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Date: 27 June 2007 
Dear Costas,

Small Self Administered Scheme 

I refer to our telephone conversation on Monday and the sale of land with the borrowing that is presently in place. I think it would be helpful if I clarify my approach to this matter.
Ordinarily, if one sells an asset to another (that includes a pension scheme) the amount paid is the sum net of any borrowings or charges placed on the asset. However, new rules allow some flexibility in the transaction – I quote:

A debt may be created which has not arisen through the lending of money. For example, a scheme may sell or purchase an asset to or from a scheme member but may not pay for the asset straight away. There has been no lending of money by either party but a debt has been created. 
At all times the transaction must be arms length and properly recorded.
The structure that I have tried to put in place for you is to take advantage of this very peculiar aspect of pension rules and allow both the sale of land to your pension scheme and apply the debt rules as highlighted above. The effect of this would be for the scheme to purchase the land with the borrowing attached - you would repay to the scheme bank account the borrowed amount at normal commercial terms. The Scheme would use that money to pay to the lender. You may obtain tax relief on your personal payments since the rules treat those payments as pension contributions as they do not fall into the excluded categories.
This is highly complicated but long term tax efficient. There are no guarantees that the Inland Revenue would agree to this structure, however no client I have ever advised has had a transaction declined which has been submitted to the Revenue.  There is always a first time and if you feel more comfortable with the conventional route then you have two simple choices to make:

Option 1. The pension scheme purchases one plot of land from you net of 50% of the borrowing. On the figures you provided to me last week, this would amount to the following payment to you:

Euros 675,000 @ .672755.. GBP = £454,109.29 / 2 = £227,054.64 

less 50% borrowing = £113,527.32
The borrowing repayments are met from future Company pension contributions paid into the Trustee bank account. 

Option 2. The pension scheme purchases one plot of land Plot B) from you for full value and the borrowing is taken on wholly by you personally – albeit earmarked against the plot A. This assumes that the value of the plot A matches the borrowed amount, if it does not that you must make good the shortfall. An agreement to this effect is made between you and the scheme. The amount paid to you would therefore be:
Euros 675,000 @ .672755.. GBP = £454,109.29 / 2 = £227,054.64.  

In this instance the scheme would have no borrowing. 

Once you have decided which option you feel most comfortable with we can immediately arrange for the corresponding payment to be drawn from the Trustee bank account. 

I am sorry that you feel that this has been un-necessarily protracted but I have aimed to:

1. Establish for you a pension scheme that is tax exempt and you have complete control of. 

2. Ensure that the Legal & General Investments are transferred into the new scheme in a manner which is acceptable to Legal & General. (Insurers can block a pension transfer).

3. Structure the purchase of land having explored the most tax efficient options in the new tax regime. 
Yours sincerely

Gavin McCloskey

For Pensionpractitioner.com  
