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Offshore tax havens: France 

British expats have President Sarkozy to thanks for a significant change to the French tax regime – notably regarding the Bouclier Fiscal. 
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Offshore tax havens: if retiring in France, consider an Assurance Vie, a specialised form of insurance policy, which is taxed very favourably here Photo: Getty Images 

The changes mean that combined income tax, wealth tax, social charges and local property taxes connected to the main residence cannot exceed 50 per cent of your total income for the previous year. 

If the relevant taxes exceed 50 per cent of income for the previous year, the taxpayer will have to claim a refund of the excess taxes paid. There is no maximum limit to the amount of refund that can be claimed.  

A new double tax treaty between France and the UK is expected to take effect from 2010. The agreement will exempt UK nationals from French wealth tax on non-French assets for the first five years after becoming a resident of France. Wealth tax will only be payable on assets in France. In the sixth year following French tax residence, wealth tax would then be payable on worldwide assets as normal. 

Tax-free investments 

Expats with investments can make significant tax savings with the French version of the insurance bond. The Assurance Vie has many tax advantages to whet an investor’s appetite. For example, assuming you do not make any withdrawals there are no French income or capital gains taxes to be paid if the income and gains are accumulated within the policy. 

Even if you do withdraw some monies only the growth element of the investment is taxed and these can be as little as 18.5 per cent so long as the bond is held for eight years. So if the portion of the withdrawal has grown 10 per cent, only 10 per cent of the withdrawal is liable to tax. 

If an investment has grown by, say 40 per cent over eight years, the effective rate of tax on withdrawals would not exceed 7 per cent on any withdrawals, while no tax is due on any monies that remain invested with the contract. 

The other benefit is the effect the Assurance Vie can have on another tax liability known as wealth tax (see more later). And if you have an Assurance Vie outside of France, then you will get a five-year wealth tax holiday on the value of the asset, and then you can apply for Bouclier Fiscal relief after the fifth year on the asset. 

An Assurance Vie set up before you become resident in France can be free from all French succession taxes if it is a French approved policy (though it needn’t be from a French insurer, which offer only a limited range). Under the proposed terms of the Double Tax Treaty with the UK, on death the proceeds of the Assurance Vie are also free from UK inheritance tax as long as policies are not issued by a UK or French company, even though the deceased may have died as a UK domicile. 

Capital gains 

Gains on your main residence are tax free in France. Any secondary residences (including properties outside of France) are tax free once you have owned them for 15 years, and from the end of year five to the end of year 15 the gain is proportionally reduced for tax purposes. 

Properties situated in the UK are entirely free from French taxes, but that may change when the new Double Tax Treaty is introduced in 2010. 

Assuming that you are a non-resident of the UK for five complete and consecutive tax years, there would be no UK capital gains tax either. 

In the UK CGT may be due on the profit of shares once you have exceeded your capital gains allowance in any one tax year (allowance is £9,600 for 2008/9). 

Where a French resident sells shares of 25pc or more of a UK company, the gain will be tax free in France where those shares might be taxable in the UK. They might be taxable if the individual has not been out of the UK for five or more UK tax years. 

Inheritance tax 

Many British expatriates believe that, upon their death, their assets would pass automatically to their spouse tax-free or better still that there is no inheritance tax to pay if they are living overseas. This is not always the case. 

There is a good choice of countries that don’t charge inheritance tax, including Canada, Australia, Hong Kong, India and Indonesia. 

In France, the rules have just changed but tax is still payable. A husband-and-wife exemption has been introduced, which means there is no IHT to pay at all on assets transferred to a spouse on death. 

Such an exemption of course already applies in Britain. But no such rule has existed in France until recently. The other major change has been a significant increase to the IHT allowance. Unlike in this country, where the IHT-free threshold applies to the value of the estate, in France (and many other countries in Europe) each person has their own allowance. So by bequeathing your estate to several people you can significantly reduce the total tax paid, as you can utilise a number of these allowances. 

The new rules mean that children can inherit up to €156,357 (£140,000) each before any IHT is applied; previously the limit was just €50,000. The allowance for other relatives has also been increased. For brothers and sisters it rises from €5,000 to 

€15,636 while for nephews and nieces it has also tripled to €7,598. If IHT is due it is levied on a sliding scale of up to 60pc, depending on the size of the estate. 

Inheritance tax is a notoriously complex subject – no matter where you reside. It is therefore prudent to get advice before moving overseas so that you have an indication of what tax you will be liable for. 

Case study 

Setting up an Assurance Vie before moving to France saved €179,000. Mr X will shortly be moving to France. The use of an Assurance Vie would significantly improve his tax position in France, as shown in the following illustrations. Assurance Vie is a specialised form of insurance policy, which is taxed very favourably here. 

If Mr X established an Assurance Vie before he became a French resident, and before the age of 70, then the entire Assurance Vie holding would be exempt from French succession tax when he died. If Mr X established an Assurance Vie after he became French resident, and before the age of 70, each beneficiary is entitled to an allowance of €152,500 and any excess is taxed at a rate of 20pc. Mr X’s primary assets consist of his €900,000 French property and €750,000 investment portfolio. 

Becoming a French resident, not utilising an Assurance Vie in his strategy and then dying, would result in his two children having a tax liability of €295,034. However, if the Assurance Vie is set up before he moves the liability would be €115,776 – a saving of €179,258. 

Working in France 

New rules were introduced in 2008 whereby an incoming worker can, for the first five years, avoid paying tax on 50 per cent of their foreign source investment income for up to five years in France (although social charges will still be due in full on this income) in addition to exemptions from tax on their impatriate package (e.g. additional compensation and bonuses for relocating). 

