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What does VAT apply to?
VAT is chargeable on the supply of goods and
services in the UK when made by a business
that is required to register for VAT.
A registered business must charge VAT on its
sales which is known as output VAT. There
are currently three rates of VAT which can
be payable on what are known as taxable
supplies. These are the standard rate of 17.5%,
the reduced rate of 5% and the zero rate.
The zero rate applies where the supply is
deemed to be subject to VAT but the output
VAT is charged at 0%, meaning that no VAT
is actually payable. The standard rate will
increase to 20% for supplies made on or after
4 January 2011 (see below).
However a business also pays VAT on the
goods and services it buys. This is known as
input tax.
If the output tax exceeds the input tax,
then a payment of the difference has to be
made to HMRC. This calculation is normally
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done quarterly. If input tax exceeds output
tax a repayment of VAT will be made. This
calculation is also done quarterly except that if
repayments occur regularly this can be done
monthly. Regular repayments would perhaps
apply where a business generally makes zero
rated supplies.
Supplies
Certain supplies of goods and services are not
subject to VAT at all and are known as exempt
supplies. A business that makes only exempt
supplies cannot register for VAT and will be
unable to reclaim any input tax.

Tax Tip
When you first register for VAT you can
reclaim input tax on goods purchased up to
three years prior to registration provided they
are still held when registration takes place.
VAT on services supplied in the six months
prior to registration may also be reclaimed.

As there are three rates which can be
applicable to taxable supplies, standard,
reduced or zero rated, it is important to identify
the type of supplies correctly and apply the
correct percentage of VAT.
Some input VAT is not reclaimable by a VAT
registered business. Two common examples
are VAT incurred on entertaining business
customers and VAT on the purchase of a car.
Do I need to register?
A business must register if its taxable supplies
exceed an annual figure, currently £70,000. If
taxable supplies are less than this a business
may still register voluntarily. So, for example, if
the business makes only zero rated sales, it can
still register and reclaim the input tax suffered.
Since 1 April 2010 all new businesses that
register for VAT and businesses already
registered with a turnover exceeding £100,000
have to file their VAT returns online. Additionally,
any VAT due will need to be paid online as well.
It is a stated HMRC intention that generally

all businesses will have to do the same from
1 April 2012.

Tax Planning

Tax Planning

VAT can affect competition. A plumber, for
example, who sells only to the general public,
will be at a disadvantage if he has to register
for VAT.

You should consider carefully whether to
register voluntarily. If the VAT at stake is
relatively small the responsibilities of registering
may outweigh the benefit.

This means that there is scope for charging
17.5% instead of 20% by advance invoicing
or payment.

He may have to charge up to 17.5% (20% from
4 January 2011) more than a plumber who is
not registered to earn the same profit.
On the other hand, if the same plumber only
works for other VAT registered businesses,
such as building companies, then it will not
matter if they are registered because the
customer will be able to recover the VAT
that is charged.
Indeed, in general, a business that
always sells to other VAT registered
businesses will normally register, even
if below the annual limit, because
then it can reclaim VAT on
purchases and expenses.
This will improve profit. This can
be especially relevant for new
businesses because there are
often high initial set up costs that carry VAT.
On the other hand registration comes
at the cost of having to meet onerous
record-keeping requirements, a need
to submit VAT returns on time and a
fundamental need to get it right!
Failure on any of these points exposes
the business to penalties which, in some
cases, can be substantial.

Change in VAT rate
The Chancellor announced in
the Emergency Budget that the
standard rate of VAT was
to increase from 17.5%
to 20% from 4 January
2011.This will mean that
most VAT registered
businesses will need
to exercise great care
when completing the
VAT return that spans
the changeover
date, and some will
need to apportion
their supplies
across the January
date.
The time of supply rules will
be of great significance, so a
clear understanding of those
will be vital to getting invoicing
right. Where an invoice is
issued before 4 January, or
payment is received, a tax point
will be generated, fixing the
applicable rate of VAT.

