TA%aFe@’

Taxcafe.co.uk Tax Guides

How to Save Tax
2010/2011

By Carl Bayley BSc ACA



Important Legal Notices:

Taxcafe®
TAX GUIDE - “How to Save Tax 2010/2011”

Published by:

Taxcafe UK Limited

67 Milton Road

Kirkcaldy

Fife

KY1 1TL

Tel: (0044) 01592 560081
Email: team@taxcafe.co.uk

First Published, March 2002
Thirteenth Edition, July 2010

ISBN 978-1-907302-22-0

Copyright:
Copyright © Carl Bayley 2002 - 2010

No part of this publication may be reproduced or transmitted in any form or
by any means (electronically or mechanically, including photocopying,
recording or storing it in any medium by electronic means) without the prior
permission in writing of the copyright owner except in accordance with the
provisions of the Copyright, Designs and Patents Act 1988 or under the terms
of a licence issued by the Copyright Licensing Agency Ltd, 90 Tottenham
Court Road, London, W1P OLP. All applications for the written permission of
the copyright owner to reproduce or transmit any part of this Tax Guide
should be sent to the publisher.

Warning: Any unauthorised reproduction or transmission of any part of this
Tax Guide may result in criminal prosecution and a civil claim for damages.

Trademarks

Taxcafe® is a registered trademark of Taxcafe UK Limited. All other logos,
trademarks, names and logos in this Tax Guide may be trademarks of their
respective owners.

Disclaimer

Before reading or relying on the content of this Tax Guide please read
carefully the disclaimer on the last page which applies. If you have any
queries then please contact the publisher at team@taxcafe.co.uk.



Contents

Introduction

Chapter 1 Just How Much Tax Do We Pay?

Income Tax Rates

Employment Income
Self-Employment

Landlords

Investment Income

Interest and Other Savings Income
Dividend Income

Foreign Dividends

Investment Income: Summary
Pensions

Older Taxpayers

Investment Income Received by Older Taxpayers
Female State Retirement Age

Chapter 2  Future Tax Changes

Future Tax Forecasts

Employment Income

Self-Employment

Landlords

Investment Income

Forecast Income Tax on Interest Income

Forecast Income Tax on Dividend Income

Pensions

Older Taxpayers

Women Over Retirement Age

Planning for Tax Changes

When to Accelerate Income
e Those paying basic rate tax in 2010/11
e Those paying higher rate tax in 2010/11

Chapter 3 Investments That Will Save You Tax

Individual Savings Accounts (ISAs)

Child Trust Funds

Venture Capital Trusts (VCTs)

Enterprise Investment Scheme (EIS) Shares
Further Investment Limits

Friendly Societies

Receiving Interest Gross



Investment Bonds

Partnership and other Trading Losses
Film Relief

Lloyds Underwriters

Business Premises Renovation Allowances

Chapter 4 Pension Saving: How to Get a
Bigger Tax Deduction

Introduction and Warning

Pension Contributions

The Annual Allowance

Does the Annual Allowance Matter in 2010/11?
The Lifetime Allowance

Exceeding the Allowances

Tax Relief for Pension Contributions
Restrictions in Tax Relief

The ‘Anti-Forestalling’ Provisions
Adjusted Income

Multiple Charges

Higher Rates of Relief

Pension Contribution Guidelines 2010/11

Chapter 5 Tax Return Tips

Tax Returns

Tax Payments

The Self-Assessment ‘Double Whammy’

What If Income Reduces?

Self-Assessment and PAYE

Investment Income and PAYE

New Sources of Untaxed Income

Personal Pension Payments made directly by Employers

Chapter 6 Giving to Charity: Save Even More Tax

Gift Aid Donations

Higher Rate Taxpayers

Basic Rate Taxpayers

Starting Rate and Non-Taxpayers

Carrying Donations Back to the Previous Year
Further Benefits

Gift Aid and Pension Contributions

Gift Aid on Admissions to Museums, etc.

