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Tax position for individuals — bond or collective investment
For financial advisers only

This flowchart summarises the tax position for individuals holding collective investments and bonds.

Onshore bond Offshore bondCollective investment

Tax position while the funds 
are invested within the 
collective investment

Tax position on sale  
or investment switch

Tax position while  
the funds are invested  

within the bond

Tax position on cash-in Tax position while  
the funds are invested  

within the bond

Tax position on cash-in

Basic rate taxpayer
Income tax

No further tax is due as any distribution  
is either received or accumulated with  
a tax deduction or notional tax credit. 

All investors
A chargeable gain 
may arise, which 
would be liable to 
capital gains tax  
at 18% or 28% 

depending on the 
investor’s total 
taxable income.

Higher rate taxpayer
Income tax

Tax is due at higher rate or additional 
higher rate on any distribution either 
received or accumulated within the 

collective investment. 

Higher or additional  
rate taxpayer

A tax liability of 20% or 30% 
will arise on any gain.

All investors
It’s possible to withdraw up 

to 5% of original capital each 
year with no immediate tax 
charge. Larger withdrawals 
will incur chargeable gains, 

which are liable to income tax. 
They’re taxed in the same way 

as gains arising on cash-in 
(see box to the right).

It’s possible for an investor to 
switch funds within the bond 
wrapper without incurring a 

personal tax liability.

Basic rate taxpayer
If on cashing in the bond the 
investor remains within their 

basic rate band, no further tax 
liability will arise.

If the chargeable gain pushes 
the investor within the higher 

rate band, top-slicing relief 
would be available to reduce 
the higher rate tax liability. 

Please ask for our factsheet 
Top slicing relief if you want 
more information on how  

this works.
Higher or additional rate 

taxpayer
A tax liability of 40% or 50% 

will arise on any gain. 

All investors
It’s possible to withdraw up  

to 5% of original capital each 
year with no immediate tax 
charge. Larger withdrawals 
will incur chargeable gains, 

which are liable to income tax. 
They’re taxed in the same way 

as gains arising on cash-in 
(see box to the right).

It’s possible for an investor to 
switch funds within the bond 
wrapper without incurring a 

tax liability.

Basic rate taxpayer
If on cashing in the bond the 
investor remains within their 

basic rate band, they’ll be 
liable to tax at 20%.

If the chargeable gain pushes 
the investor into the higher 
rate band, top-slicing relief 

would be available to reduce 
the higher rate tax liability.

What are the tax considerations for an investor making an investment in the current tax year?

This information is based on our understanding of 
current taxation law and HM Revenue & Customs 
practice as at June 2011, which may change. 
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Please note — this communication isn’t for private customers and shouldn’t be given to, or relied on by, them.


