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LA KEY POINTS

Gibraltar is regarded as expensive.

Malta has potential and a double
tax treaty network.

New Zealand has the most flexible
benefit regime.

It seems like an eternity since
QROPS became available back
in April 2006. Four years on
prospective client now have
plenty of schemes and juris-
dictions from which to
choose.

The choice for most people
is from schemes operating in
jurisdictions which are open
to both residents and non-resi-
dents. The main markets for
QROPS transfers are:

B Guernsey

B Isle of Man

W Gibraltar

B New Zealand
Malta will soon come on

stream as well. We have not
included Hong Kong as there
are only 10 active schemes on
the HMRC list and those are
mainly occupational ones.

Here we assess these main
jurisdictions and consider:

B benefit flexibility for mem-
bers who have been non-
UK resident for at least five
complete tax years;

B investment flexibility;

M taxation;

B costs;

M case of transfer in and out.

I Benefits for life

The key advantage of a QROPS
when compared with a UK
scheme is not having to buy an
annuity by age 75. The jurisdic-
tions on our list allow the fund
on death to pass to nominated
beneficiaries with no UK inher-
itance tax (IHT) liability.

Maximising benefit flex-
ibility may require an onward
transfer to a non-QROPS
mirror scheme. This is possi-
ble without tax implications if
the QROPS is non-investment
regulated.

Most Guernsey QROPS have
confirmed non-investment reg-
ulated status. Gibraltar, the
Isle of Man and New Zealand
QROPS, as well as those from
Malta, generally meet this con-
dition. Guernsey QROPS may
allow access before age 50
(55 from 6 April, 2010) as a
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look at their respective benefits to reveal whi

loan of up to 25% of the fund.
Trustees can allow flexibility
through a temporary annuity.
Full commutation remains pos-
sible where the fund is small.

New Zealand schemes are
not subject to the 70% income
for life rule because of how
they navigate the HMRC
QROPS conditions. This allows
capital payments from the
fund. The lump sum from Isle
of Man schemes is up to 30%
of the fund. Guernsey (cur-
rently restricted to 25%) is
expected to match this figure
soon. Maltese schemes restrict
lump sums to 25%, as do
Gibraltar’s.

I Investment path

All jurisdictions offer invest-
ment flexibility. Member-

directed investment is gen-
erally avoided as schemes
might otherwise be consid-
ered investment regulated
with indefinite reporting to
HMRC. Some schemes have
allowed investment in residen-
tial property yet surprisingly
still claim they are not invest-
ment regulated with no tax
charge arising.

For the majority, traditional
forms of investment are suffi-
cient. More exotic choices are
best delivered in a non-
QROPS, such as a Qualifying
Non-UK Pension Scheme
(QNUPS), having received a
transfer value from a QROPS
without triggering an unau-
thorised payments charge after
completion of the five-year
non-residency period by the
scheme member.
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# Taxation issues

The fund accumulates free of
tax (except tax deducted at
source on some dividend
income) in all countries on our
list except New Zealand. Fund
taxation rules in New Zealand
are complex, and are made on
a comparative-value basis or
assuming a 5% pa ‘fair return’,
with the calculation of asset
valuations required in ~z$. But
the government is expected to
announce it is exempting
pension funds.

Isle of Man schemes deduct
local tax on pension income,
typically at 18%. This creates
issues unless the Isle of Man
has a double taxation treaty
with the country where the
member is resident. For exam-
ple, a Spanish resident can

neither offset nor reclaim Isle
of Man tax deducted. On
death, it applies a 7.5% IHT
charge with a £100,000 cap.

I The cost of QROPS

There is great variation
between schemes and jurisdic-
tions, and between providers
within jurisdictions. However,
there are two main models:

B A packaged QROPS product
with a menu of pre-
approved investment funds
and management houses.
These are available in
Guernsey, Isle of Man and
New Zealand. Some claim
to be fee-free. This is
achieved through retroces-
sion commissions which are
at best only partially dis-
closed. In a new era of
transparency and commis-
sion disclosure, it is hard to
see how these schemes will
be able to be marketed as
such in their current form.

B A transparent one-off setup
fee and an annual fee,
sometimes accompanied by
a service-driven fee menu.
This is found in all jurisdic-
tions except New Zealand.
Some Isle of Man schemes

can appear to be slightly

cheaper than Guernsey ones,
but the menu approach
requires careful comparison.

Some Gibraltar schemes seem

comparatively expensive but

volumes are currently small.

Maltese schemes are expect-
ed to be priced at Guernsey
levels. In New Zealand, where
the fund remains in place for
the longer term, scheme pric-
ing can involve an annual
charge of around 1.65% but
no setup charge.