Whilst there is legislation in place to prevent
certain types of misuse of this process,
there are also opportunities for a number of
businesses and individuals.
This is demonstrated in the example below
so if you would like to discuss the best way
to approach invoicing across this period we
would be pleased to help you.
Example
A car dealer takes full payment on
30 December 2010 for a new car with a VAT
exclusive cost of £20,000 to be delivered
to his customer on 1 March 2011. VAT is
correctly accounted for at 17.5% amounting
to £3,500.
This is a saving to the customer of £500
(2.5% of £20,000) as the time of supply
would be treated as the payment date.

Practical Tip
There are various VAT schemes designed to
reduce administration and/or improve cash
flow for the smaller business so do contact
us for further information.

Working for Yourself
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Tax and Your Investments
Practical Tip
Interest paid to individuals by banks and
building societies will have tax deducted at
20%. If you do not pay tax you can sign a
form to have the interest paid gross. If you
have suffered tax but are not liable for it, you
can make a repayment claim.
Setting aside income in the form of savings
is important for us all, to provide for the
unexpected or to build up a nest egg that we
can enjoy in retirement. Given that the earnings
from which our savings come have already
been taxed, people often object to the fact that
any return they enjoy on their investments will
usually be taxed again.
In this section we consider what are the most
tax efficient investments to make.

Pensions
Pensions are one of the most tax efficient forms
of saving. A higher rate taxpayer can contribute
£100 to a registered pension fund at a cost of
only £60 and investment income and capital
gains will accrue within the scheme largely tax
free.
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An individual is entitled to tax relief on personal
contributions in any given tax year up to the
higher of 100% of earned income or £3,600
(gross).
The contributions are paid net of basic rate tax
and the pension provider will then recover that
basic rate tax from HMRC. Higher rate relief,
if appropriate, can be claimed from HMRC.
Contributions in excess of the individual’s limit
can be made into a scheme but the excess will
not attract tax relief.
An employer may make contributions to a
scheme and a deduction from profits may be
available to the employer.
Despite these generous reliefs there are
controls which serve to limit very high levels
of contribution. These are complex but, put
simply, they will give rise to a tax charge if
annual contributions result in an increase in
pension rights for a year of more than £255,000
(for 2010/11) or if the value of the fund when
benefits are taken is greater than a lifetime
allowance which, for 2010/11, is £1.8 million.
When the pension is taken, the fund is normally
used to buy a life annuity. Part of the fund,
normally 25%, may be used to take a tax free
lump sum.

Tax Planning
The Labour government had legislated for
its intention to restrict to the basic rate of
income tax relief on pension savings with
effect from 6 April 2011 for individuals with
income of £150,000 or more.
The definition of ‘income’ for this purpose
and the manner of withdrawing the higher
and additional rate tax relief would involve
complex procedures for those affected.
Detailed provisions are in place to prevent
individuals who are likely to be affected
by the change from making significant
additional pension contributions in the two
tax years up to April 2011 in anticipation of
the withdrawal.
However, the coalition government is looking
at simpler ways of achieving a similar
result with effect from April 2011 through
consultation with interested parties. This
may be achieved by reducing the annual
allowance from £255,000 to an allowance in
the region of £30,000 to £45,000.
If you think this may affect you please
contact us.

Tax free savings
Individual Savings Accounts (ISAs)
ISAs are free of income tax and capital gains
tax. There are maximum investment limits which
apply for each tax year but, over several years,
large investments can be built up. The ISA can
be in stocks and shares, or cash but most ISA
providers invest solely in stocks and shares.
Banks and building societies provide cash ISAs.

Individual Savings Accounts
2010/11
Overall investment limit
Comprising

£10,200

- cash up to

£5,100 max.

- balance in
stocks and
shares

Overall
£10,200
max.

Other tax efficient investments
The following investments work in varying ways.
You should consider your needs in detail before
entering into any commitments.
National Savings and Investment (NS&I)
There are a number of products, taxed in
different ways, but some, such as savings
certificates, are tax free.
Premium bonds
Another NS&I product, premium bonds, is tax
free and you could win £1 million!
However the annual rate of return is a lottery.
The more you invest (maximum £30,000) the

more frequently you are likely to win, the smaller
prizes at least. However, there is no guarantee
of a steady rate of return and other savings
vehicles may be more suitable.
Single premium insurance bonds
These provide a means of deferring income into
a subsequent period when it may be taxed at a
lower rate.
The Enterprise Investment Scheme (EIS)
Income tax relief at 20% is available on new
equity investment (in qualifying unquoted
trading companies) of up to £500,000 in
2010/11. Capital gains tax exemption may
be given on sales of EIS shares held for at
least three years. If the proceeds realised on
the sale of any chargeable asset (eg quoted
shares, second homes, etc) are reinvested in
EIS shares, the gain on the disposal can be
deferred.

