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UK Budget 2018
Austerity is coming to an
end (but could make a
come-back in the event
of no-deal Brexit).
“…austerity is coming to an end – but
discipline will remain” were the words
the Chancellor, Philip Hammond, used
to summarise his October 29th Budget
speech. That balance between continued
cuts and excessive borrowing was
evident in the measures announced in
the Budget.
The Office for Budget Responsibility
(OBR) forecast that borrowing in 2018/19
will be £11.6 billion less than it forecast
in March. But the Chancellor’s net tax
giveaway for 2019/20 was only marginally
higher at £15.1 billion, rising to over
£30.5 billion by 2023/24.

It is also worth noting that the
Scottish Budget will be published on
12 December 2018 when income tax
plans for 2019/20 will be announced.
Derek Mackay, Scottish Government,
Cabinet Secretary for Finance,
hinted in his response to the Budget
that he would not be following the
Chancellor’s lead in raising the higher
rate threshold. The SNP has already
promised not to increase the higher
rate threshold by more than inflation.
A full update will be published
on our websites shortly after the
Scottish Budget announcement.

A large slice of that apparent generosity
is down to increased NHS expenditure,
which starts at £7.35 billion in 2019/20,
rising to £27.6 billion by 2023/24.
Expectation leading up to the Budget
had been for tax rises, with various
revenue raising options discussed ahead
of the statement. However, not many of
the rises and cuts mooted were delivered
in the Budget.
Philip Hammond also signalled that
the Government may have to look at a
different strategy and change its promise
that the end of austerity is in sight if the
UK leaves the EU without a deal. The
Chancellor has said that an emergency
budget would have to be drawn up in the
event of a no-deal scenario.
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For the full UK
Budget 2018
summaries and the
impacts on you,
visit maco.co.uk or
mafsltd.co.uk

Key
highlights
of the UK
Budget 2018
Business
The annual investment allowance
will increase to £1 million for all
qualifying expenditure on plant and
machinery made between 1 January
2019 and 31 December 2020.

From April 2020, the final period
capital gains tax (CGT) exemption
for owner-occupied residential
property will be reduced from 18
months to 9 months.

The government has confirmed that
the rate of corporation tax will fall
to 17% in 2020.

For two years from April 2019,
business rates for retail properties
with a rateable value below £51,000
will be cut by a third in England &
Wales.

The minimum period throughout
which the qualifying conditions for
entrepreneurs’ relief must be met
will be extended from 12 months to
24 months from 6 April 2019.
The rules for approved EIS funds
will be amended to require
approved funds to focus on
knowledge-intensive companies
with effect from April 2020. The
funds will also have a longer period
in which to invest capital. Investors
in these funds will be allowed to set
this income tax relief against their
liabilities in the year before the fund
closes. The venture capital limits
and reliefs remain unchanged.

Making Tax Digital (MTD) for
VAT will start to apply to certain
businesses from 1 April 2019. Find
out more about MTD on p8.
A new 2% tax will be charged
from April 2020 on the revenues
of certain digital businesses that
derive value from their UK users.
A tax on the production and
import of plastic packaging will be
introduced in April 2022.
The upper limit for trading that
charities can carry out without
incurring a tax liability will rise from
£5,000 to £8,000 where turnover is
under £20,000, and from £50,000
to £80,000 where turnover exceeds
£200,000.

Tricia Halliday,
Director
patricia.halliday
@maco.co.uk

Iain Johnston
VAT Specialist
iain.johnston
@maco.co.uk

Derek Hanlan,
Associate Director
derek.hanlan
@maco.co.uk

Ian Finch, Director,
MAFS Ltd
ian.finch
@maco.co.uk

Investments, Savings and Pensions

Personal

The pension lifetime allowance
will increase to £1.055 million for
2019/20, with no change to the
annual allowances.

