Feature VCT EIS

30% on 20% on
investments up to investments up to
£200,000 per tax £500,000 per tax
year year

Maximum income
tax relief on initial
investment

Minimum holding
period to avoid tax | 5 years 3 years
relief clawback

Tax-free (but no
reclaim for tax
credits) within

Taxable (but profits
usually retained,
not distributed)

Dividends

relief .
ownership

£200,000 limit
Capital gains on Nil within Nil (except for
proceeds £200,000 limit reinvested gain)
Gains may be
CGT reinvestment reinvested in an EIS
9 None up to three years
relief
after realisation or
one year before
IHT business assets Usually available
None after two years of

The EIS capital gains tax reinvestment relief is now more
valuable, given the increased rate of CGT. However, the
three year timeframe for earlier gains needs to be treated
with caution: there is little point in deferring gains taxable
at 18% if they subsequently suffer tax at 28%.

VCTs and EISs are both high risk investments in very small
companies and should only form a small part of a well
diversified investment portfolio. The high risk involved is
the main reason why the Government is prepared to offer
such generous tax reliefs.

ACTION

You need to start taking action as soon as possible if you
think any of the year-end planning opportunities described
above could be relevant to you. While Easter comes after
the end of the tax year, Budget Day (23 March) is not too
far away.

The value of tax reliefs depend upon individual circumstances
and tax rules may change. This newsletter is provided strictly for
general consideration only and is based on our understanding

of law and HM Revenue & Customs practice as at January 2011
and the contents of the 2010 Comprehensive Spending Review.
No action must be taken or refrained from based on its contents
alone. Accordingly no responsibility can be assumed for any loss
occasioned in connection with the content hereof and any such
action or inaction. Professional advice is necessary for every case.
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Employment Of Your Spouse/
Partner

The general thrust of last June’s Budget was to increase
taxes, the recent rise in VAT and higher national insurance
contributions from April being prime examples. However,
the June Budget was not all tax hikes. At the lower end of the
income scale, two important tax reductions will take effect
from 6 April 2011:

> The personal allowance will rise by £1,000 to £7,475.

> The starting point for employee national insurance
contributions (NICs) will rise from £110 a week to £139
a week. For the self-employed, Class 4 contributions
will start at profits of £7,225 rather than the current
£5,715.

The changes make it all the more attractive to employ
your spouse/partner in your business if you are able to do
so. The employment must be genuine and the rate of pay
justifiable.

The immediate financial benefits of such an arrangement
can be significant, as is well known.

But there are also potential long-term benefits:

> In the case of a spouse/partner earning up to the NIC
limit neither the employer nor the employee pay any
NICs. The employee will, however, accrue entitlement
to basic state pension and State Second Pension (S2P).
With only 30 qualifying years now needed for a full
basic state pension, for many people with career breaks,
each year’s employment has become more valuable.
Each year’s employment could earn a spouse/partner as
much as £5 a week in state pension entitlement.

> The employer should consider supplementing the
employee’s state pension benefits by setting up and
contributing to a pension arrangement for them. This
would normally reduce his taxable (and NIC-able)
profits further, so each £1 of contribution would only
cost them 58p.

ACTION

If you could employ your spouse/partner but currently do
not, consider whether to do so. If they are already in your
employ, you may want to increase their pay for 2011/12 to
reflect the new tax and NIC thresholds.

If you would like to learn more about providing a
pension for your most valued employee,
please talk to us.

TEL: (01784) 437611
FAX: (01784) 438295
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YEAR-END PLANNING SEASON

After the brutal and early start to winter, you are probably looking forward to the warmth of Spring.
In 2011 the Spring equinox will arrive on 20 March, three days before Mr Osborne’s Spring Budget.
That means your 2010/11 year-end tax planning is probably best completed well before the tax
year’s official end on Tuesday 5 April. The Chancellor’'s second Budget is not expected to be as
painful as last June’s. The first Budget following an Election — and furthest from the next trip to the
polls — is generally when most of the unpleasant work is done, as Mr Osborne demonstrated.

Nevertheless, the June 2010 Budget and its March predecessor both impact on the checkilist for
year-end planning in 2010/11. Indeed the changes announced in both Budgets will take a few years

to work through the system.

