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Bond

Like many other investments, your bond could be subject to tax if you make a gain on a withdrawal.

We want to make sure you get the most from your bond. We’ve put this guide together to help you save tax when

you’re making a withdrawal.

Save tax - make the most of your 5%
allowance

When you withdraw money from your bond using the part-surrender
method (below), you can take advantage of the 5% allowance.

This meansthatin each policy yearyou can withdraw 5% of the
money you originally invested, without any immediate liability to
income tax. Thisis the case even if the bond is showing an investment
gain. Thisdoesn’t mean that these withdrawals are tax free as they
will be included when you decide to fully cash inyourbond and any
final gainis calculated.

Withdrawing money from your bond

Yourbondisdivided up into between 20 and 250 individual policies.
We do thisso you have greater flexibility when you want to withdraw
money.

You can chooseto either fully surrender individual policies or withdraw
asmallamount from each of the individual policies, whichis known
asa part-surrender. Fully surrendering an individual policy will leave

Fullsurrender of individual policies

Before the surrender
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4 x £1,000 = £4,000

One bond with fourindividual policies with a total value of £4,000.

Theallowanceis cumulative so if you don’t part-surrender in the first
policyyear, you cantake up to 10% in the second policy year without
producinga chargeable gain. You can continue doing this until

you have withdrawn all of your originalinvestment e.g. for 20 years

if you make withdrawals at 5% per policy year. You can set any
unused allowance against part-withdrawals at any time, even after
20 years. However, if you make a part surrender that exceeds your 5%
allowanceyou will produce a chargeable gain even if your bond is
showing an investment loss.

you with fewer individual policiesin your bond. Withdrawing money
equally from every policy will leave you with the same number

of policies, but the value of each will be reduced because of the
withdrawalyou’ve made.

The diagrams below show you how the two methods work.

After the surrender

£1,000

3x£1000=£3,000

Withdrawal of £1,000 (25%) was taken from one individual policy.
This leaves threeindividual policies with a total value of £3,000.



Part-surrender across all of the individual policies

Before the surrender
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4 x £1,000 = £4,000
One bond with fourindividual policies with a total value of £4,000.

After the surrender

£75OIIII
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4x £750=£3,000

Withdrawal of £1,000 (25%), spread across the four individual policies.
This leaves fourindividual policies with a total value of £3,000.

Deciding which method to choose

When it comes to income tax, these methods of withdrawal are
treated very differently. Before you decide which one to use, you
should talk to yourfinancial adviser to be sure that you choose

the method which best suits your personal tax circumstances. It’s
important thatyou do this as choosing the wrong option can have
unfavourable tax consequences and once the withdrawal has been
made this choice cannot be changed afterwards. It’s also important
toconsiderany product charges that may apply, such as early exit
penalties, as whilst one method may give a better tax result, it may
resultin more charges.

When you ask us formoney from your bond, you should make it
perfectly clear how you want us to withdraw the money. We will write
to tell you which method we have used after we’ve processed your
withdrawal.

What does it mean?

Chargeable gain

Achargeable gainis triggered by a chargeable event, such as
cashinginyourbond. It’s the amount by which the value of

the policy exceeds the amount paid intoit. You will also have
achargeable gain ifyou withdraw more than the 5% yearly
allowance from your bond. Because your bond is made up of
several life policies, there could be a chargeable gain in some
circumstances. This could happenifyou cash in completely and
make a profit oreven if you partially cash in. Achargeable gain
relating to a life policy may be subject to income tax. Life policies
are exempt from capital gains tax unless the policy is sold to
someoneelse.

Chargeable gains

If your part-surrender exceeds the 5% allowance, it will produce a
chargeable gain equal to the amount above 5% - evenif the bond is
actually showingan investment loss at the time.

Any gain you make onyourbondis potentially subject toincome
tax. Because we pay corporation tax on investmentincome and
gains within its funds, you have no liability to basic rate income tax.
You will only pay tax on the gain if you already pay income tax at
more than the basic rate orif the gain itself takes yourincome into
the higherrate band. You will then pay extra tax, currently at 20%
(or25%ifyou are an additional rate tax payer), on the gain or on part
ofthe gain. The gainis also treated asincome, so it may affect any
income-related benefits (such as child benefit) that you may receive.



Income tax

Income tax bracket

liability
Non-taxpayer b 4
Basic rate taxpayer b 4

Non-taxpayer and basic rate taxpayer
pushed into the higher rate tax bracket by v
the top slice of the gain (see overleaf)

Higher/Additional rate taxpayer v

Chargeable gains usually occur after a chargeable event. Here are
some examples:

e Death that results in a payment under the bond, that is
the death of the sole life insured or both lives insured under a
last survivor bond.

The chargeable gain is calculated as the surrender value of
the policies immediately before death, plus any previous
withdrawals, less the amount you originally paid and any
previous chargeable gains under the policies.

e Full surrender of any one or more individual policies.

The chargeable gain is calculated as the surrender value of the
policies, plus any previous withdrawals, less the amount you
originally paid and any previous chargeable gains under the
policies.

e Partial surrender of the individual policies.

The chargeable gain is calculated as the excess of the amount
withdrawn over the available 5% allowance described above.

If the withdrawal is within the 5% allowance, there is no
chargeable event and no chargeable gain. If the withdrawal

is more than the 5% allowance, then the gain is the amount

of the excess. You must be careful here, as this can result in a
gain for income tax purposes even when the bond is showing
an actual investment loss. This 5% allowance is not completely
tax free as the withdrawals will be included in the calculation
of the final gain when the policy comes to an end.

e An assignment of any policy for consideration, for
example, if you sell your bond to someone else.

The gain on an assignment depends on the consideration (e.g.
money or value) you received.
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Whatdoesitmean?
Assignment

The act of transferring legal ownership of property or a right
(such as contract benefits) to another person.

Top-slicing relief

This can reduce the tax payable by basic rate tax payers who are
lifted into the higher rate tax bracket because of the chargeable
gain and higher rate tax payers who are lifted into the additional
rate tax bracket.

For income tax purposes, top-slicing relief allows you to
effectively spread the gain over the number of full years the
policy has been in force. It works like this:

Total gain slice

of the gain

Number of full years the policy has
been in force

It is this ‘slice of the gain’ that is added to your income when
deciding if the gain takes it into a higher rate tax bracket.
Because of the way this relief works, it will only be of help to
people who are only taken into a higher rate bracket because of
the gain from their policy. You have to claim this relief from HM
Revenue & Customs in your self assessment tax return. It isn’t
granted automatically, although your Tax Office should apply it if
they are calculating your tax liability.

The effect of a chargeable gain on state
allowances and benefits

Taking money from your bond can have an impact on allowances
and certain benefits, such as child benefit and other means-
tested benefits. If you receive any income-related benefits or
allowances, you should discuss your situation with your financial
adviser before taking money from your bond.

Important note: The information in this leaflet is based on our
understanding of current legislation and HM Revenue & Customs’
practice. Both of these are likely to change in the future.

Tax treatment will depend on your personal circumstances.
Before withdrawing money from your bond, you should discuss
the potential consequences with your own professional advisers.
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