete
policy years made up of the days in the individual's material
interest period whilst they were non-UK resident.

Time apportionment relief for offshore policies



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 November 2019 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. Friends Provident International does
not condone tax evasion and the company’s products and services may not be used
to evade taxes.

Copyright © 2019 Friends Provident International Limited. All rights reserved.

Release date: November 2019

Friends Provident International Limited: Registered and Head Office: Royal Court, Castletown, Isle of Man, British Isles, IM9 1RA.
Telephone: +44 (0)1624 821212 | Fax: +44 (0)1624 824405 | Website: www.fpinternational.com. Isle of Man incorporated company number
11494C. Authorised and regulated by the Isle of Man Financial Services Authority. Provider of life assurance and investment products.
Authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by

the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available

from us on request. Singapore branch: 4 Shenton Way, #11-04/06 SGX Centre 2, Singapore 068807. Telephone: +65 6320 1088 |

Fax: +65 6327 4020 | Website: www.fpinternational.sg. Registered in Singapore No. TO6FC6835). Licensed by the Monetary Authority

of Singapore to conduct life insurance business in Singapore. Member of the Life Insurance Association of Singapore. Member of the
Singapore Financial Dispute Resolution Scheme. Hong Kong branch: 803, 8/F., One Kowloon, No.1 Wang Yuen Street, Kowloon Bay,
Hong Kong. Telephone: +852 2524 2027 | Fax: +852 2868 4983 | Website: www.fpinternational.com.hk. Authorised by the Insurance
Authority of Hong Kong to conduct long-term insurance business in Hong Kong. Dubai branch: PO Box 215113, Emaar Square, Building 6,
Floor 5, Dubai, United Arab Emirates. Telephone: +9714 436 2800 | Fax: +9714 438 0144 | Website: www.fpinternational.ae. Registered in
the United Arab Emirates with the UAE Insurance Authority as an insurance company. Registration date, 18 April 2007 (Registration No. 76).
Registered with the Ministry of Economy as a foreign company to conduct life assurance and funds accumulation operations (Registration
No. 2013). Friends Provident International is a registered trademark and trading name of Friends Provident International Limited.

XIM_TA_TAR 1119 (13054)



