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During 2020, in addition to general political uncertainty and
the concerns surrounding Brexit, the Covid-19 pandemic has
triggered health and economic crises on a global scale. We
are yet to really see the response to the pandemic from the
Government in terms of how this will affect the UK tax system.
It is clear that substantial changes will be required within the
tax system so it is even more important to obtain tax advice
when arranging your tax affairs.

13

The high income child benefit charge is 1% for every £100 of
income in excess of £50,000. This is based on the income of
the individual (rather than the family), so if both partners can
keep their own income below the £50,000 threshold, the benefit
may be retained.
You can use Gift Aid to claim relief on charitable donations
which reduce the effective cost of your donation and lower
your taxable income. In addition, the charity can reclaim 25%
of the value gifted from the Government. An additional rate (i.e.
45%) taxpayer who gifts £8,000 in cash to a charity receives
relief of £2,500 via their tax return and the charity claims a
further £2,000 directly. This means that the charity receives
£10,000 for a net cost to the taxpayer of £5,500.

To claim relief you must ensure that:
■
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■

Avoiding the 60% band
Personal allowances are tapered by £1 for every £2 of income
for individuals with income in excess of £100,000, giving
an effective rate of 60% tax for those with income between
£100,000 and £125,000. If your income is approaching this
threshold you may wish to take steps to reduce your taxable
income by making tax relievable pension contributions,
charitable Gift Aid payments and controlling the timing of
the receipt of income (for example, dividends from family
companies, pensions or bonus payments). For future years,
income may be reduced by replacing taxable income streams
with tax free returns from tax efficient investments or investing
for capital growth rather than income.

■

■

You complete the Gift Aid declaration for donations made
Donations are made by the spouse with the higher income,
so as to benefit from higher Income Tax relief
In addition to in-year donations that are eligible for Gift
Aid, cash Gift Aid payments made after 5 April 2021 but
before 31 January 2022 and before your 2020/21 return
is submitted may be carried back for relief in the 2020/21
year. So, when completing your 2020/21 tax return,
consider if this relief would be useful to mitigate taxes and
accelerate relief
Gifts of land, buildings and quoted shares to charity can
attract Income Tax and Capital Gains Tax (CGT) reliefs.
However, where the asset is standing at a loss, consider
realising the asset to preserve the CGT loss in your hands
and then gift the proceeds, claiming Gift Aid and the
related Income Tax relief on the cash gift.

Using allowances and reliefs
If your spouse or civil partner does not have sufficient income
to fully utilise their personal allowance, personal dividend
allowance, savings allowance or basic rate band, you could
consider transferring income generating assets to them so that
future income is either tax free in their hands or charged at a
lower rate. With a personal allowance of £12,500 and higher
rate threshold of £50,000 the tax savings can be material in the
right circumstances.
Income arising from parental gifts to minors is assessed on
the donor parent, with the exception of up to £100 (gross
income) per parent per child. If the gift is from other sources,
such as from a grandparent, the income is assessed on the
child who will have their own allowances and, with the personal
and savings allowances, income of up to £20,500 could be
received tax free.
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Loss reliefs
Self-employment or trading losses may be set against other
income for the year or carried back to the previous tax year.
Review your tax position and consider how best to relieve any
such losses. These claims are subject to a cap which restricts
certain reliefs to the higher of £50,000 or 25% of income.
Losses on shares in unquoted trading companies that were
subscribed for may be set against other income. Even if there
has not been an actual disposal, negligible value claims for
assets that became worthless in 2020/21 (or earlier) may be
made now and the loss will be treated as occurring in 2020/21.
These losses are generally subject to the cap referred to above
unless they arise from shares qualifying under the Enterprise
Investment Scheme (EIS) or equivalent.

Dividend planning
The nil rate band for dividend income remains at £2,000, with
any balance being taxable at your marginal dividend rate.
This means the effective rates of tax on dividends depend not
only on your marginal rate of tax, but also the total amount of
dividends received.
In addition to maximising the use of the £2,000 nil rate band,
consider increasing dividend receipts to use up lower or higher
rate bands whilst being mindful of the penal impact of taxable
income exceeding £100,000.

