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Now that all the decorations are put away and we are well into the new year, many of us will be taking
time to reflect on the past 12 months and to review our plans for the year ahead.
2016 was certainly a year of changes in the financial arena; some changes are already in place, but a
number are still to be implemented, particularly in the areas of pensions and taxation. As the new Tax
Year is just around the corner, now is the time to be making sure that you are aware of the impact some
of the new rules could have on your finances.
In this edition of our newsletter we consider Inheritance Tax planning, and some of the strategies you
might consider if this is a concern to you. We also explain the impact of the changes in pension annual
allowances, lifetime allowances and the reductions for high earners. Finally we take a closer look at
some year-end tax planning making use of business property relief and tax efficient investing. Business
Property Relief is to be known as Business Relief going forward but we will refer to it as Business Property
Relief (BPR) in this edition to avoid confusion with any other business based reliefs.
If you would like to discuss anything covered in this edition, or would like to find out more, we’d be
happy to hear from you. Just contact your adviser, or email us at info@beckfordjames.com.

Inheritance Tax
Your estate, including any gifts made by you, can
pass tax-free to a spouse or civil partner living
in the UK. This can give you a joint allowance of
£650,000.
From 6 April 2017 a family home allowance will
be introduced. This increases year on year to
£175,000 and is in addition to the £325,000, giving
an overall allowance of £1 million for a couple
by 2020/21 . This additional allowance is lost for
those with estates over £2 million.

Inheritance tax is often referred to as a voluntary
tax. Although it can be punitive there are a
number of exemptions and reliefs which, if used
appropriately, can significantly reduce or even
eliminate the charge for many people.
Inheritance Tax (IHT) is payable on death (or on
certain lifetime transfers) and charged at 40% on
all that you own over a threshold of £325,000. This
threshold is called the nil-rate band. (The tax rate
is reduced to 36% if you leave 10% or more of your
estate to charity).

IHT exemptions
There are exemptions and certain gifts get
favourable IHT treatment:
•
•

•

Charitable gifts made to a qualifying charity
during your lifetime or on death.
Potentially Exempt Transfers (PETs). If you
survive for 7 years after making a gift to
someone, that gift is generally exempt from
IHT.
Annual exemption – you can give away up to
£3,000 each year and you can use your unused
allowance from the previous year.

•
•
•

Small gifts – you can make small gifts up to
£250 to as many people as you like tax free.
Weddings and civil partnership gifts are
exempt up to a certain amount.
Regular gifts from surplus income after tax.

Reliefs may reduce the value of the gift/transfer
for IHT purposes by either 50% or 100% - 100%
relief effectively makes the assets exempt from
IHT. However, in order to benefit from this
favourable tax treatment these opportunities
are by nature more speculative and not suitable
for everyone. Specialist advice should be sought
before embarking on this route.
•

•

Business Property Relief - Most shares in
private trading companies or interests in
unincorporated businesses, either as a sole
proprietor or as a partner, will receive 100%
business property relief and so be exempt
from IHT.
Agricultural Property Relief - Agricultural
land, together with farm houses, cottages
and other farm buildings of ‘a character
appropriate’ to the agricultural land may

receive Agricultural Property Relief (APR)
either at 100% or at 50%.
What you can do?
It is likely Inheritance Tax will continue to affect
an increasing number of people. By acting early
enough there are actions you can take now to
mitigate the impact.
These include:
•
•
•
•
•

lifetime gifting to maximise the reliefs and
exemptions available to you
using Trusts
ensuring that you have a valid will
using life assurance to insure your potential
liability
investing into AIM portfolios or other financial
products such as EIS.

This is a potentially complex area and there is no
‘one size fits all’ solution. If your total wealth is
approaching or over £650,000 (£325,000 for a single
person) and IHT is a concern, then it is essential
that you take advice from a suitably qualified
financial planner, who will be able to assist you in
putting together an effective strategy.

Pensions
High Earners - Beware the annual allowance trap!
Key facts
•
•
•
•

The annual allowance will be reduced for individuals who have ‘adjusted income’ over £150,000
a year
The reduction in the annual allowance is not a flat rate but reduces by £1 for every £2 over £150,000
The maximum reduction is £30,000
The reduction does not apply to individuals who have ‘threshold income’ of no more than £110,000.

The tapering of annual allowance for high incomes
restricts pension tax relief by introducing a tapered
reduction in the amount of the annual allowance
for individuals with an adjusted income of over
£150,000 and a threshold income over £110,000.
Since 6 April 2016, individuals who have taxable
income for a tax year of greater than £150,000
will have their annual allowance for that tax year
restricted. It will be reduced, so that for every £2
of income they have over £150,000, their annual
allowance is reduced by £1. Any resulting reduced

annual allowance is rounded down to the nearest
whole pound.
The maximum reduction will be £30,000, so
anyone with income of £210,000 or more will
have an annual allowance of £10,000. High
income individuals caught by the restriction may
therefore have to reduce the contributions paid by
them and/or their employers or suffer an annual
allowance charge. However the tapered reduction
doesn’t apply to anyone with ‘threshold income’
of no more than £110,000. Clearly the definitions

deducting tax under PAYE. The other deductions
are things like trade losses, share loss relief and
gifts to charities. A full list of the deductions can
be found at s.23 of the Income Tax Act 2007.