The personal allowance will be
raised to £12,500 from April 2019,
one year earlier than previously
planned. At the same time, the
higher rate will rise to £50,000, in
England, Wales and Northern Ireland
also a year ahead of schedule. We
will have to wait until 12 December
2018 when the Scottish Budget
is announced to find out if these
changes will be adopted in Scotland.

The ISA annual subscription limit for
2019/20 will remain at £20,000. The
annual subscription limit for junior
ISAs (JISAs) and child trust funds
(CTFs) for 2019/20 will rise to £4,368.
Automatic enrolment pension
minimum contributions increase
significantly again from 6 April 2019.
Make certain you – and anyone
you employ – are aware of the
consequences.

Three-quarters of any interest
tax relief for personal buy-to-let
borrowing will be limited to a 20%
tax credit from 2019/20. Make sure
you understand the impact of this
latest change on your overall tax
position.
The IHT nil rate band remains at
£325,000 for 2019/20. The residence
nil rate band (RNRB) will increase
to £150,000 from 6 April 2019 as
already legislated. From 29 October
2018, minor technical amendments
to the RNRB will take effect relating
to downsizing provisions and the
definition of ‘inherited’ for RNRB
purposes.

www.maco.co.uk www.mafsltd.co.uk
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2019 Outlook:
Time to temper your
return expectations?

More requirements to
fall on private landlords
Fresh requirements will increase the
complexity for landlords and people
making money renting out their main
residence from 2019.
The Finance Bill 2018/19 draft
legislation was published over the
summer. For those keeping an eye on
property taxes, it includes the following:

Over the last eight years, the stock
market has been pretty generous,
providing many investors with a period
of relatively strong rates of return. Some
experts are warning that the next few
years are likely to be less rewarding and
that investor expectations need to be
tempered in readiness for a period of
lower average investment returns.
Last year was a good one for many
investors because despite a host of
issues, including rising interest rates,
political unrest and uncertainties
surrounding Brexit, markets generally
enjoyed buoyant returns.
This optimism continued at the start of
this year, with strong gains seeing equity
indices around the world soar. This run
was halted at the end of January and
the market subsequently witnessed a
correction with indices retreating from
record highs.
The catalyst for the sell-off was a US
employment report showing stronger
than expected jobs growth and an
increase in wage levels. Rather than
seeing the news as a positive sign
that reduced the possibility of a
global recession, the data was viewed
with apprehension amid fears of
rising inflation and impending
monetary tightening.
While many still see scope for further
stock market growth, the overriding
message does now seem to centre on
seeking more realistic rewards.
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Macroeconomic conditions around the
world seem to have improved in recent
months with the release of a series of
positive economic data. With stronger
economic growth comes the prospect
of higher interest rates and inflation.
The expectation that monetary policy
is set to be tightened at a quicker pace
and to a greater extent than previously
envisaged has begun to weigh on
market sentiment.
Deal or no deal?
Perhaps the principal area of concern
in relation to global economic growth
prospects remains the spectre of a fullblown trade war. Such a possibility has
been evident since Donald Trump was
elected on a protectionist agenda nearly
two years ago and still looms large.
The prospects of a no-deal Brexit did
seem to increase during the summer.
Although the full ramifications of a nodeal Brexit remain difficult to predict, it
would seem safe to assume that such
a scenario will have negative economic
consequences for the UK, as well as
causing economic upheaval across the
rest of the EU.
Whilst the UK Government continues
to suggest that securing a deal remains
“the most likely outcome” it has started
publishing a series of technical notices
designed to prepare us all for the
possibility of a no-deal Brexit.

Even though concerns exist, so too do
investment opportunities.
The value of financial advice includes
clearly outlining and achieving your
financial objectives and identifying
investment opportunities, with the aim of
enhancing returns.
Through the use of strategic asset
allocation, we aim to manage the
inherent volatility of markets, so your
savings have the best chance of growing
for the future – without giving you
sleepless nights in the process and whilst
ensuring you aren’t taking too much, or
too little risk, with your money.