Owner-managed businesses
Ensure that funds are drawn from the business in the most
effective manner; balancing earnings and dividends to
minimise tax exposure.
If you are the director or shareholder of a close company
and have received a loan from the company, the company
will be subject to a 32.5% tax charge if the loan is not repaid
within nine months of the end of the company’s accounting
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period. If the loan repayment is funded by a new loan (within
30 days of the repayment) the loan is treated as continuing,
so an alternative method of funding the repayment should be
considered (such as declaring a dividend). When the director’s
loan is repaid the company can reclaim the 32.5% tax it has
paid.
The director in receipt of the loan will also be taxed on the loan
as a benefit-in-kind, as this is a taxable benefit on the recipient.

Coronavirus reliefs
The Government announced various measures to help
employees, the self-employed and businesses who have been
affected or lost income as a result of the pandemic. Some
schemes have been extended and are still available for new
entrants.
Individuals could defer their July 2020 payment on account
towards their 2019/20 balancing tax liability to 31 January
2021 without interest charges. Further deferment may be
possible subject to certain conditions and reaching an
agreement with HM Revenue & Customs (HMRC), but interest
would accrue this time.

Capital Gains Tax planning
The Office of Tax Simplification (OTS) has recently published
its report with recommendations to reform the CGT regime.
Although there is no certainty as to what recommendations
the Government would take forward, generally CGT rates are
expected to rise. Some of the relevant proposals are mentioned
below.

Using the annual exemption
If you do not use your CGT annual exemption, it is lost and
cannot be carried forward. Consider selling assets standing
at a gain where the gain will be covered by your annual
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exemption (£12,300 for 2020/21) or deferring disposals until
the 2021/22 tax year where you have already used your annual
exemption. This is especially relevant now since one of the
OTS recommendations is to reduce the allowance to less than
£4,000.
Think about selling assets standing at a loss or make a
negligible value claim on assets which currently have no value
to reduce current year gains which are otherwise taxable.
Inter-spouse transfers are free from CGT (provided the
spouses are not separated) and generally the original base
cost is retained, so where one spouse/civil partner has not
fully utilised their annual exemption, consider a gift followed
by a sale in the hands of the recipient to maximise available
reliefs. Such gifts can impact the availability of Business Asset
Disposal Relief (BADR) – formerly Entrepreneurs’ Relief (ER)
and so should not be made without advice.

If you do not use your CGT
annual exemption, it is lost and
cannot be carried forward.
Business Asset Disposal Relief
Are you likely to sell a business interest, asset or shareholding
in the near future?
BADR reduces the rate of CGT to 10% for gains of up to £1m
(the lifetime limit). The lifetime limit was reduced from £10m
to £1m on 11 March 2020 but special provisions exist for
disposals entered into before that date.
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Rules of eligibility for the relief are tightly drawn and require
detailed consideration including the impact of the recently
introduced rules for holding periods and entitlements to assets
on a company sale or winding up. The conditions must now
be met for two years prior to sale, (rather than the 12 months
which was previously the case) so take advice early to ensure
that your interest will qualify.
It has been proposed to replace BADR with a Retirement Relief
which would be a more targeted relief for those winding down
their business activities. If you have been considering an exit
for your business in the near future, you might wish to discuss
what your best strategy would be in the changing climate.

Investors’ Relief
From 6 April 2016, external investors subscribing for fully paid
ordinary shares in unlisted trading companies and companies
listed on AIM may be eligible for Investors’ Relief. Gains
on shares sold (once they have been held for at least three
years) will be taxed at 10% subject to a lifetime limit of £10m.
The investor (or anyone connected with them) must not be
an employee or paid director of the company but could be a
business angel (i.e. an unpaid director).
If you already hold AIM shares, it is likely that they will not
qualify for this relief so you might consider realising these
assets and reinvesting in a manner that would qualify for
Investors’ Relief. Reinvesting should not jeopardise a qualifying
holding period for Inheritance Tax (IHT) relief provided this
is completed within a two-year timeframe and your overall
holding period qualifies. However, it is likely to result in CGT if
the asset is standing at a gain.
The OTS report calls for the abolition of the Investors’ Relief
but there could be grandfathering rules to apply to existing
holdings.
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Gains vs income

Trusts

Due to the current difference between the highest rate
of Income Tax and CGT you might consider arranging or
rearranging assets held directly (rather than in a pension, ISA
or other tax efficient wrapper) so that they produce either a tax
free return or a return that would be subject to CGT. Returns in
the form of gains would currently be taxed at a maximum of
20% (or up to 28% on gains from carried interest or residential
property not qualifying for main residence relief) rather than
up to 45%. However, longer-term tax planning should be
considered carefully due to the expectation of CGT rates rising
in the near future.