National Insurance
Contributions

From 6 April 2011, all of the main rates of national
insurance contributions (NICs) will rise by 1%, making
the primary (employee’s) Class 1 rate 12%, the secondary
(employer’s) Class 1 rate 13.8% and the self-employed
Class 4 rate 9%.The reduced employee and self-employed
NIC rates, normally applicable on earnings above £42,475
in 2011/12, both double to 2%. There will be increased
starting thresholds for all NICs, mainly aimed at reducing
the impact of the higher rates on low earners.

If you are employed and have the option of receiving a
bonus or other earnings before 6 April 2011 rather than
on or after that date, it could be worth accelerating the
payment to avoid a higher NIC bill for you and your
employer. However, be careful that the extra income does
not push you into a higher tax band.

If you are self-employed, your scope to sidestep higher
NICs is more limited. Provided that your business year-
end is before 6 April, you may be able to bring forward
profits or defer allowable expenditure to boost your
2010/11 earnings.

Pensions

Major changes are being made to the tax regime for
registered pension schemes. Firstly, the Government

has announced new rules that will reduce the annual
allowance and lifetime allowance — this will affect the
amount of tax relievable contributions that can be made to
a registered pension scheme. Secondly, the Government
has confirmed that the so-called requirement to annuitise
benefits at age 75 will be removed from 6 April 2011.

Annual And Lifetime Allowance

The main changes that apply from 6 April 2011 are
as follows:

> The annual allowance will be reduced from £255,000
to £50,000.

> Where contributions for an individual exceed the annual
allowance in a tax year, they may be able to avoid
any charge by taking account of any unused allowance
in the three immediately preceding tax years using a
new form of carry forward relief. For the purpose of
calculating any unused annual allowance in tax years
2008/09, 2009/10 and 2010/11, it will be assumed that
the allowance for those years was £50,000 (even though
it ranged from £235,000 to £255,000).




Carry forward from an earlier tax year can only also be
used where it has not been exhausted in a subsequent tax
year.

> There will be no cap on the rate of pension tax relief,
ie. 50% relief continues to be possible in appropriate
circumstances.

> The standard lifetime allowance (LTA) will be reduced
from £1.8 million to £1.5 million from 6 April 2012.

From 6th April 2011 the so called ‘compulsory
annuitisation” of pensions at age 75 will be abolished and
other significant changes to the Income Drawdown regime
will be introduced.

1. No requirement to purchase an annuity by age 75

The removal of the requirement to purchase an annuity
by age 75 was announced in the Emergency Budget in
June 2010.

It is proposed that from 6 April 2011 both tax free cash
and an annuity may be taken from pensions with no upper
age limit applying.

2. Capped Drawdown

Capped drawdown will replace USP (formerly known

as Income Drawdown) from 6th April 2011. Although
different withdrawal limits for different ages was
considered, the Government has proposed that the
withdrawal limits range will change to a single limit
range of 0% - 100% of the value of a comparable annuity
(compared to 0% - 120% for USP currently).

For individuals already taking the maximum income from
their Income Drawdown arrangements this may well result
in a reduction in future income.

The limits will apply to existing USPs from the next review
following 6 April 2011.

Reviews for those age 75 and over will continue to be
required on an annual basis. For existing USP holders,
however, the reviews will change from every five years
to every three years. The new three year reviews will
commence from the date of the next review.

3. Flexible Drawdown

Flexible drawdown is a new option that may allow a
limited number of individuals to draw down more than the
capped annual limit. Tax free cash will still be available
and the remainder of the fund may be taken as lump sums

taxable at an individual’s marginal rate. In order to access
flexible drawdown, individuals must satisfy the Minimum
Income Requirement (MIR). The purpose of the MIR is

to ensure that an individual entering flexible drawdown
has sufficient secure income to avoid subsequently falling
back on the State.

The MIR is to be set at £20,000 initially, and the level
of the MIR will be reviewed at least every 5 years. The
income that can be taken into account must normally be
payable for life, for example Basic State Pension, SERPS
and S2P, scheme pensions and pension annuities (both
level and increasing). This means that any earnings,
capital, or capped drawdown cannot be included in

the calculation, and the proposals specifically exclude
purchase life annuities. It is not anticipated that many
individuals will qualify for Flexible Drawdown.

The old rule used to be that a pension contribution made
by 5 April would save you income tax for that year. In
2010/11 that remains the general case, but the principle
has been complicated by a series of transitional rules and
the new £50,000 annual allowance, which will take effect
from 6 April 2011.

The lowered annual allowance will replace a current
‘special’ annual allowance of broadly £20,000 which
itself is being abolished from 6th April 2011. These
complex transitional rules could particularly affect you if
you have a gross income of £130,000 or more in 2010/11
or either of the two previous tax years.