1. A new ‘shared occupancy test’ will
be applied to rent-a-room from 6
April 2019. The relief currently
exempts up to £7,500 a year of
income from tax, but from next
year will no longer apply if the entire
property is rented out for the
tenancy period.
2. The window for filing and paying
stamp duty in England will be cut to
just 14 days from the date of sale
from 1 March 2019. We wait to hear
if the Scottish Government will
follow suit and apply this rule to
property transactions in Scotland.

3. Capital gains tax (CGT) due on
taxable gains on residential
property sales must be paid within
30 days of the sale, and a tax return
must be made from 6 April 2020.
If adjustments are required,
they must be made via a
self-assessment return.

Derek Hanlan,
Associate Director
derek.hanlan@maco.co.uk

Various measures have been introduced
over recent years to make things more
difficult for private rental landlords.
New rules and requirements
imposed include:
a new tighter expenditure-based
regime replacing the wear-and-tear
allowance for furnished lettings; the
phased replacement of full income tax
relief on finance interest costs with a
basic rate tax credit; a 3% stamp duty/
LBTT surcharge for second residential
properties; and an 8% capital gains tax
surcharge on residential property.

The effect of these changes is visible
as new buy-to-let sales are dropping,
and large numbers of landlords are
reportedly looking to sell rental
property. With the new requirements
affecting property disposals, it may be
worth reviewing your arrangements
ahead of the above deadlines.
If you would like advice on the available
allowances, or tax implications of any
purchase/sale, do talk to us about your
options before taking any action.

Residential
investment property:
Let’s compare
Hold personally or
hold in a company?
See Tax Planning for Life
2018-19 on maco.co.uk

Ian Finch, Director, MAFS Ltd
ian.finch@maco.co.uk

www.maco.co.uk www.mafsltd.co.uk
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The reverse
charge:
significant change
to the VAT rules
Large and small businesses making
standard-rated or reduced-rated
supplies of construction services
may be impacted.
One of the biggest changes to the VAT
legislation in recent years is expected
to come into force in 2019 and will
affect companies, contractors and
subcontractors in the construction industry.
HMRC have published draft legislation
proposing that from 1 October 2019,
something known as the “reverse charge”
will apply to the industry.
Under the new rules, a business customer
paying for certain construction services will
have to be the one that accounts for the
VAT rather than the supplier, as is the
case now.
The changes are designed to prevent
fraud where building contractors were
charging VAT but not paying it
over to HMRC.

Under the new system, the customer will
no longer pay the VAT to the supplier
and instead will pay this directly to
HMRC themselves, through
their VAT Return.
The reverse charge is expected to only
apply to the same construction
services that are currently covered by the
CIS Construction Industry Scheme,
which are supplies between VATregistered businesses.

Cash flow planning: your personal
road map for the future

four months before paying it over to
HMRC; after the change, they will no
longer receive that VAT in the first place.
If you believe you will be affected by
the changes, or would like further
information, send me an email and I
will discuss the likely impacts with you
and how you can plan ahead to avoid
potential cash flow issues.

Businesses affected will have to adapt
their accounting systems to support
the changes, and some companies will
inevitably suffer cashflow issues if they
don’t plan ahead for this change.
Iain Johnston,
VAT specialist
iain.johnston@maco.co.uk

Working out how much you will need
to live on and getting a state pension
forecast will show how much you
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need to take out of your pension pot
to cover your living expenses.
According to recent report published
by Royal London, the amount needed
to fund a comfortable retirement,
when someone opts to stop work at
65 and decides to buy a single-life
annuity with inflation protection, has
now reached £260,000.

The report points out that for those
who don’t make it onto the housing
ladder and so will need to pay rent
during their retirement years, the
figure will be even higher at £445,000.
In arriving at these figures, the
research assumed average earnings
of £27,000 a year, and a full state
pension of just over £8,500.

of what your future income and capital
needs are likely to be. It can help you
take the right decisions about timing
your retirement, like calculating your
likely income depending on whether
you choose to retire early or late.
At retirement, it’s not unusual for
people to find themselves holding large
amounts of cash, especially if they have
chosen to take a tax-free lump sum
from the pension pot. This is often a
short-term measure before they buy a
property or make investments.