Trusts remain an efficient way to help you protect, preserve
and enhance the value of wealth for your family. Most
trusts established during your lifetime will be considered
as immediately coming within the scope of IHT but if the
initial value is within your available nil rate band, there is no
immediate IHT charge.
A husband and wife could create a trust for their children or
grandchildren with assets not exceeding £650,000 without
incurring a charge to IHT. Setting up a trust enables you to
remove value from your estate without relinquishing control
over those assets; safeguarding them for future generations.
The creation of trusts can play a significant role in overall
estate planning.

Deferring capital gains
Have you sold, or are you planning to sell, assets that have
been used in your business? If you buy another qualifying
business asset within three years (or have bought one in the
previous 12 months) the gain on the sale may be rolled over
into the replacement asset.

Existing trusts should be reviewed regularly to ensure they
continue to meet the needs of the family and to ensure they are
as tax efficient as possible.
Trustees pay CGT at the same rate as individuals – 20% (or
28% on residential property or carried interest). Given this low
rate of CGT, it may be a good time to realise gains. Trustees
should also ensure the CGT exemption of £6,150 is fully
utilised where possible.

Alternatively, relief is also available to defer the gain on the
disposal (within one year before and three years after) of any
asset where the proceeds are reinvested into a qualifying EIS
company. The original gain is effectively frozen and, provided
the investor remains a UK tax resident, comes back into
charge to CGT on the disposal of the EIS investment (unless
rolled over into another qualifying investment). Qualifying
investments in Seed Enterprise Investment Scheme (SEIS)
companies can extinguish capital gains up to 50% of the value
of the amount invested. This is subject to certain investment
limits and is on the basis that Income Tax relief is claimed on
the acquisition of the SEIS shares.

Income Tax paid by trustees can be reclaimed by non-taxpayers
and those on low incomes. Accumulated but undistributed
income should be assessed to consider if distributions could
be made to beneficiaries. Alternatively, trustees may make
capital distributions to beneficiaries by way of advancing
assets to beneficiaries under a hold-over election. Assuming
the recipient has a CGT exemption available, the asset could be
sold by the beneficiary avoiding some or all of the CGT charge.

Deferring gains should be considered with care due to current
low CGT rates. It might be more beneficial in the long run to
accept an immediate 20% liability than to defer the liability and
crystallise the chargeable gain at a later date when rates could
be significantly higher.

The individual dividend allowance does not apply to trustees so
trustees should consider if their investment strategy remains
appropriate.
Offshore trustees with stockpiled gains, may consider making
capital distributions given the relatively low tax rates. Gains
which would attract the maximum supplementary charge will
be subject to tax at 32%, which compares favourably to historic
rates of 64% and more recently 44.8%. If higher CGT rates
are introduced and the supplementary charge remains, the
effective rate could return to 64% or even higher.

Realise gains at a low Capital Gains Tax rate
The current rates of CGT on gains realised on an investment
portfolio are at the lowest for a number of years and may be
subject to being increased in a future Budget.
Where you hold assets in a portfolio standing at a significant
gain (that are not eligible for other reliefs) you may wish to
consider a disposal to lock in the benefit of CGT at 20%.

Trusts created by non-domiciliaries which enjoy certain tax
advantages must be regularly reviewed to assess the impact
of UK taxes and any changes to legislation. For example, many
offshore trusts which enjoy Excluded Property or Protected
status can be tainted and valuable exemptions lost.