38

56

63



Chapter 7 Tax Tips for Business Owners 71
& Landlords

‘Family Allowances’

PAYE and National Insurance
Higher Salaries for Family Members
Year-End Planning

Accelerate or Defer
Income-Shifting

Chapter 8 Tax Tips for Company Owners 77

Corporation Tax Rates

Should Small Companies Accelerate Taxable Income?

Using Your Own Personal Allowance

Using the Basic Rate Tax Band — Dividends

Using Dividends to Avoid ‘Super Tax’

Dividends Paid to Spouses, Partners & Other Family Members

Chapter 9 Obtaining Tax Relief at More Than Your 82
Marginal Tax Rate

Detailed Example
Reducing Payments on Account

Chapter 10 The Pros & Cons of Company Cars 85

Practical Implications

Low CO2-Emission Cars
Alternative Fuels

Vans

Zero Emission Cars and Vans
Fuel Benefit

Multiple Tax Increases

Cars Not Available

Chapter 11 How to Increase Your Tax Credits 93

Tax Credit Claims
Provisional Claims
Tighter Deadlines to Come

Chapter 12 How to Pay Less Capital Gains Tax 95

The New Capital Gains Tax Regime
Utilising the Annual Capital Gains Tax Exemption



Explanatory Example

Further Annual Exemption Benefits

Bed and Breakfasting

Utilising Capital Losses

Entrepreneurs’ Relief

Enterprise Investment Scheme (EIS) Shares
Emigration

Chapter 13 How to Pay Less Inheritance Tax

Annual Exemption
Small Gifts Exemption
Habitual Gifts Out Of Income

Chapter 14 Tax Tips for Non-Domiciled Individuals

Opting Out

Overseas Income under £2,000

Overseas Income between £2,000 and £8,474
Overseas Income between £8,475 and £60,000
Overseas Income between £60,000 and £105,236
Overseas Income over £105,236

Capital Gains

Saving or Deferral?

Planning for Non-Domiciles

Couples

Chapter 15 Some Final Tax Tips

State Pension Entitlement
Civil Partnerships

Appendix A: Tax Rates and Allowances

Appendix B: Forecast Future Tax Rates
and Allowances

Taxcafe Question and Answer Service
Other Taxcafe Guides

Disclaimer

103

105

112

113

115

116

117

122



Introduction

Welcome to Taxcafe’s How to Save Tax 2010/2011, our
comprehensive guide to tax planning for the 2010/11 tax year, as
updated for the changes announced in the new Coalition
Government’s Emergency Budget on 22" June 2010.

This publication provides an overview of most of the major tax-
planning measures available to help the reader save tax in three
main areas: Income Tax, Capital Gains Tax and Inheritance Tax.
More detailed advice is available from our specialist tax guides,
available on the Taxcafe.co.uk website.

Many of the tax planning strategies outlined in this guide require
action by the end of the tax year on 5™ April 2011. Some of the
resulting tax savings will be immediate, other measures will bear
fruit later. The common factor in most cases is the need to take
action by a specific deadline, which will often be 5™ April 2011.

If you decide to follow some of the advice in this guide, remember
that you will need to allow time for professional advisers, banks
and other institutions to process your instructions. We
recommend that you take action sooner rather than later, where
possible.

Remember also that each person’s own situation is unique. Whilst
this guide is intended to be as helpful as possible, it is no
substitute for professional advice and we cannot take any
responsibility for any action which readers may take, or may
choose not to take, as a result of reading this guide.

The Current Tax Year

The current tax year runs from 6" April 2010 to 5™ April 2011. I
will generally refer to it as ‘2010/11".



Chapter 1
Just How Much Tax Do We Pay?

Before we get into the tax planning, it is perhaps worth stopping
to think just how much tax we are all paying.

The tax rates and allowances applying for 2010/11 are set out in
Appendix A. But what do all of these various rates, reliefs, tax
bands, etc. mean for the individual taxpayer?

The exact amount of tax which each individual will pay for the tax
year 2010/11 depends not only on the level of your income, but
also on the type of income. Each of us will have a different mix of
income types, giving us all a unique tax profile.

In this chapter, however, I will look at the simplistic situation
where we assume that the individual receives only one type of
income.