Tax Planning
It is also possible to obtain income tax relief in
the previous tax year for qualifying purchases.
Shares acquired up to the annual limit of
£500,000 at any time in the current tax year
may be carried back for tax relief. This may
be beneficial where tax relief would otherwise
not be obtained due to a low current tax year
liability.
Venture Capital Trusts (VCT)
These bodies invest in the shares of unquoted
trading companies. An investor in the shares
of a VCT will be exempt from tax on dividends

and on any capital gain arising from disposal of
the shares in the VCT. Income tax relief currently
at 30% is available on subscriptions for VCT
shares, up to £200,000 per tax year, so long as
the shares are held for at least five years.

Buy to let properties
In recent years, the stock
market has had its
ups and downs.
Add to this the
serious loss of
public confidence
in pension funds as a
means of saving for
the future
and it is not
surprising
that
investors
have looked
elsewhere.
The UK
property
market,
whilst cyclical,
has proved over the long-term to be a very
successful investment. This has resulted in a
massive expansion in the buy to let sector.
Buy to let involves investing in property with the
expectation of capital growth with the rental
income from tenants covering the mortgage
costs and any outgoings.
However the gross return from buy to let
properties - ie the rent received less costs such
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as letting fees, maintenance, service charges
and insurance - is no longer as attractive as it
once was. Investors also need to take a view on
the likelihood of capital appreciation exceeding
inflation. Investors should take a long-term view
and choose properties with care.

Practical Tip
When choosing between investments always
consider the differing levels of risk and your
requirements for income and capital in both
the short and long term. An investment
strategy based purely on saving tax is not
appropriate.
Which property?
Investing in a buy to let property is not the same
as buying your own home. You may wish to get
an agent to advise you of the local market for
rented property. An agent will also be able to
advise you of the standard of decoration and
furnishings which are expected to get a quick let.
Letting property can be very time consuming
and inconvenient. Tenants will expect a quick
solution if the central heating breaks down over
the bank holiday weekend! Don’t cut corners
- a correctly drawn up tenancy agreement will
ensure the legal position is clear.
Tax on rental income
Income tax will be payable on the rents received
after deducting allowable expenses. Allowable
expenses include mortgage interest, repairs,
agent’s letting fees and an allowance for any
furnishings provided.
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Disposals and
capital gains tax (CGT)
Introduction
Making the most of your investments requires
some understanding of CGT. CGT arises on the
sale of most assets and, subject to various reliefs
and exemptions, is payable on the difference
between the sale proceeds and the original cost.
The CGT annual exemption results in the first
£10,100 of gains, for 2010/11, being tax free. A
flat rate of CGT then applies to any chargeable
gains (after losses, reliefs etc) of 18% where the
gains were made before 23 June 2010.
Where the gain is made on or after 23 June 2010
the rate will remain at 18% where total taxable
gains and income, after taking into account all
allowable deductions including losses, personal
allowances and the CGT annual exemption are
less than the upper limit of the income tax basic
rate band (£37,400). A new 28% rate of CGT will
apply to gains or any parts of gains above this
limit. These rates do not apply to gains eligible
for Entrepreneurs’ Relief (see below). Such gains
remain chargeable at 10%.
Certain other CGT reliefs allow chargeable gains
to be deferred for a period of time such as
gains deferred under the Enterprise Investment
Scheme. Gains on these disposals before

23 June 2010 which have been deferred until
23 June 2010 or later will be liable to CGT at the
time the deferral period ends. This means that
either 18% or 28% could apply depending on the
taxpayer’s overall position.
In working out the CGT due, taxpayers will be
able to deduct losses and the annual exemption
in the way which minimises the tax due.
Some assets are exempt from CGT such as
motor cars (including classic cars), personal
goods such as jewellery or antiques sold for
less than £6,000, UK government bonds and,
crucially, your only or main home.
Where a gain is chargeable, there are
a number of reliefs which could be
considered mainly in relation to
business assets. Such reliefs are
mainly used to defer tax until a later
date rather than reduce the gain
permanently. Entrepreneurs’ Relief is
the exception.