If you still consider that the asset has substantial potential for
future growth then you may wish to reacquire the holding but
you must allow a period of at least 30 days to elapse after the
sale for the planning to be effective.
Alternatively you could ‘bed and spouse’ where your spouse
or civil partner could acquire a similar holding following your
sale so that, as a couple, you are not out of the market for 30
days but you have achieved the CGT uplift. A further route
to realising a gain but keeping the asset within the family
would be to sell the asset to a trust and leave the proceeds
outstanding by way of loan. Beware, however, as this route can
create a liability without the proceeds to pay the tax.
By Oliver Burton, Senior Manager
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Trusts remain an efficient way
to help you protect, preserve
and enhance the value of wealth
for your family.
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Inheritance Tax
As with CGT the Government has asked the OTS to perform a
review of and suggest changes to simplify the IHT rules.
Currently individuals would get a CGT uplift on death
benefitting beneficiaries who inherit assets. One of the
proposed measures was to remove the uplift on death where
IHT is not payable because of an exemption or relief. You are
encouraged to review your CGT and IHT tax planning as some
IHT reliefs may no longer be effective if this is introduced and it
may be more beneficial to sell the assets now.
Amongst other things, the proposals include a reform of
Business Property Relief and, in combination with the CGT OTS
report, there is a proposal to remove the rebasing of assets
for CGT purposes on death (particularly if no IHT is due). The
treatment of lifetime gifts is also under review. Below our
planning suggestions are based on the existing rules.

Wills review
You should review your Will on a regular basis and on any
significant life event. Your financial and family circumstances
change over time and it is important that your Will is current
and reflects your wishes for both succession and tax planning.
If you do not have a Will then your assets pass according to
the rules of intestacy and, contrary to popular belief, where you
are married with children these rules mean that the surviving
spouse does not automatically inherit your entire estate.
This can result in an unnecessary IHT liability arising on the
first death and your assets may not pass in accordance with
your wishes.

Use of lifetime allowances and reliefs
Each person has a nil rate band of £325,000 before IHT is
charged at 40%. Where the nil rate band is not fully utilised on
the first death, then it can be passed to the surviving spouse.

6

Therefore, following a second death up to £650,000 may be
free from IHT. On the first death, rather than making bequests
to a recipient who would be within the charge to IHT, consider
passing the entire estate to the surviving spouse (free of IHT)
and subsequently they may make lifetime gifts so that, if they
survive for the seven year period, their gift is free from IHT and
the transferable nil rate band has been fully preserved.
Gifts within the annual exemption (£3,000 annually) are
immediately free of IHT but can only be carried forward for
one year if not used. If you did not utilise your 2019/20 annual
exemption you must use your current year’s exemption before
accessing the prior year. If you wish to maximise your use of
the IHT annual exemption, consider gifting £6,000 before
6 April 2021.
Separate gifts of up to £250 each are immediately free from
IHT to any number of individuals in a tax year (but may not be
combined with the annual exemption).
Gifts made in consideration of marriage are also free from
IHT up to certain limits based on the donor’s relationship
to the recipient. A frequently overlooked and potentially
valuable exemption is for regular gifts out of excess income.
Irrespective of the value, these are also immediately free from
IHT but it is important to be able to demonstrate that the gifts
meet the criteria. You should keep a record of the intention to
make regular gifts and how you have calculated that they are
from excess income in case of challenge by HM Revenue &
Customs (HMRC).
Where you are considering making capital gifts, remember the
earlier you make the gift, the earlier the seven year ‘IHT clock’
starts. Lifetime gifts may substantially reduce the value of your
estate on death.
Where gifts are made to individuals, they will be potentially
exempt from IHT and fully exempt if the donor survives for at
least seven years from the date of the gift. If the donor dies
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after three years, the rate of IHT is reduced by 20% of the tax
that would be due for each year the donor has survived. Gifts
must be absolute with no benefit to the donor reserved.

Planning for death
On death, if you leave your Individual Savings Account (ISA) to
your spouse, then there should be no IHT as the legacy benefits
from the spousal exemption. Further, the tax advantages of
the ISA wrapper continue such that income and gains within
the ISA are free from Income Tax and CGT in the hands of the
recipient spouse.
It is important to review assets which may qualify for Business
Property Relief and Agricultural Property Relief in order to
maximise the benefit of this valuable relief. Changes within a
family business can have an impact on the availability of the
relief which can result in unexpected tax charges.
Revisit IHT planning that involves borrowing, due to the
changes to the deductibility of debt on death.
Life policies may be taken out to fund an IHT exposure and,
provided they are written into a trust, the proceeds will not
be subject to IHT on death. Do review your arrangements to
ensure that the policy is in an appropriate trust and your letter
of wishes is up to date.