It can have a valuable role to play in
tax planning, enabling you to put in
place plans to reduce the Inheritance
Tax that might otherwise be payable
on your estate when you die.
Mapping out your future cash flow
also means you’re better able to plan
for later life expenditure like the cost
of residential or nursing care. We
can help you assess your cash flow
needs and make the right decisions
for your wealth.

A cash flow forecast can help you
decide how much you have available to
invest. It can also help you see what the
effects of inflation might be, and what
income you’ll be able to take at different
rates of investment return.

The same principles should apply when
attending your own financial incomings
and outgoings. A personal cash flow
forecast will give you a clear picture

A cash flow forecast is not a once-andfor-all exercise; it’s a living document
that should be regularly revisited to
ensure that it reflects your changing
situation. It can help you take a range of
lifestyle planning decisions, for instance
whether it would be financially beneficial
to downsize at retirement, or help you
assess when and how much money you
can afford to pass on to your family.

The Financial Conduct Authority
also recently reported that a third of
consumers taking money from their
pension were keeping it as cash, and
so could be losing out in terms of
the income they are likely to have to
live on in retirement.

So, if you’re self-employed, an
employee, work part-time, run your
own business or have accumulated
pension pots with past employers,
we can offer you the advice you
need to make sure you have the
right pension plan in place.

It’s important to remember that
when you take money out of your
pension, only 25% is tax-free. If you
take out more than that, it’s taxable
and you might find yourself paying
tax at a higher rate.

After all, we’d all like our retirement
to be an enjoyable and fulfilling
stage of life, not a time spent
worrying about money.

How a personal cashflow
forecast can help

Afore ye open your pot
Many retiring today can look forward
to several decades in retirement, so
taking the right decisions about your
pension pot is important, as you will
want your money to last as long as
you do.

If you ran your own business, or held
a senior position prior to retiring, you
will be familiar with the importance of
receiving regular monthly/quarterly
management accounts with the next
couple of quarters forecasts appended
to the reporting pack.
This reporting pack will have given
you a financial picture of what has
just happened and what you can
reasonably expect up ahead so that
you could plan, allocate your resources
accordingly and ensure that there was
sufficient cash in the business to fund
the various activities.

We expect the impact on the
construction industry is going to
be significant.

At present, construction businesses will
be receiving VAT from their customers
and holding on to it for up to three or

Many people spend their working
lives planning and saving for their
later years. However, when they
reach retirement they can be unsure
as to how best to allocate their cash.
This is where cash flow planning can
really help.

Jim Croly, IFA, MAFS Ltd
jim.croly@maco.co.uk

Scott Lawson,
IFA, MAFS Ltd
scott.lawson@maco.co.uk

www.maco.co.uk www.mafsltd.co.uk

Thinking ahead… don’t miss out this tax year
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To ensure you don’t miss
out on valuable allowances
and exemptions that you are
entitled to, you should plan
and take advice now rather
than leaving it until the end
of the tax year, or the end of
your financial year. Here are
some suggestions for you to
consider.
1.

2.

3.

4.

The impact of bringing
expenditure into this
financial year, or deferring
to the next, can have a
significant impact on your
tax position and
financial results.

5.

6.

Maximise and use of
all allowances, credits
and exemptions you are
entitled to, for instance,
capital allowances can
7.
represent a valuable
tax deduction for your
business. They can
be claimed on a wide
variety of capital assets
including plant, machinery,
equipment, fixtures
& fittings and vehicles.
Timing of expenditure
should be considered
carefully.
If you are thinking about
selling a business asset
and a gain is likely to
accrue – before you
do, make sure you tax
advantage the sale.
For instance, tax due
on an asset sale can be
delayed by reinvesting
the proceeds in another
qualifying asset.
Research & Development
is another very valuable
tax relief available to
businesses involved
in qualifying projects.
Business involved in
developing new products,
processes or services
or enhancing existing
products may qualify for
additional relief. Check out
the position as you might
be surprised what can
qualify and how much it
could be worth to you.