I Ease of transfer

A look at both directions of
transfer is important because
personal circumstances can
change. UK schemes give
members the right to transfer,
while overseas schemes do
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not. The transfer experience
can vary from simple to hor-
rific, although whether that is
down to the jurisdiction or the
provider is arguable. UK
schemes can be freely trans-
ferred to any overseas scheme
which is registered with HMRC
as a QROPS.

QROPS providers in all
countries generally deal well
with the transfer process,
which takes anything from a
few weeks to several months.
Transfers out of QROPS can
be expensive. Some schemes
apply seemingly punitive exit
fees even though their service
may have fallen short.

In addition, some QROPS
do not state at outset a free-
dom to transfer out to QROPS
in other jurisdictions, even
where such transfers are
expressly permitted by local
law and by the tax authority of
the existing scheme, and the
new scheme is able to accept
the transfer.

 Conclusion

So which is the best jurisdic-
tion for QROPS? Gibraltar is
regarded as expensive, while
the jury on Malta — a brand
new entrant to the market — is
still out, though it has consider-
able potential and an excellent
double tax treaty network.

New Zealand has the most
flexible benefit regime, but
distance complicates the trans-
fer process and the fund is
taxed in a way which includes
exposure to currency risk. The
Isle of Man can be relatively
low cost, but has an irritating
exposure to local taxation
which has deterred many
potential users.

Guernsey ticks all the right
boxes, and has sought HMRC
input and guidance to prevent
potential abuse by its sizeable
community of QROPS provid-
ers. Ongoing dialogue with
HMRC has benefited its status
as arguably the world’s lead-
ing QROPS jurisdiction.

The key advantage
of a QROPS when
compared with a UK
scheme is not having to
buy an annuity by age
75. The jurisdictions on
our list allow the fund
on death to pass to
nominated beneficiaries
with no UK inheritance
tax liability
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Guernsey is a leading jurisdiction for the provision of QROPS and enjoys a
number of advantages that make it a key location for taking out such a scheme

A closer look at Guernsey

No matter whether you are  years, then it is the rules of the pension schemes.
advising expatriates, those con- ~ QROPS in its place of registra- M May be used to receive ~—
sidering moving abroad or it is  tion that apply. transfer values from any
your personal position, then it UK-registered pension Theisy/miiol sl imarmetiansl fnknc
will be well worth considering scheme even where it is in
the advantages of QROPS and Guemsev QROPS drawdown, subject to cer-
in particular the specific bene-  What does a QROPS in tain conditions.
fits that schemes from provid-  Guernsey offer?
ers in Guernsey can offer. | Pe.nsion income paiq gross Offshore leader
without the deduction of
What is a QROPS? Guernsey income tax. Guernsey is a leading jurisdic-
M No Guernsey income or tion for the provision of

Her Majesty’s Revenue & capital gains tax on the  QROPS.
Customs (HMRC) introduced a assets within the scheme, M Offers security by being
series of changes to the UK i.e. gross roll up. proactive in ensuring that
pensions system from 6 April, B Increased freedom of invest- its schemes continue to be
2006 — known as ‘A Day’. ment choice. approved by HMRC.

The overhaul included with- B No limits to the value of M Bespoke personal pension
drawing the existing agree- the fund which can be regime — including retire-
ments for the transfer of UK accumulated. ment annuity trusts (RATS)
pension rights to overseas W Optional lump sum — up to — for 25-plus years.
schemes and meant that, in 25% and tax-free. M Pension  schemes  are
effect, this would only be pos- M Flexibility = of  benefit approved by Guernsey’s
sible if the receiving scheme drawdown. income tax director.
was recognised by HMRC as B No requirement to purchase B Experienced service provid-
a QROPS. an insurance-based annuity ers offer a variety of invest-

While an individual is resi- (although may do so). ment models with some
dent in the UK or has been M Ability to avoid potential providing for a choice in
for any of the past five com- negative financial implica- investment manager and/or
plete tax years, the QROPS tions of an alternatively an open architecture that
rules require benefits to be secured pension (ASP) or an allows the most diverse of
paid in line with those which unsecured pension (USP). investment choices.
could be paid if funds were B Ability to leave residue of M Trust practitioners that are
still held in the UK scheme. fund to named well regulated by the
But once a person has migrat- beneficiaries. Guernsey Financial Services
ed and ceased to be a UK tax M Able to receive protected Commission (GFSC).
resident for five full UK tax rights from UK-registered M Features on the OECD ‘white

list” published at the conclu-
sion of the G20 summit in
London in April 2009.
Mailing address: PO Box 655, North Plantation, St Peter Port, Guernsey,
GY1 3PN . .
International pensions
Telephone: +44 (0) 1481 720071
Fax: +44 (0) 1481 720091 guernsey is also A natural
ome for international pen-
Email: grops@guernseyfinance.com sions. The island hosts many
Website: www.guernseyfinance.com experienced service providers
offering attractive products in
Contact: Peter Niven, chief executive of Guernsey Finance this market. 1A}
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