Residence nil rate band
From April 2017, an IHT main residence nil rate band (RNRB)
of up to £175,000 was introduced to reduce the burden of IHT
on the family home when it passes to a direct descendent.
The extra allowance was phased in over four years (2017/18
to 2020/21) with £175,000 available from 2020/21. However,
there is a tapered withdrawal for estates in excess of £2m. The
enhanced RNRB is transferable where the second death is after
5 April 2017, irrespective of when the first death occurred. You
should review your will to ensure that this relief is available.

Your financial and family
circumstances change over time
and it is important that your Will is
current and reflects your wishes.

Review your defined benefit pension fund to ensure that there
is maximum potential for your beneficiaries to receive your
pension fund as tax efficiently as possible.
Leaving 10% of your death estate to charity could reduce
the rate of IHT on death from 40% to 36%. If you are already
planning to leave a substantial gift to charity, ensure you review
the drafting of your Will to ensure that this relief applies.
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Property tax
Stamp Duty Land Tax
The Stamp Duty Land Tax (SDLT) surcharge on purchases of
‘additional’ dwellings came into effect for acquisitions made
from 1 April 2016 subject to transitional rules and adds 3%
to each rate of SDLT with a maximum of 15% for properties
costing in excess of £1.5m.

Temporary rates of tax apply to
purchases that complete before
1 April 2021 - the Stamp Duty ‘holiday’.

A relief is available where the acquisition is a replacement
of a main home but there is a cash flow disadvantage where
the purchaser’s old home is sold after the purchase, as the
additional 3% is payable initially and reclaimed later.
A flat 15% rate applies where dwellings are purchased by
companies unless for specified business purposes – the ‘antienveloping rate’.
In certain circumstances, the purchase of one or more
dwellings may be eligible for a partial relief (‘multiple dwellings
relief’) or, in the case of the purchase of six or more dwellings,
may be taxed in accordance with the non-residential rates
(0%-5%). The purchase of mixed properties (residential and
non-residential) in a single or ‘linked’ transactions or the
purchase of a single mixed-use property may also be taxed in
accordance with the non-residential rates. The purchase of a
family home with an annex may count as the purchase of two
dwellings and entitle the purchaser to claim multiple dwellings
relief. The purchase of a country property with land that does
not count as the garden or grounds of the dwelling may be
taxable at the non-residential rates.
The Government has confirmed that a new 2% surcharge will
be introduced in the Finance Bill 2020/21. This will apply to
purchases of dwellings in England and Northern Ireland by
non-residents completing on, or after, 1 April 2021 subject
to transitional rules. It means that the top rate of SDLT
will become 17%. Accordingly, non-residents might like to
accelerate any plans they have to buy residential property
so as not to incur this surcharge. An individual will generally
be treated as non-resident for this purpose if they have not
stayed in the UK for 183 days or more in any continuous
365-day period that falls within a two-year window spanning
completion. Non-resident individuals will be able to reclaim the
surcharge if they meet the test after completion. A company
will generally be treated as non-resident if it is incorporated
offshore or managed offshore. UK companies that are ‘close’
(controlled by five or fewer participators) and controlled by a
non-resident will be treated as non-resident.
Temporary rates of tax apply to purchases that complete
before 1 April 2021 – the Stamp Duty ‘holiday’. This gives a
maximum £15,000 saving per purchased dwelling. No SDLT is
payable for purchases up to £500,000 unless the surcharge for
purchases of ‘additional’ dwellings applies.
As was the position in Scotland from April 2015 when Land
and Buildings Transaction Tax (LBTT) was introduced, SDLT
no longer applies in Wales and has been replaced by Land
Transaction Tax (LTT) since April 2018. This means that
different tax rates and tax bands (and different rules) apply
depending on where in the UK the purchased dwelling is
situated.
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Annual Tax on Enveloped Dwellings
Annual Tax on Enveloped Dwellings (ATED) has applied since
1 April 2016 to UK dwellings valued at over £500,000 and held
through companies and other corporate structures. The annual
charge (£3,700 - £236,250) is roughly equivalent to 0.1%-1% of
the value of the property, depending on where in the tax band
the property falls.
For dwellings held prior to April 2017, the value of the dwelling
at April 2017 determines which tax band applies until the
next valuation date (April 2022). For dwellings purchased by
companies (etc.) after April 2017, the value of the dwelling at
completion determines which tax band applies until April 2022.
Reliefs are available where the dwelling is held exclusively for
specified business purposes, but relief must be claimed in an
ATED return every year (one return per company, rather than
one return per company per dwelling). The ATED year runs from
1 April to 31 March. Returns (and payment if applicable) for the
ATED year 2021-22 must be made no later than 30 April 2021.