8.

Any dividends you currently take
in excess of the £2,000 dividend
allowance will attract an income tax
liability. Any dividends above that
threshold but still in the basic rate
tax band will be charged at 7.5%.
Those in the higher rate band will
be charged at 32.5%, and those in
the additional rate band at 38.1%.
If you haven’t already considered
changing the way in which you
balance your income and dividend
payments, please get in touch to
discuss your options.
Contributing to a pension is
an opportunity to benefit from
tax relief. Company pension
contributions can also be used to
reduce dividend tax liabilities by
taking advantage of the tax relief on
contribution.
Although not specifically a tax
planning issue, there are a range
of private and public sector grants
available to businesses at all stages:
pre-start, start-up, early stage
and those looking to scale up to
achieve their full potential. If you
are creating jobs, safeguarding
jobs, developing new products,
services or processes or undertaking
R&D in 2018-19 then it is worth a
conversation with us to find out
if your project will qualify for any
grants or incentives.
Making improvements to how you
manage the business finances and
record keeping can also improve
profitability and cash flow. So make
a resolution for 2019 especially if
you will be using the Making Tax
Digital system from 1 April 2019
to investigate a cloud accounting
package. www.maco.co.uk/cloud

Tricia Halliday, Director
patricia.halliday@maco.co.uk

Making Tax Digital
(MTD) April 2019
Deadline
If you will be using the MTD system
next year, you must use approved
accounting software which will enable
you to send regular updates to HMRC.
You should check with your existing
software supplier if they will be MTD
ready, or get in touch with us to
discuss your options.
From 1 April 2019, all UK businesses
that are VAT registered and above the
£85,000 VAT threshold will be required
to maintain a digital record of their VAT
transactions and submit VAT returns to
HMRC using MTD compatible software.
Businesses that are VAT registered but
fall below the VAT threshold will not
have to register for MTD just yet and can
continue to submit their VAT returns to
HMRC as normal until April 2020.
If you will be using the MTD system next
year, you must use approved accounting
software which will enable you to send
regular updates to HMRC. If you haven’t
already done so, you should contact your
existing accounting software supplier to
find out if they will be MTD approved
before the deadline. If you are using
basic spreadsheets at the moment, you
should get in touch with us to discuss a
MTD-compliant alternative.
Keeping digital records will not mean
businesses are required to use digital
invoices and receipts but the actual
recording of supplies made and received
must be digital. It is likely that third party
commercial software will be required for
those not using MTD-compliant software
come April next year. Software will not
be available from HMRC. The use of
basic spreadsheets to store your records
and manually entering and/or tweaking
your submissions in HMRC’s website will
also not be an option from 1 April 2019.
Moving to MTD-complaint software in
advance of the deadline, or appointing
an agent who is MTD-ready to
submit returns on your behalf, will set
your pharmacy in good stead when

Are you ready?
other taxes, such as Income Tax and
Corporation Tax, fall within the MTD
programme over the next couple
of years.
The best time to make the switch to
MTD-compliant software will, in part, be
driven by your accounting year. If your
accounting year follows the tax year and
ends in March 2019 with your quarterly
VAT returns following the calendar
quarters March, June, September and
December, you will need to MTD ready
by 1st April 2019 as any transaction
which takes place on or after this date
will be included in your June 2019 MTD
VAT submission.
If your accounting year ends on a
different date (e.g. 30th November), you
should consider switching software as
soon as you can, in this instance from
1st December 2018. If you begin a new
accounting year without a MTD solution
in place, you may find that you will have
to switch accounting systems part-way
through an accounting year which can be
done but is best avoided.
If you are having trouble understanding
your options and what you need to do
get MTD-ready, get in touch and we can
chat through your options.
Find out more about MTD for VAT,
the impacts and what you need to
do to prepare for 1 April 2019 at our
MTD seminar on 5 December 9.00am
MACO offices. Book your place by
emailing megan.houston@maco.co.uk

