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Date: 11 June 2007 

Dear Julie & Guy,

Property purchase at The Old Printworks

Further to our recent meeting, I set out below my recommendation for the purchase of property at The Old Printworks. 

I have some concerns with the original proposal. The main problem is that the contribution of £200,000 by the Company to the scheme is difficult to justify for tax relief purposes based on the current salaries and ages of you both. There remains also the shortfall for stamp duty.  This would place further cash demands on the business/members and would not be wholly tax relievable. 

I have therefore considered a number of options to satisfy the following points which arose from our meeting: 

· Allow the business to acquire the premises most tax efficiently

· The transaction must allow for recovery of VAT

· The cash demands on the business should not exceed £200,000
· Give proposed members maximum control and flexibility regarding the operation of the scheme
· Ensure that the management of the property remains in the control of the members 
· The timescale on the entire transaction should be less than eight weeks

· Create no additional tax burden on the members or Company
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My recommendation is to establish two self administered schemes, one would operate under a discretionary trust. 

Julie Francis (JF) would be the sole member and trustee of one and Julie Cheetham (JC) and Guy McConnell (GM) would be co-members and trustees of the second (discretionary trust scheme). 

I have considered the costs of the Skandia SIPP for commercial property, this would be more expensive for JF than operating her own scheme. Skandia’s property transaction charges are not out of line with the industry average. There would also be reliance on a third party property administration team via the SIPP, which from my experience are not always flexible and efficient given the intended completion period. Further, if all of JF’s investments in Skandia are to be used for the purchase of the property, it serves no benefit to retain Skandia as an investment manager as they have no investments to manage. 

I recommend that the purchase of the property is undertaken in two parts. The steps are set out below:

1. Each employer creates a self administered scheme and registers for tax relief. 

2. Two bank accounts are opened for each scheme by the respective Trustees. 
3. The members funds are encashed and transferred into the respective pension cash accounts to fund the deposit (subject to investment advice).  

4. The schemes register for VAT under the flat rate scheme, creating a “profit” on the VAT cost. A separate account can be used for this purpose.
5. BURN makes a pension contribution of £137,900 to the Scheme general account – this is an unallocated fund. 
6. The Company meets stamp duty fees of £6,000 the balance is met by the schemes.
7. A commercial mortgage is obtained for £364,950.
8. The mortgage is split at the rate of £214,950 in favour of the scheme, £150,000 in favour of the Company. 
9. The owners of the property are the three trustees and BURN in the first year.  

10. BURN pays a discounted rent to the scheme, possibly also a rent free period given the necessity of some refurbishment. 

Part two

1. BURN’s share of the property is contributed to the SSAS in the next financial year. The value of this contribution is below £160,000 and as such no stamp duty arises on the payment. 

2. BURN makes a cash contribution to the scheme in the next financial year to balance out any borrowing limits exceeded. 
3. The rent is re-adjusted reflecting the change in status of the Company.
Each scheme now owns the whole of the (mortgaged) property, gains in the scheme are CGT free, investment income is tax exempt and the property may be disposed of at a further date to pay retirement income to the members. 

The benefits of this route over the original proposal are:

· BURN should obtain tax relief on the contribution of £137,900

· The cash demand on BURN is lower than under option one

· BURN would enjoy a lower rent in it’s first year

· There would be no compulsion to make the balancing contribution in the next financial year if BURN’s trading conditions did not allow it

· The use of a non-allocated general fund under discretionary trust gives JC the flexibility needed for personal planning

· The overall transaction costs are kept low through this route. The cost for the property purchase via two small schemes would not exceed £600 – this equates to a maximum of £200 per member. The cost of pension transfers would not exceed £250 per scheme transferred.
· There is no shortfall to find a 4% stamp duty cost.

· The member Trustees have greater control over the transaction and this reduces the reliance on third parties and any possible delays
The disadvantages over the first route are that:

· The transaction is carried out in two parts.

· The schemes/Company will incur some transaction costs next year.

· The Company will retain more cash in the business than originally provided for.
· JF will be required to have her own small scheme.

· A stamp duty cost of approximately £1,500 could arise if the property increases by more than 6% between now and the next company financial year. 

· There will be a higher mortgage repayment in the first year.
I attach a schedule of the figures in schedule form, please note that these calculations will change once the pension valuations are provided. These costs exclude the VAT charge of £140,140 i.e. value of the property plus stamp duty. I have intentionally included BURN in the transaction as the Company is VAT registered and a share of these costs will be automatically recovered. The pension schemes liability to VAT can be structured to meet the balancing VAT cost. My further advice on this will follow once the pension values are received. 

In summary, there will be a reduced initial contribution to the pension scheme by BURN, a share of the property will be owned by BURN, JF must have her own SSAS, the stamp duty costs tax deductible.  BURN will contribute the balancing property share to the pension scheme in the next financial year and the payment should qualify as a tax deductible business expense. A balancing cash payment may be required.
This transaction is quite straightforward but there are a number of strands to consider. I may need a further meeting to run through the processes with you. We will also need to detail a share of fund split between all the members. A final report (which covers these issues in depth) will be sent on receipt of the pension valuations. I have drafted a separate letter to Julie Francis regarding this matter but need to clarify some points with Nikki tomorrow. 
Much of the time I am out of the Office, may I suggest that you contact me on 0776 9685652 if you wish to discuss the contents of the letter, or would like me to pop by your Office in Richmond – I am happy to take calls out of normal office hours for Nikki’s clients. 
Yours sincerely

Gavin McCloskey

For Pension Practitioner .Com 


c.c. Nikki Spoor –White Hart Associates

	Option 1 - as originally proposed
	£

	Value of property
	770,000

	Stamp duty
	30800

	
	800,800

	
	

	Encashment of JF pension
	172,000

	Encashment of JC pension
	75000

	Encashment of GM pension
	45000

	Employer contribution
	200000

	Sub total 
	492,000

	Borrowing
	246000

	Total 
	738,000

	Shortfall 
	62,800


	Option 2
	Employer Share

£
	Pension Share

£
	Totals

£
	

	Value of property
	150,000
	620,000
	770,000
	

	Stamp duty
	6000
	24800
	30,800
	

	
	156,000
	644,800
	800,800
	

	
	
	
	
	

	Encashment of JF pension
	
	172,000
	172,000
	

	Encashment of JC pension
	
	75000
	75,000
	

	Encashment of GM pension
	
	45000
	45,000
	

	Employer payments
	6000
	137900
	143,900
	

	Sub total 
	
	429,900
	429,900
	

	Borrowing
	150000
	214950
	364,950
	

	Total 
	
	644,850
	644,850
	

	Shortfall (surplus)
	0
	-50
	
	

	
	
	
	
	

	Notes: 
	
	
	
	

	1. The borrowing amounts to: £364,950

2. The parties to the mortgage are: BURN & the Trustees

3. The pension scheme may have a separate agreement to the effect that Company's share of the property is equal to it's borrowing 

4. The Company can contribute the balancing share to the Scheme

5. The Company's contribution of the property may be tax deductible

6. The mortgage cost for a loan of £364,950 over 20 years amounts to £3000-£3300 per month based on HSBC rates; this is capital and interest repaid. 

7. The yield on a property valued at £770,000 is typically 6%, this equates to a rental sum of £3200 per calendar month. 
8. The Company owns 19% of the property and as such the rent paid by the Company would be reduced by 19%. 
9. An adjustment will be required on receipt of the pension valuations.