Entrepreneurs’ Relief
For qualifying gains arising before
23 June 2010 the effect of the relief
was to reduce the gains liable to CGT

at 18% by 4/9ths resulting in an effective rate of
10% (18% x 5/9ths). Qualifying gains arising on
or after 23 June 2010 will simply be taxed at a
10% rate of tax. The previous 4/9 reduction will
cease to apply from this date.
In addition the amount of gains that can qualify
for relief has been increased as follows:
Lifetime
limit

£1million

£2million

£5million

On eligible
gains in
the period

6/04/08 5/04/10

06/04/10 22/06/10

23/06/10
onwards

An ‘associated disposal’ is a disposal of an
asset:

arises, a ‘letting relief’ may apply to reduce the
chargeable gain.

•• used in a qualifying company or group of
companies of the individual or

Where an individual (or married couple) have
two or more residences, only one residence at
any one time can be treated as the main home
for exemption. This is done by an election.
Provided a particular residence has been the
main home at some time, then the last three
years of ownership will always be exempt.
This applies even if another residence has now
become the main home during this time.

•• used in a partnership, where the individual is
a partner.
The ‘associated disposal’ must be part of the
withdrawal of the individual from participation
in the business and the available relief may be
diluted due to various restrictions.
Trustees may benefit from the relief but only in
very limited circumstances.

Example

Tax Planning

An individual who had previously used his
£1million limit in 2009/10 on an eligible gain
of £1.5 million will not be able to backdate
the increase in the limits to the earlier tax year
but he now has £4 million capacity for future
qualifying business disposals.

Specific detailed conditions apply for each
type of qualifying business disposal and any
associated disposal.

Qualifying business disposals include:
•• qualifying shareholdings
•• the whole or part of an unincorporated
business
•• disposal of assets on cessation of a business
There also needs to be a qualifying period of
ownership of one year up to the disposal.
Where an individual makes a qualifying business
disposal, relief may also be available on an
‘associated disposal’.

It is essential to maximise reliefs that various
conditions are met over a period of time prior
to any such disposals, so please contact us if
this is likely to affect you in the future.

Main residence
An individual’s or married couple’s only or main
residence is exempt from CGT. The exemption
extends to grounds of up to half a hectare.
Larger grounds may also be exempt.
The sale of a part of the garden or grounds
for development may also be covered by the
exemption.
Subject to exceptions, periods of absence are
chargeable but, if the main residence was let
during absences, as a result of which a charge

Example
Joe has a house in Kingston which is his
principal private residence and which he has
owned for eight years. Fed up with commuting
he buys a flat in central London and elects
for this to be his main residence. Exactly five
years later he sells his home in Kingston.
The Kingston home is exempt for the first eight
years whilst he was living in it and for the last
three years because, even though he had
another home which was his main residence
during this time, the last three years is always
exempt provided the home in question
qualified as the main residence at some point.
11/13 of the gain on the Kingston home will
be exempt from capital gains tax. If, two years
later, he sells the flat and moves elsewhere,
the whole of this gain will be exempt.
The main residence exemption can be
complex and often causes a good deal of
misunderstanding. Please contact us for further
advice before making transactions in property.

Disposals and capital gains tax (CGT)

21

Preserving the Inheritance
Inheritance tax (IHT) has some unique features.
It is easy to collect because the authorities
meet with least resistance but, conversely, it
is relatively easy for wealthy taxpayers to at
least minimise it, if not avoid it altogether, and
consequently IHT is sometimes referred to as a
voluntary tax.
Nonetheless planning to minimise IHT is
something that many put off until it is too late
and early attention to this tax is almost always
worthwhile.
The threshold for IHT (also called the nil rate
band) is currently £325,000 and is set to
remain frozen at this level until 6 April 2015.
Modest growth in the next few years could
mean that more estates fall within the charge
to IHT following the freezing of this threshold
and even if your assets are worth less than this
you should consider making a Will so that you
choose who gets your assets after your death.