Mark McRae,
Director
mark.mcrae
@maco.co.uk

News on no deal
Brexit for VAT
It has been confirmed that the UK
VAT system for domestic transactions
will continue in the event of the UK
leaving the EU with no deal in March
2019.
The government has published a
guidance note which confirms some
details of what will happen in the event
of a ‘no deal’ Brexit. The note confirms
that VAT for UK domestic transactions
will remain unchanged, but businesses
will have to treat imports from EU
countries like current third, non-EU
countries, which could mean changes to
IT systems and reporting processes.
An important, and welcome, clarification
is that importers will be able to account
for import VAT on their VAT return rather
than having to pay up front. This prevents
a situation where importers would have
been forced to pay VAT before having a
chance to sell their goods. Interestingly,
this new system will also apply to imports
from non-EU countries.
For exporters selling to the EU, a no deal
situation would mean distance selling
arrangements would no longer apply.
This would allow UK businesses to zero
rate sales of goods to EU customers.
Exporters will also no longer need to
complete an EC sales list, but will need
to retain evidence of goods leaving the

UK. Import duties for EU countries may
be due at the border, applied on an
individual basis.
The current place of supply rules will
remain in place, meaning businesses
selling digital products to non-business
customers in the EU will still need to
pay the VAT due in the relevant member
state. However, business won’t be able
to use the UK’s Mini One-Stop Shop
(MOSS) portal. Instead, businesses will
have to register for the VAT MOSS nonUnion scheme in an EU Member state
– and they can only register after the UK
leaves the EU.
The guidance note has been broadly
welcomed for providing clarity on the
effects of a no deal Brexit. We will be
available to help your business prepare
and adapt for whatever Brexit will bring
as more details are decided.

Iain Johnston,
VAT specialist
iain.johnston
@maco.co.uk

Be in control of your accounts
Financial & Tax Acuity

Check out our fixed price cloud accounting
packages with optional add on FD Services.

www.maco.co.uk
www.mafsltd.co.uk
www.maco.co.uk/cloud
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increase since 2006
(that’s the increase in the tax paid by
individuals who have breached the LTA)
In 2006/07 less than £10m in tax was paid
by savers who breached the Lifetime
Allowance (LTA), whereas Retirement
Advantage, now part of Canada Life,
recently obtained figures that highlighted
£110m in tax was taken from savers who
breached the LTA.

4.

5.

Why might this have happened, and how
can you prevent breaching the LTA and
receiving an unexpected tax bill from
HMRC?
1.

2.

3.

Check how much is in your pension
pot regularly. Many people are
unaware of exactly how much is in
their pension. The current LTA is
£1.03m and many people can be
surprised at how much their pot
has grown, especially if they haven’t
checked for a while.
You may be closer to the LTA than
you think. Some also think they are
further away from the LTA than they
actually are – typical examples we
come across are when employees
are making contributions beyond
the minimum, or they are receiving
matched contributions from their
employer.
DB schemes are valued at x20
your annual pension. Many defined
benefit (DB) scheme members are
unaware that their pension is valued
at 20 times their annual pension for
LTA purposes.

Greig McGarvie, IFA, MAFS Ltd.
gmg@maco.co.uk
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6.