The wisest solution is to speak to us before making any
pension contributions.

Individual Savings Accounts
(ISAS)

ISA contribution limits will be index-linked from 2011/12,
so this year’s limit of £10,200 (£5,100 in cash) will rise

to £10,680 (£5,340 in cash) on 6 April. As the ceiling
remains relatively modest and there are no carry forward
provisions, maximising your contributions whenever
possible is generally the best practice. With pension tax
reliefs being cut again (see above) and the top rate of CGT
now 28%, the tax shelter offered by ISAs has become
relatively more important. As a reminder, the four main
ISA tax benefits are:

> Interest is received free of UK personal tax in an ISA.

> There is no UK tax on dividends in a stocks and
shares ISA, although tax credits cannot be reclaimed.

> There is no capital gains tax on profits.

> ISA income and gains do not have to be reported on
your tax return.

With short-term interest rates still at historically low levels,
the tax benefits of a cash ISA are small.

While the ISA season will see variable rates of around
3% on offer for new savings, these rates almost invariably
contain a large bonus element which falls away after a
fixed period, typically 12 months. If you arranged a cash
ISA a year or more ago, it is worth checking what interest
rate your ISA is now earning - it could be 0.5% or even
less. If you rely on interest income, you might want to
consider a transfer to a stocks and shares ISA. You would
lose the security of a capital deposit, but your income
potential could increase significantly.

Inheritance Tax (IHT)

Before last year’s General Election there was the
possibility that the IHT nil rate band would rise to £1
million. The Coalition Agreement put an end to any such
hope, with George Osborne adopting his predecessor’s
plan to freeze the nil rate band at the 2009/10 level of
£325,000 through to 5 April 2015. With inflation still
close to 5% and unlikely to fall in the short term, the five
year freeze means that the impact of IHT will increase in
the coming years.

It therefore makes sense to review the extent to which
you use the three yearly IHT exemptions before 6 April:

1. The annual exemption. Each tax year you can give
away £3,000 free of IHT. If you do not use all of the
exemption in one year, you can carry forward the unused
element, but only to the following tax year, when it

can only be used after that year’s exemption has been
exhausted.

For instance, if you did not use the annual exemption in
the last tax year, 2009/10, you can still use it by 5 April
2011, but only once you have fully used the 2010/11
exemption. Thus a gift of up to £6,000 (£12,000 for a
couple) can escape IHT.

2. The small gifts exemption. You can give £250 outright
per tax year free of IHT to as many people as you wish,
provided that none of the recipients is also beneficiaries
of your £3,000 annual exemption. While the amount is
small, if you have enough children and grandchildren the
sum total of small gifts can still be more than the annual
exemption.

3. The normal expenditure exemption. The normal
expenditure exemption is the least understood, but
arguably the most useful of the yearly IHT exemptions. If
you make a gift that is regular, out of income (not capital)
and does not reduce your standard of living, it is exempt
from IHT, regardless of its size. So, for example, if you
decide to give away investment income which would
otherwise be reinvested, that gift should be covered by the
normal expenditure exemption.

Capital Gains Tax (CGT)

Capital gains tax underwent a metamorphosis in the June
Budget. The flat rate of 18% disappeared from 23 June
2010 and capital gains once again became taxable as the
top slice of income. For gains falling into the higher (40%)
or additional (50%) rate bands, the tax rate applied is
28%, while other taxpayers face an 18% rate. While the
rate applied is determined by when the gain is realised

in 2010/11, losses are not time sensitive and can be set
against any gains made in the tax year.

Fortunately, the annual capital gains tax exemption was
unchanged: it remained at £10,200. If you face paying
CGT at 28%, then the exemption is worth £2,856. As
2010 was a fair year for most stock markets, it is worth
reviewing your investment holdings to see whether to
realise any gains.

If you do crystallise some gains, be careful about also
realising losses before 6 April. Capital losses made in a
tax year — even the uniquely split CGT year of 2010/11 —
firstly have to be set off against gains made in the same tax
year, with any extra losses carried forward to future years.
If your gains alone would have been within your annual
exemption, the losses are effectively wasted.

Venture Capital Trusts (VCTs)
and Enterprise Investment
Schemes (EISs)

The continued attack on pension contribution tax relief
means that attention is increasingly focused on VCTs and
EISs. Neither offers full income tax relief, but the menu
of tax breaks is attractive compared to other types of
investment as can be seen in the table overleaf.