Non-resident Capital Gains Tax on property
CGT for non-resident owners of UK residential property has
applied since April 2015 but has been extended to cover
disposals of all UK land and property (including commercial
property), and substantial interests in ‘UK property-rich entities’
from April 2019. Specific criteria apply, but a ‘property-rich
entity’ is broadly one where at least 75% of its market value is
made up of interests in UK land and property.
Where non-residential land or property is brought into charge
to non-resident Capital Gains Tax (NRCGT) for the first time
due to the new rules, the value of the asset can be rebased to
April 2019 meaning that the gain arising before that date is not
subject to CGT. Valuations at April 2019 should be obtained if
not already undertaken.
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From April 2019, the capital gains arising in non-resident
companies on the disposal of UK land and property have been
subject to Corporation Tax (with the normal Corporation Tax
payment dates), rather than CGT. Due to the changes to the
NRCGT regime, ATED-related CGT has been abolished from
April 2019, as any gain made by a company has been subject
to Corporation Tax as mentioned above.

Non-resident landlords
From April 2020, rental profits of non-resident landlords that
are companies are assessed under a set of Corporation Tax
laws and subject to Corporation Tax rates. Landlords and their
accountants should consider practical steps to move to the
new regime and review the impact of the tax rules.

Capital Gains Tax filing and payment
From April 2020, both UK residents and non-residents
disposing of UK residential property are required to file a CGT
return and pay the tax due within 30 days (subject to certain
exemptions). Before April 2020, such a short window only
applied to non-residents, so it is a significant change to bring in
UK residents.

This relatively short deadline of 30 days means that CGT
calculations will need to be a carried out contemporaneously to
ensure that the correct amount of tax is paid.

Planning for restrictions to finance costs
From April 2017, tax relief on the finance costs incurred on let
residential property held personally is being restricted to the
basic rate of tax, phased in over four years rising to a 100%
restriction from 2020/21.
Despite this restriction, borrowing against residential property
can still be advantageous. The net cost of borrowing may rise,
but a developer or investor may see advantages in reinvesting
new funds into other projects, not limited to buying more
property of the same type. As with any business, an annual
appraisal of the capital invested and how efficiently it is
working can lead to better investment decisions.
As property is a popular investment, it is important to consider
your longer-term options and alternative ways of holding
investment properties, including forming a limited company to
take on the running of the letting business as:
■

Strangely, non-residents are also required to report the disposal
if there is no tax to pay, whereas UK residents are only required
to submit the CGT report if CGT is due.
In addition, from 6 April 2020, tax payment dates for disposals
of UK land have also been shortened. Non-UK resident persons
disposing of UK land, including disposals of shares in propertyrich companies, have to pay the tax within 30 days, at the same
time as filing the CGT return.
The payment of the tax is due regardless of whether the person
usually files a Self Assessment tax return.
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■

■

Companies will still be able to deduct finance costs in
full as a tax allowable expense when calculating letting
profits, provided total loan interest does not exceed £2m.
In addition, the company will only pay Corporation Tax
(currently 19% ) on the profits. Although additional tax
would be paid on dividends paid out to shareholders (in
excess of £2,000), profits could be retained and reinvested
without further tax charge.
Provided the letting is considered to be a genuine
business, there may be no CGT on the transfer of an
existing personally held letting business into the company
in exchange for the issue of shares.

Blick Rothenberg

■

■

From the outset, your exit strategy should also be
considered. A sale of the property at a profit within the
company will be subject to Corporation Tax and the
subsequent distribution taxed either as dividend or capital
gain in the hands of the shareholder.
SDLT is a significant consideration as, generally, the
transfer would be considered to trigger SDLT on the market
value of the property.
Depending upon the value of the residential property, ATED
returns may be required but an exemption from the charge
should be available for commercially let property.