DB to DC transfers can also
breach the LTA. If you have a DB
pension and transfer into a defined
contribution (DC) arrangement,
the transfer value can also result in
breach of the LTA.
Regularly check the value of your
investments. Your investments
may have performed better than
you expected, which again could
put your over the LTA. So best to
keep a regular eye on performance
– your financial adviser should also
be keeping an eye on this for you
too, so do ask him/her about the
potential risk of a breach this year
and ask them to set up monitoring
alerts on your portfolio as a belts
and braces approach.
You may think you have opted
out, but you could have been
re-enrolled. You may have opted
out from your workplace pension
to protect your investments and
savings from a LTA tax charge,
however, under the new Autoenrolment rules, employers are
required to re-enrol employees
every three years. Keep an eye on
this, as even if only one payment
is made it could undermine your
protection strategy.

Start with a

Junior ISAs (JISAs) have continued to
grow in popularity, with the number
of accounts increasing from 794,000 in
the 2016–17 tax year, to 907,000 during
the 2017–18 tax year, figures from HM
Revenue and Customs (HMRC) have
revealed. The amount held in stocks and
shares JISAs went up from £1.37bn to
£1.85bn in 2017–18.

And another 			
According to figures from HM Revenue
and Customs, Inheritance Tax (IHT)
revenues are up again, with £5.2bn
being paid in the 2017–18 tax year. This
increase comes despite the introduction
of the residence nil-rate band in 2017.
With more families falling into the IHT
bracket, campaigners are hoping that
the current review by the Office of Tax
Simplification, will pave the way for a
simpler and fairer system.

Ian Finch, Director, MAFS Ltd
ian.finch@maco.co.uk

7.

The LTA will be tested when you
reach 75. Whether or not you
take money from your pension, a
check will be made once you reach
75 against any unused funds or
undrawn entitlements.

When you take benefits from registered
pension schemes, known as crystallising
benefits, you will use up a proportion
of your LTA. If you take more benefits at
a later date, the additional benefits are
tested against the remaining proportion
of the LTA.
The key issue for clients to remember
is that an additional tax charge is
only deemed to be a ‘penalty’ if the
net benefit received from saving and
investment strategy wasn’t worth it.
Opting out of a particular strategy (e.g
topping up your pension pot above the
LTA limit), to avoid a tax charge is a bit
like choosing not to purchase a tank of
petrol because fuel duty has increased.

JISAs are held in your child’s name
and provide a tax-free way to save
for your child until they are 18. You
can contribute up to a total of £4,260
during the current tax year.
The value of investments can go down
as well as up and you may not get back
the full amount you invested. The past
is not a guide to future performance
and past performance may not
necessarily be repeated.

With parents often looking to fund
house purchases for their offspring, the
7-year rule that means transfers become
exempt for IHT purposes after that
time, is integral to tax planning.
The low amount of £5,000 that can be
given away to children upon marriage
should be a prime candidate for
overhaul; so too should the annual taxexempt gift allowance of just £3,000.
Many believe that a positive step would
be to remove the overly-complicated
residence nil-rate band. In the
meantime, whilst we’re awaiting the
outcome of the review.

What assets can be passed on
free of IHT?
Everyone has a nil-rate band enabling
them to pass £325,000 of assets
tax-free. Most gifts made more than
seven years prior to death are also
free of IHT, as are gifts made between
married couples and civil partners.
Additionally, the residence nil-rate band
rises annually, reaching £175,000 in the
2020–21 tax year.
There’s a £3,000 gifting allowance each
tax year (if unused, this can be carried
over for one year). Wedding and civil
partnership gifts are exempt, up to
£5,000 to a child, £2,500 to a grandchild,
or £1,000 to anyone else. Gifts of up to
£250 per beneficiary per tax year are
exempt, provided the recipient hasn’t
received part of the £3,000 allowance.
Regular gifts from income can be
exempt in certain circumstances. There
is normally no IHT payable on gifts
to charities or larger political parties.
Pensions are not usually counted as
part of an estate for IHT purposes,
though other taxes may apply in some
circumstances.

