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A straightforward guide to understanding one of the 
most flexible long-term investment wrappers available



At DG Financial Services, we 
help clients assess whether 
offshore bonds could fit within 

their wider financial plan. Offshore 
bonds are not suitable for everyone, 
but they can offer useful features for 
certain investors, particularly those 
who have already used core allowances 
such as Individual Savings Accounts 
(ISAs), pensions and other tax-efficient 
planning options.

The current 2026/27 tax year 
allowances are an important part of 
the wider picture. The ISA annual 
subscription limit is £20,000, the Capital 
Gains Tax annual exempt amount is 
£3,000, and the dividend allowance is 
£500. For investors with larger portfolios, 
these limits can affect how investment 
wrappers are used in combination.

WHAT IS AN  
OFFSHORE BOND?
An offshore bond is a long-term 
investment wrapper that can hold a range 
of underlying investments, such as funds 
or other assets offered by the provider. 
It is usually designed for investors who 
want to invest a lump sum and retain 
control over how the money is managed, 
accessed and eventually passed on.

The bond is issued outside the UK, often 
in jurisdictions such as the Isle of Man, 
Jersey, Guernsey, Dublin or Luxembourg. 
This does not mean the investor needs 
to live overseas. Many UK residents use 
offshore bonds as part of their financial 
planning, though the tax treatment 
depends on their personal circumstances.

Investments within the bond can 
grow without UK tax on income and 

gains inside the wrapper. This is often 
described as gross roll-up. However, 
this does not mean the investment 
is tax-free. Tax may become payable 
when money is withdrawn, the bond 
is surrendered or assigned, or another 
chargeable event occurs.

HOW THE TAX  
TREATMENT WORKS
Offshore bonds are subject to the 
chargeable event regime. This means 
that gains are usually assessed for 
income tax, rather than Capital Gains 
Tax. As a result, capital losses and 
the Capital Gains Tax annual exempt 
amount cannot normally be used 
against chargeable event gains.

A key feature is the ability to withdraw 
up to 5% of the original investment each 

Offshore bonds can be a useful investment planning option for those seeking a flexible way to hold 
and manage long-term investments. However, they are often misunderstood. The term “offshore” 
can make them sound more complicated than they are, yet they are simply investment bonds 
issued by life assurance companies based outside the UK.
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policy year without an immediate tax 
charge. This is commonly called the 5% 
allowance, although it is more accurate 
to think of it as tax-deferred rather than 
tax-free. If this allowance is not used 
in a particular year, it can usually be 
carried forward.

For example, if someone invested 
£200,000 in an offshore bond, they may 
be able to withdraw up to £10,000 per 
year under the 5% deferral rule without 
triggering an immediate chargeable 
event. However, the deferred tax may 
be considered later, when the bond 
is surrendered or another chargeable 
event arises.

This can make offshore bonds useful 
for those seeking flexibility over when 
taxable gains arise. For instance, 
someone who expects to move into a 
lower income tax band in retirement may 
wish to defer gains until their income 
position changes.

WHY INVESTORS MAY  
CONSIDER OFFSHORE BONDS
Offshore bonds are often used by 
investors who want greater control 
over the timing of taxation. This can 
be particularly relevant for people with 
larger investment portfolios, higher 
income levels, or a need to plan for 
future withdrawals.

If appropriate, they may also be 
useful when someone wishes to 
assign segments of a bond to another 
person, such as an adult child, before 
surrendering the bond. This can 
sometimes allow gains to be assessed 
against the recipient’s tax position rather 
than the original investor’s, although 
professional advice is essential before 
taking this route.

Another reason people consider 
offshore bonds is estate planning. Bonds 
can sometimes be placed in trust, 
helping investors retain a level of control 

while planning how wealth may be 
passed to future generations. This can 
be valuable where family circumstances 
are complex or where the investor wants 
to balance access, control and long-term 
inheritance planning.

However, offshore bonds should not 
be treated as a default option. They 
usually make most sense when they 
address a specific planning need, such 
as tax deferral, trust planning, portfolio 
administration or long-term wealth transfer.

IMPORTANT RISKS  
AND CONSIDERATIONS
Offshore bonds can offer flexibility, but 
they are not simple products. Charges, 
investment choice, tax treatment, 
access, provider strength and jurisdiction 
all require careful review before any 
decision is made.

Investors should also remember 
that tax deferral is not the same as tax 
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avoidance. If a gain arises, it may be 
taxable as income. This can affect the 
rate of tax payable, especially if the 
gain is added to other income in the 
same tax year.

Investment risk also remains. The value 
of the underlying investments can rise 
and fall, and the amount returned may be 
less than the original investment. The tax 
wrapper does not remove market risk, 
and the chosen investment strategy still 
needs to match your goals, time horizon 
and attitude to risk.

Protection arrangements may also 
differ from those for UK-based products, 
depending on the jurisdiction and 
provider. This is another reason why 
professional advice is important before 
committing funds to an offshore bond.

IS AN OFFSHORE BOND RIGHT 
FOR YOU?
An offshore bond may be worth 
considering if you have already used 
mainstream allowances, have a sizeable 
investment portfolio or want greater 
control over the timing of taxable 

gains. It may also be relevant if you are 
planning for retirement income, family 
gifting, trusts or wider estate planning.

However, suitability depends on 
your personal tax position, investment 
objectives, income needs and long-term 
plans. What works well for one investor 
may be unsuitable for another.

At DG Financial Services, we can 
help you assess whether an offshore 
bond has a place in your wider 
financial strategy. We’ll review your 
current investments, tax position, 
goals and family circumstances before 
recommending a suitable approach. n

THIS ARTICLE IS FOR INFORMATIONAL 
PURPOSES ONLY AND DOES NOT 

CONSTITUTE TAX, LEGAL OR FINANCIAL 
ADVICE. TAX TREATMENT DEPENDS 

ON INDIVIDUAL CIRCUMSTANCES AND 
MAY CHANGE. OFFSHORE BONDS 

ARE NOT SUITABLE FOR EVERYONE 
AND MAY BE COMPLEX. THE VALUE OF 

INVESTMENTS AND ANY INCOME FROM 
THEM CAN GO UP OR DOWN. YOU MAY 

GET BACK LESS THAN YOU INVEST. 
ESTATE PLANNING, INHERITANCE 
TAX PLANNING AND TRUSTS ARE 

NOT REGULATED BY THE FINANCIAL 
CONDUCT AUTHORITY.
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Could an offshore bond  
support your long-term plans?
Offshore bonds can offer flexibility, tax deferral and useful planning options, 
but they require professional advice. Contact DG Financial Services to 
explore whether an offshore bond could be suitable for your investment, 
retirement or estate planning strategy.
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