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18 February 2008
Dear Michael, 
Tom Glanfield
Further to our recent meeting, I have assessed the pension options available to Tom and set out my findings below.
This is a challenging case, the options available to Tom 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 of the member for the 07/08 fiscal tax year

· Provide liquidity to the Company/Controlling Director as a source of raising future finance

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

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

If Tom takes the non pension route, he would retain the property in a taxed environment, his investment income is taxable and capital gains tax would arise on the disposal. I have noted that for the 06/07 year his liability is £26,882; we understand that a comparable personal tax liability may fall in the current year.

We believe that a tax registered scheme (Scheme) could be used to reduce the current and long term tax liabilities, Tom could also have complete control over the operation of the scheme. His cost of buying out Vicki could be reduced also. 
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Option 1

Vicki sells to Tom’s Scheme her share of the property for £100,000. Tom’s Scheme needs to raise £100,000 to pay Vicki. 
Step 1.

Tom makes a contribution of £88,000 into the Scheme, arising from a re-mortgage of £88,000, Vicki comes off the title deed and the Scheme replaces her.

Step 2.

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

As Tom’s scheme is occupational, we may be able to obtain 40%  tax relief at source under the net pay basis if other employees of Tom’s Company also have a net pay arrangement for any occupational scheme in force. If this is not the case then the contribution will be paid as relief at source. 

Step 3.

Tom’s Scheme pays Vicki £100,000. 

For Tom and the Company, the tax position would change as he is required to receive PAYE earnings of £100,000. The table below breaks down these costs.  

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 Tom

	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 Tom              

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 Tom and the Company



	£36,708


PAYE tax route 07/08 tax year assuming earnings of £100,000 to Tom, with £100,000 gross pension contribution by the member. 
	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


The recovery of £18,000 tax relief under top slicing, will allow Tom to recover £18,000 in taxation on his year end self assessment.
Option one will give rise to a lower overall tax liability than the dividend method in the current year. The cost to Tom to buy out Vicki will reduce by £22,000, the cumulative tax position on earnings of £100,000 will be £7237 less under the PAYE method for the 07/08 tax year.

Tom and the Scheme will be co-parties to the mortgage and any rent receivable by the Scheme in respect of Tom’s benefit will be deductible against corporation tax. The requirement for on-going PAYE income will not be required. 

Option 2

Under this option, Tom’s pension scheme purchases a share of the property from Tom equal to £100,000. This route could be efficient in that the Tom may receive an income with a commercial rate of interest over several years. 
Step 1.

Tom with the consent of the Scheme and Vicki re-mortgages the property for £300,000, Vicki comes off the title deed and the Scheme replaces her.
Tom: £300,000 (£200,000 as debt)

Scheme: £100,000 equity

Step 2.

Tom sells to the Scheme equity share of the property worth £100k via a Deed of Transfer. 

Step 3.

Tom pays Vicki £100,000 as settlement of her share of the property
Step 4.
The Scheme must pay Tom £100,000, this is repaid on commercial terms and is derived from future employer pension contributions paid to the scheme. The mortgage element is met by Tom. 
As no borrowing has taken place or loan made, a debt is deemed to have been created, provided that it is repaid on arms length terms it is not deemed a loan for the purpose of S162 (4) and (5) Finance Act 2004, nor does it constitute an unauthorised member payment. Tom will be subject to tax on the interest, you will need to consider the tax position on the disposal for CGT purposes. 
I am inclined to recommend option one as Tom’s cost of buying out Vicki will save him £22,000 at outset, the overall tax liability will be lower than the dividend route. Tom will need to provide us with a budget of circa £1200 for this project (options 1 and 2) as it cannot be covered in our annual administration fee, given the amount of work needed to achieve the desired result. If Tom wishes us to set up and tax register the SSAS for exemption, the cost for a one person scheme will be £750. You will be required to provide us with an annual statement of accounts, we will act as Practitioner for the annual administration of the scheme. 
Variations on these options may also arise, in particular Tom could make an in specie contribution of a further equity share in the next tax year arising from a deed of transfer and obtain further tax relief but I suspect that he will be happy with an initial saving of £22,000 in the current year. 
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 