We will start by looking at the position for taxpayers under state
retirement age and then look at older taxpayers later.

Income Tax Rates

Most types of income are now subject to Income Tax at three rates:
20%, 40% and 50%. Interest and other savings income is also
subject to a ‘starting rate’ of 10%. Different rates apply to
dividends.

Where total income exceeds £100,000, the individual’s personal
allowance is withdrawn at the rate of £1 for every £2 of income
above this threshold. This generally creates an effective marginal
Income Tax rate of 60% on income between £100,000 and
£112,950.

The £100,000 threshold is based on ‘adjusted net income’: that is
taxable income less ‘grossed up’ gift aid and personal pension
contributions. This means that these reliefs are now worth a lot
more to people in this marginal tax bracket and we will return to
this point in later chapters.



Employment Income

In addition to Income Tax, employment income is also currently
subject to Class 1 National Insurance at a rate of 11% on earnings
between £5,715 and £43,875 and 1% on any further earnings
above £43,875.

The combination of Income Tax and National Insurance produces
effective total combined tax rates on employment income, as
follows:

First £5,715: Nil

£5,715 to £6,475: 11%
£6,475 to £43,875: 31%
£43,875 to £100,000: 41%
£100,000 to £112,950: 61%
£112,950 to £150,000: 41%
Over £150,000: 51%

In addition to these sums, the employer must also pay secondary
National Insurance Contributions at a rate of 12.8% on all
payments to employees in excess of £5,715 per annum.

Whilst this further charge is paid by the employer, it naturally
adds to the cost of employment. This in turn limits the level of
salary which the employer is able or willing to pay. Hence,
although only suffered indirectly, this further National Insurance
cost is, in truth, effectively borne by employees themselves.

Taking all of this into account, we see that the total tax suffered on
different levels of employment income for 2010/11 is as follows:

Income Income Employee's Total paid Employer's Total Tax
Tax NI by NI Suffered
Employee
£10,000 £705 £471 £1,176 £548 £1,725
£20,000 £2,705 £1,571 £4,276 £1,828 £6,105
£30,000 £4,705 £2,671 £7,376 £3,108  £10,485
£40,000 £6,705 £3,771 £10,476 £4,388  £14,865
£50,000 £9,930 £4,259 £14,189 £5,668  £19,857
£100,000 £29,930 £4,759 £34,689 £12,068  £46,757
£150,000 £52,520 £5,259 £57,779 £18,468  £76,247
£200,000 £77,520 £5,759 £83,279 £24,868 £108,147



Self-Employment

The self-employed pay Income Tax at exactly the same rates as
employees.

The National Insurance situation is, however, completely different.

Instead of Class 1 National Insurance at 11%, the self-employed
pay Class 4 National Insurance at the lower rate of 8§%.

There is no employer’s secondary National Insurance but, for all
self-employed taxpayers with annual earnings over the ‘small
earnings exception’ limit of £5,075, there is also Class 2 National
Insurance of £2.40 per week.

This time, the combination of Income Tax and National Insurance
produces effective total combined tax rates on self-employment
income, as follows:

First £5,075: Nil

£5,075 to £5,715: £124.80 (fixed cost)
£5,715 to £6,475: 8%

£6,475 to £43,875: 28%

£43,875 to £100,000: 41%

£100,000 to £112,950: 61%

£112,950 to £150,000: 41%

Over £150,000: 51%

Partnership trading income is also subject to exactly the same tax
regime. The total tax suffered on different levels of self-
employment or partnership trading income for 2010/11 is as
follows:

Income Income Class 2 NI Class 4 NI Total Tax

Tax Suffered
£10,000 £705 £125 £343 £1,173
£20,000  £2,705 £125 £1,143 £3,973
£30,000  £4,705 £125 £1,943 £6,773
£40,000 £6,705 £125 £2,743 £9,573
£50,000  £9,930 £125 £3,114 £13,169
£100,000 £29,930 £125 £3,614 £33,669
£150,000 £52,520 £125 £4,114 £56,759
£200,000 £77,520 £125 £4,614 £82,259



Landlords

If there is one great virtue which can be attributed to property
rental income, it surely must be the fact that it is generally exempt
from all classes of National Insurance.