Pension
transfers
skyrocket

introduced by pension
flexibilities, which can make
the traditional defined benefit
scheme look outdated and rigid.
The significant sums involved:
the average transfer last year
amounted to £226,000.
•

There was a dramatic increase in the
value of number of transfers out of
defined benefit (usually final salary)
pension schemes in 2017.
A recent Freedom of Information
(FoI) request to the Financial Conduct
Authority (FCA) revealed that the
£20,800 million was transferred
last year, up from £7,900 million in
2016. There were 92,000 transfers,
compared to 61,000 in 2016.

pours in from IHT

Employers quietly welcoming
transfers as a way of reducing
their pension scheme
liabilities, which have grown
rapidly because of ultra-low
interest rates and improving
pensioner lifespans.

•

The proportion of defined benefit
schemes closing to existing
employees steadily increasing,
leaving more people with
preserved pension benefits, even
if they have not changed jobs.

•

Since 2009, investment markets
being generally benign or
buoyant, helped by the same

Why has this happened?
•

A growing awareness of
the planning opportunities

The complexity of IHT rules may have
played a part in individuals not making
use of the allowances available to them.
There are many ways to reduce overall
estate liabilities, such as lifetime gifts,
business property relief, EIS investments
and AIM investments. The rules are
extremely complex, and financial advice
is strongly suggested, in conjunction
with seeking advice from your usual tax
adviser at Martin Aitken & Co.
Get in touch to arrange an IHT review
with me and your financial adviser.

Derek Hanlan,
Associate Director
derek.hanlan@maco.co.uk

economic measures that have
pushed, and held, down interest
rates. The absence of any major
market declines has reduced
the visibility of one of the major
transfer risks: exchanging a quasiguaranteed benefit for one reliant
on investment performance.
A transfer can be the right choice in
certain circumstances, but there are
sound reasons why the FCA continues
to require advisers to start with the
assumption that a defined benefit
pension transfer will be unsuitable.
If you are considering transferring
any of your existing pension
arrangements, please make sure you
talk to us before taking any action.
A transfer out of a defined benefit
scheme is nearly always a one-way
ticket and you need to be sure you
fully understand the pluses and
minuses of the destination before the
journey begins.
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Can a revised tax system re-balance
intergenerational fairness?
A new report has proposed taxing the
baby boomers to help resolve major
issues around intergenerational fairness.
The report, published by the
Intergenerational Commission, offers ten
policy recommendations which would
represent a radical overhaul of the UK
tax system.
Examples include replacing inheritance
tax with “a lifetime receipts tax that
is levied on recipients with fewer
exemptions, a lower tax-free allowance
(£125,000) and lower tax rates (20% and
30%)”, and replacing council tax with
a “progressive property tax” levied on
owners rather than occupants, with a
marginal rate of 1.7% on property value
over £600,000.
The Commission was set up by the
Resolution Foundation to examine
the issue of fairness between the

generations, and has been examining
whether the baby boomer generation
(1946-1965) has left generation X (19661980) and the millennials (1981-2000) to
pick up the bill.
Their report found the post-war
generation has the advantage, based
on a range of measures including
home ownership, earnings progression,
personal debt and pension wealth.

This was reported the day before the
Commission’s report was published and
Jeremy Hunt, the Health and Social
Care Secretary, was quoted as favouring
the idea. The Commission’s report
went further, proposing that NICs also
be charged on private pensions, at a
reduced rate.

As with most think tank reports, this
grand plan is unlikely to be put in place.
However, some of the proposals could
see the light of day, as ministers look for
solutions to the problem.

One point the report makes, which
is supported by many other research
bodies, is that the ageing population will
require more government expenditure on
health and social care. The Commission
wants that cost to be borne by those who
receive the benefit, but politicians may
not agree.

One such example was an idea to
generate extra funding for the NHS
by extending national insurance
contributions (NICs) to people working
beyond state pension age.

Either way, the message is that if you
are hoping for tax cuts, they are unlikely
to come from the government. Taking
control of your own planning for your
later years is a more sensible option.

Be in control of your accounts

Check out our cloud accounting packages
with optional add on FD Services.

www.maco.co.uk/cloud
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