Furnished holiday lettings
Furnished holiday lettings continue to benefit from a number
of tax breaks. However, they must also meet certain criteria in
the tax year to be eligible. For example, in 2020/21 the property
must be available as holiday accommodation for 210 days and
actually let for 105 days. It might be worth reviewing whether
your property would be suitable for this style of letting.
In addition, furnished holiday lettings are not impacted by the
restrictions to finance costs.
Where furnished holiday lettings have been affected by the
Coronavirus pandemic, different methods of reaching the
required occupancy threshold can be applied.
Holiday lettings could potentially qualify for Entrepreneur’s
Relief so long as the owner has not already used their £1m
lifetime allowance. If you are looking to divest property for IHT
purposes, an outright gift of a furnished holiday letting to other
family members could be considered. A CGT rate of 10% could
apply to the property gains, which would need to be funded,
however the value of the property would then be outside of the
owner’s taxable estate after seven years.

11

There are complexities with making pension contributions
and if excess contributions are made there are costly tax
consequences. Effectively the tax relief is withdrawn, so it is
important that you take bespoke advice.

Review your pension contributions to ensure that you use but
do not exceed your annual allowance.

Lifetime allowance and protection
Whilst funds invested in pensions may grow free from tax,
there is a lifetime allowance (LTA) on the total amount within a
pension pot. This is measured when you take pension benefits
and if your pot exceeds the LTA there are penal tax charges.

Inheritance Tax on residential property owned by offshore
structures
Residential property held via an offshore structure has been
exposed to IHT from 6 April 2017.
Currently, the value of UK residential property held by a
non-UK domiciled individual via a non-UK company structure
is exposed to IHT at 40% on death.
Where property is held within a trust, it may now be subject
to the ‘relevant property regime’ and IHT could be payable at
6% on the value of residential property when the trust reaches
each ‘ten-year anniversary’. Further, if the settlor is also a
beneficiary of the trust, the value can still become taxable
at their death at 40%, due to the application of the gift with
reservation of benefit rules.
Residential property interests are widely defined and can
include loans and security for borrowing used to fund UK
residential property.
Property ownership arrangements held by foreign domiciliaries,
non-residents and trustees should be reviewed.

Principal private residence relief
If you have sold any properties, including what you may
consider to have been your main residence, ensure that you
inform your tax advisor. Usually your main residence will
be fully relieved from CGT assuming it has been your main
residence throughout. However, where the grounds exceed half
a hectare, there could be a chargeable gain.
Where you are considering selling your main home, then the
main residence relief has historically included the ‘last 18
months of ownership’ even if you were not living there.
However, in a bid to target the relief more effectively at owner/
occupiers, two key changes in how the relief operates were
introduced from April 2020:
■

■

The final period of ownership which qualifies for relief
(irrespective of how the property is used during this time)
is reduced from 18 months to nine months.
Lettings relief (which can reduce the amount charged to
CGT on the disposal of a main residence which has been
let at some point during the period of ownership) now
only applies where the owner of the property is in shared
occupation with the tenant, i.e. where the homeowner
rents a room in their house.

The availability of private residence relief is impacted by the
changes to the taxation of UK residential properties for non-UK
residents. To be eligible for relief the property must be used
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for at least 90 days in the tax year so you may wish to stay
some additional nights in the property if you are close to the
threshold, but this should be balanced against the requirement
to be non-UK resident.
If you have more than one property it is important to review
your private residence relief elections with HMRC. If you
have more than one home and have resided in both it may be
possible to elect which should be your main residence for tax
purposes. It is important that the occupation of any property,
where you plan to make an election, is reflective of actual use
of the property as your residence and can be evidenced as
required.
If the gain is not fully covered by the relief, you should be
mindful of a short 30-day window to file your CGT return and
pay excess tax (as above).
From April 2020, where a transfer of a residential property
occurs between spouses and civil partners the recipient
inherits full ownership history regardless if the property is their
main residence at that time. This provides further flexibility and
relief for the beneficiary for a future disposal.

The LTA was reduced from £1.25m to £1m from 6 April 2016
and is linked to inflation from 6 April 2018. For the 2020/21
tax year it is £1,073,100. If you are impacted by this new limit,
then you may make an election (subject to meeting the criteria)
to protect or preserve your own individual LTA at the lower
of £1.25m or the actual value of your pension pot at 5 April
2016. If you believe that your pension pot may be at or near the
£1,073,100 limit when you take benefits you should seek advice
as to whether the election is available to you.

