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  Date: 10 March 2008
Dear Mukesh,

HONEYCITY EXECUTIVE PENSION SCHEME

Further to our recent meeting, I set out below a route for you to reduce your personal tax costs, whilst avoiding a cash contribution to your SSAS via your commercial property. 

This is a challenging case, the options available to you are many but I have narrowed them having regard to the following wishes:

· Minimise capital gains tax on eventual sale of the property

· Minimise the personal tax liability for the 07/08 fiscal tax year

· Provide a source of raising future finance

· Allow the property to be re-mortgaged without an assessment to stamp duty land tax

· Ensure that the proposed leverage can be met under current pension tax rules

In order for you to make a pension contribution you must have taxable pay from employment to qualify for tax relief. Therefore drawing dividend income does not qualify for tax relief for pension purposes. In the case of a Company making a pension contribution, your employment income is irrelevant, however I understand that your dividend and other income has pushed you to a higher rate tax bracket with an associated bill. 

You must therefore have your income paid under PAYE and make a partial in-specie pension contribution of the property to your SSAS, which would have the cumulative effect of giving you a lower overall tax liability. 

Pensionpractitioner.com is the trading name of Pension Practitioner.Com Limited
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VAT Registration Number: 894312018

HMRC Practitioner Registration Number: 00005886

I  have illustrated how this might work below:

Option 1

You contributed to Honeycity SSAS a share of the property for £100,000 gross
Step 1.

An in specie contribution is made for £88,000
Step 2.

Pension Practitioner .Com recovers from HMRC £22,000 under the relief at source method, following the £88,000 payment. 
Step3.

You recover 18% marginal rate relief on your tax return
Step 4..

The SSAS now owns part of the property worth £100,000. 
The table below breaks down the PAYE V Dividend cost implications
I understand that the Company pays corporation tax at the small company rate of 20% and have therefore grossed up the dividend income for the purposes of the illustration. Please note that this is only intended as a guide at this stage.
Dividend tax route 07/08 tax year assuming earnings of £100,000 to you
	Personal allowance

	£5,225

	
	

	Tax bands

	£34,600
	10.00%


	£3460


	
	 £60,175
           
	32.50%
	£19,556

	Tax credit
	
	-10.00%
	(£10,000)

	Total pay
	£100,000

	Tax to pay by you              

Tax to pay by Tom


	£13,016

	
	
	
	


	Small companies corporation tax rate 

	

	Grossed up dividend income
	£118,467

	Net dividend income
	£94,775

	Corporation tax on dividend income @ 20% 



	£23,692

	Cumulative tax liability by you and the Company



	£36,708


PAYE tax route 07/08 tax year assuming earnings of £100,000 to you, with £100,000 gross pension contribution by you to the SSAS.
	Tax free Allowances

	£5,225

	Total taxable
	£94,775


	Tax paid
	-£31,414


	National Insurance 
	-£3,912


	Annualised  net pay
	£64,674



	Employer NI
	£12,155


	Recovery of marginal rate relief
	£18,000


	Small companies corporation tax rate & contracted in employer rate band A


	

	Employer’s NI
	£12,155

	Cumulative tax & personal NI, less recovery of marginal rate relief



	£29,481


Whilst drawing income under dividends is usually results in a lower tax position, as demonstrated above declaring your income as PAYE, with a corresponding pension contribution will reduce the overall tax burden considerably. 
If you wish to get together to run through these figures one lunchtime this week, please let me know. 
Kind regards

Yours sincerely

Gavin McCloskey

For Pension Practitioner .Com 