Landlords receiving rental income only will pay Income Tax at the
same rates as detailed above for employment or self-employment
income, but have no National Insurance liabilities.

Investment Income

Investment income is also exempt from all classes of National
Insurance but is subject to a slightly different Income Tax regime
from earned income or property income.

For tax purposes, we must divide investment income into two
categories:

e Interest and other savings income not classed as dividends
e Dividends

Interest and Other Savings Income

The 10% starting rate of Income Tax was abolished for all other
types of income in April 2008, but continues to apply to interest
and other savings income not classed as dividends. This income is
therefore currently subject to Income Tax at four rates: 10%, 20%,
40% and 50%.

It is important to note that the 10% starting rate can only apply
where the taxpayer’s other income (excluding dividends) is low
enough to enable their interest and other savings income to fall
into the starting rate band.

Hence, individuals aged under 65 on 5™ April 2011 will generally
only be able to benefit from the starting rate band in 2010/11 if
their other income for the year (excluding dividends) is less than
£8,915 in total.



Subject to this point, the effective tax rates on interest and other
savings income for 2010/11 are as follows:

First £6,475: Nil

£6,475 to £8,915: 10%
£8,915 to £43,875: 20%
£43,875 to £100,000: 40%
£100,000 to £112,950: 60%
£112,950 to £150,000: 40%
Over £150,000: 50%

Dividend Income

For all dividend income, UK or foreign, the actual Income Tax
rates applying are as follows:

First £6,475: Nil
£6,475 to £43,875: 10%
£43,875 to £150,000: 32.5%
Over £150,000: 42.5%

However, in practice, the position is considerably more
complicated. For each 90 pence of dividend actually paid by a
company, a tax credit of one ninth, or 10 pence, is added. This
produces a ‘gross’ dividend of £1.

The recipient is then treated as having received a dividend of £1.
When calculating their tax liability, however, the taxpayer may
then deduct the 10 pence credit.

The practical upshot of all this is that when one looks at the tax
payable on the actual amount of dividends received, the effective
Income Tax rates on most dividends are actually 0%, 25% or
36.1%.

For dividends falling into the marginal tax bracket where the
individual’s personal allowance is being withdrawn, the effective
Income Tax rate depends on what other income they have in the
same year and ranges from 37.5% to 48.6%. For those with
dividend income only, the marginal tax rate in this bracket will be
37.5%.



The ‘grossing up’ under the tax credit system also has another
effect — it reduces the size of the tax bands by one tenth. This
produces the following effective tax rates for individuals receiving
dividend income only in 2010/11:

First £39,487.50: Nil
£39,487.50 to £90,000: 25%
£90,000 to £101,655: 37.5%
£101,655 to £135,000: 25%
Over £135,000: 36.1%

Foreign Dividends

Before April 2008, the one ninth tax credit described above did not
apply to any dividends received from foreign companies (i.e.
companies not resident in the UK).

Today, however, the tax credit also applies to all foreign dividends
except where the recipient individual owns 10% or more of the
share capital in the paying company and that company is resident
in a ‘tax haven’.

Investment Income: Summary

To summarise the position, the Income Tax suffered for 2010/11
on investment income is as follows:

Income Income Tax Suffered On:

Property Interest Dividends Tax Haven

Income Income Dividends*
£10,000 £705 £461 £0 £353
£20,000 £2,705 £2,461 £0 £1,353
£30,000 £4,705 £4,461 £0 £2,353
£40,000 £6,705 £6,461 £128 £3,353
£50,000 £9,930 £9,686 £2,628 £5,731

£100,000  £29,930  £29,686 £16,378 £21,981
£150,000  £52,520  £52,276 £30,752 £40,335
£200,000  £77,520  £77,276 £48,807 £61,585

* - Dividends from a shareholding of 10% or more in a company resident in a ‘tax
haven’

The tax applying to any foreign dividends is also subject to any Double Tax Relief
which may be available.