Personal pensions for the family
Up to £2,880 net (£3,600 gross) may be contributed annually
for family members even if they have no pensionable earnings.
If unused, the allowance cannot be carried forward, so
contributions for 2020/21 need to be made before 6 April 2021.
For individuals caught by the child benefit higher income
charge, any personal pension contributions made (either
personally or on their behalf) will reduce their income for
the purposes of determining whether the £50,000 threshold
has been crossed. Grandparents looking to help out their
children could therefore consider making personal pension
contributions on their behalf.

Are you aged at least 55?

Pensions
Use but do not exceed your annual allowance
Review your pension contributions to ensure that you use but
do not exceed your annual allowance (AA). The standard AA is
currently £40,000 (for pension contributions from both yourself
and, where relevant, your employer). However, relief begins to
be reduced where your income (from any and all sources) is
over £240,000 and if your income is over £312,000 your AA will
be restricted to just £4,000. Tax relief is still available at your
marginal rate of tax for contributions up to your AA.
Ensure that you do not lose the benefit of a historic AA – the
excess from 2017/18 will cease to be available from 6 April
2021. Where you have unused AA from any of the three prior
tax years i.e., 2017/18, 2018/19 and/or 2019/20 the unused
amount may be carried forward for use in 2020/21. You can
only carry forward unused AA from a year when you were the
member of a registered pension scheme (a deferred member
qualifies).
It is also worth considering whether your employer or
business should make a contribution annually to your personal
pension or self-invested personal pension (subject to limits).
Companies can obtain a Corporation Tax deduction for pension
contributions for directors and employees, but specific advice
should be sought.
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If so, you should consider whether it is appropriate to
draw down on your pension. You may do this even if you
are still working. There is substantial flexibility for taking
pension benefits including taking the 25% tax free lump
sum or considering flexible draw down. Advice should be
taken to ensure that any tax implications are clear. Drawing
your pension may mean that your AA is limited to £4,000
irrespective of your income levels.
The Government has confirmed that the minimum age for
drawing a personal pension will rise to 57 from 2028.

Leaving your pension fund to dependents
Have you considered using your pension fund for tax efficient
succession planning? If you die before aged 75, there is no
pension exit charge and, generally, no IHT on a lump sum
or income paid from your defined contribution pension
fund to beneficiaries, assuming your pension arrangements
were within your LTA. If you are aged over 75 when you
die, payments made to your beneficiaries are taxed at the
recipient’s marginal rate of Income Tax. So, if the payments are
made over a number of years it may be possible to avoid the
recipient paying higher rate.
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Tax efficient investments
Individual Savings Accounts
Income and gains within ISAs are free from Income Tax and
CGT. ISAs are now available in a variety of forms including
the cash ISA, stocks and shares ISA and junior ISA (for 16 to
17-year olds). The Lifetime ISA is also available and those
between 18 and 40 years can save up to £4,000 during
2020/21 and be entitled to the 25% Government bonus. Any
Lifetime ISA allowance savings counts as part of the overall
£20,000 ISA limit.
Junior ISA allowance has increased to £9,000 per annum per
child from 2020/21 which can be a substantial benefit for
families with children.
ISA allowances cannot be carried forward and if not used are
lost so it is important to maximise these tax efficient savings
vehicles annually. A family of four (two adults and two minor
children) investing the maximum into ISAs could invest up to
£58,000 before 6 April 2021.

Enterprise Investment Schemes
Income Tax relief and potentially CGT deferral is available
on qualifying EIS investments. Each year you can invest up
to £1m and be eligible for up to 30% Income Tax relief. From
6 April 2018 you can also claim EIS relief on up to £2m of
investment if at least £1m was invested in knowledge intensive
companies. There is some flexibility as to when relief may
be claimed and up to 100% of the investment may be carried
back to the previous tax year, accelerating tax relief. So, if you
still have your 2019/20 allowance and wish to use it, you must
make a qualifying investment before 6 April 2021.
SEIS allows up to £100,000 to be invested in each tax year into
a qualifying start-up company with the investment receiving
50% Income Tax relief (regardless of the marginal rate of
tax). Where the limit has not already been fully utilised in the
previous tax year, an investment in the current year may be
carried back for relief in that earlier year. So again, if you still
have your 2019/20 allowance and wish to use it, you must
make a qualifying investment before 6 April 2021.
Investment in social enterprise by buying shares in certain
types of company or organisation attracts Social Investment
Tax Reliefs. The relief is not available where EIS/SEIS has
already been claimed on the investment.
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