of the two incomes are crucial to understanding
whether someone is affected by the tapered
reduction or not.
Adjusted income v threshold income
Both include all taxable income. So this is not
restricted to earnings: investment income and
benefits in kind such as medical insurance
premiums paid by the employer will also
be included. The difference is pretty simple;
adjusted income includes all pension contributions
(including any employer contributions) while
threshold income excludes pension contributions.
Unfortunately, HMRC’s definitions of adjusted and
threshold income tend to cause a bit of confusion
because they start with something called ‘net
income’. A common sense meaning of this would
be ‘income after tax’, but it’s not.
Net income in this context is all taxable income
less various deductions. The most important (or
at least the most common) of these deductions
are member contributions paid to an occupational
pension scheme, both money purchase and defined
benefit, under the net pay arrangement. This is
where the sponsoring employer of the pension
scheme deducts employee contributions before

However it all becomes a bit easier if we consider
taxable income from a more practical view point.
When someone says ‘I earn £x p.a.’, they don’t
usually mean that that’s the amount after the
deduction of net pay arrangement contributions.
We can therefore assume that when someone has
earnings of £160,000 and pays contributions of
£20,000 under the net pay arrangement, they’ll
state their earnings as £160,000, not £140,000. The
£160,000 includes the pension contributions.
This is therefore a good place to start for calculating
adjusted income (which includes pension
contributions). For threshold income, all member
pension contributions need to be deducted and
you wouldn’t add in employer contributions.
Example
Phil is a company director and sole shareholder of
his own company. His taxable income is £100,000
and he decides to pay an employer contribution of
£60,000 (using carry forward to avoid an annual
allowance charge).
His adjusted income is therefore £160,000 which
would on the face of it trigger a reduction of £5,000
in his annual allowance (half of the £10,000 excess
over £150,000).
However his threshold income is only £100,000 and
so the tapered reduction does not apply.
As we head towards the end of the tax year, if you
have any questions on your pension contributions,
please contact us.

Tax Efficiency
What a relief...!
There’s a well-known idiom in the case of financial
matters; ‘don’t let the tax tail wag the investment
dog.’ This is a common sense approach to make
sure you invest in the right areas for the right
reasons, rather than being seduced by secondary
benefits. But with reductions to the amount of tax
relief high earners receive in more conventional
planning such as pensions, other tax efficient

investments are being advertised as an attractive
alternative. Consequently the financial media
is currently awash with offers of tax efficient
investments, all expounding the benefits of
Enterprise Investment Schemes (EIS), Venture
Capital Trusts (VCT), Seed Enterprise Investment
Scheme (SEIS) and Business Property Relief (BPR)
based plans.

Valuable opportunities
So what are the attractions? The reality is that it
is a mixture of potential returns and tangible tax
reliefs. Some market leading VCTs have generated
tax free returns in excess of 100% over the last five
years. But detailed scrutiny is an absolute must to
ensure you know what you are investing in and
what the potential risks might be.
First of all, the use of these investments and
associated reliefs are legitimate tax planning
strategies, being incentives created by the
government to support smaller businesses. In
1994 the first Enterprise Investment Scheme was
launched, in 1995 the first Venture Capital Trust.
They were developed to help smaller businesses
access development capital, where it was not
available through more mainstream channels such
as bank lending. In return for supporting smaller
business investors are given tax relief, provided
the investment stays for a qualifying period.
This market is now over two decades old and
the current range of opportunities is substantial.
Investors should be comfortable to invest in
smaller companies but should also be aware of
the potentially increased risk that goes with this
sector, in order to benefit from these reliefs. EIS
and VCT benefit from 30% income tax relief (50%
for SEIS). VCTs have tax free dividends and gains
free of Capital Gains Tax (CGT) after 5 years whilst
EIS offer CGT deferral as well as CGT free growth.
The use of BPR plans often focuses on Inheritance

Tax planning (IHT) and with the growth in the
value of homes, the number of estates now caught
in the inheritance tax trap is at an all-time high.
Where the use of a trust may be inappropriate,
investments that benefit from Business Property
Relief can help to reduce the IHT liability whilst
still retaining capital access where it may be
needed in future.
As mentioned earlier, the tax reliefs can look
attractive but the underlying investment strategy
will be as varied as there are different types of
businesses to invest in, so scrutiny is needed.
Whilst some products are open year round
(evergreen), others are only available in small
tranches, and if suitable, quick action is needed to
capture the best opportunities.

HMRC Notification
We will be writing about this more formally, however, please note that from 2016, HM Revenue &
Customs (HMRC) is getting an unprecedented amount of information about people’s overseas accounts,
structures, trusts, and investments from more than 100 jurisdictions worldwide, thanks to agreements to
increase global tax transparency. This gives HMRC unprecedented levels of information to check that,
as in most cases, the right tax has been paid. If you have already declared all of your past and present
income or gains to HMRC, including from overseas, you do not need to worry. But if you are in any
doubt, HMRC recommends that you read their factsheet to help you decide what to do next.
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