The current regime
The key points of the current regime are as
follows:
•• IHT is charged on a person’s estate when
they die and on certain gifts made during
their lifetime
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•• the rate of tax on death is 40% and 20%
on lifetime chargeable transfers. The first
£325,000 is not chargeable

Mitigating the liability

•• some lifetime gifts are treated as ‘potentially
exempt transfers’ or PETs. So long as the
donor lives for at least seven years after
making the PET there will be no possibility of
an IHT charge whatever the size of the gift

Regularly using IHT exemptions will build up
funds outside of the estate without incurring an
IHT liability.

•• there are numerous exemptions and reliefs.

So what’s the problem?
IHT is still a problem because:
•• many are simply not in a position to make
substantial lifetime gifts because it will leave
them with insufficient capital to live on. As a
consequence there is likely to be significant
value retained in estates on death.
•• although the average price of a house in the
UK is currently only around £225,000, many
individuals do have a property which exceeds
this in value and this means that the house
alone will use up the bulk of the nil rate band
and any excess remaining assets, such as
investments and cash reserves, may be
charged to IHT at 40%.
It is important therefore to consider ways of
reducing any potential IHT liability.

Don’t waste your exemptions

A husband and wife can each take advantage
of the exemptions, the main ones being:
•• an annual allowance of £3,000 per donor per
year. It can be carried forward for one year
only if unused
•• small gifts not exceeding £250 in total per
donee per tax year
•• gifts made out of income that are typical and
habitual
•• gifts made in consideration of marriage up
to £5,000 if made by a parent, £2,500 by
grandparents and £1,000 by others
•• gifts to charities whether made during lifetime
or on death
•• gifts between spouses and registered civil
partners, whether made during lifetime or on
death.

Practical Tip
It is important to review Wills where an
individual is to marry. In England and Wales in
fact, marriage invalidates any existing Will but
this is not the case in Scotland.
Planning in lifetime
If possible you should make absolute gifts in
lifetime. A gift to an individual will be a PET so
there will be no liability if the donor survives
seven years. Even if the donor fails to survive
for all of that period there will be a tax saving
because the charge which will arise on the PET
will be based on the value of the asset when it
was originally gifted and not on the value at the
date of death. If the value of the gift is below
the threshold there will be no charge. If any tax
is due it may be reduced to reflect the actual
period between the dates of the gift and death.

Tax Planning
Each spouse/civil partner can take advantage
of the IHT nil rate band. Furthermore gifts
between them are exempt. Therefore it pays
to use this exemption to broadly equalise
estates so that both partners can make full
use of exemptions and the nil rate band.
Remember that you cannot continue to benefit
in any way from the asset gifted because this will
render the gift ineffective for IHT purposes. You
cannot, for example, give away your home to
your children but continue to live in it rent free.

Consider using trusts
Trusts can provide a way of reducing IHT
liabilities not just for the donor but also for the
donee. The rules are complex but significant
tax savings can be achieved with careful
planning. In particular, trusts can be
an effective way of using important
reliefs on businesses and agricultural
properties.

Whilst the rules help many married couples,
better planning could completely eliminate the
IHT bill.

Use the nil rate band on death
On death, assuming the nil rate band
has not already been utilised in the last
seven years, it pays to ensure that it is
not wasted. In recent times the rules have
been altered to allow any unused nil rate
band on the death of the first spouse to
be transferred to the estate of the surviving
spouse.

Example
Tom died leaving the whole of his estate
of £800,000 to his wife Pru. A few years
later Pru died leaving her whole estate of
£900,000 to her children.
Under the current rules, the portion of any nil
rate band unused on the death of Tom will be
allowable against Pru’s estate. In this case
as Tom’s estate was left to Pru, none of his
nil band was utilised, so 100% is available.
This is in addition to Pru’s own nil rate band.
Using the current rates the IHT payable on
Pru’s death is based on £250,000 (£900,000
- [£325,000 x 2]).

Discretionary Will trust
Couples with modest estates find it hard to
leave the nil rate band to children in their Will
since that may leave the surviving partner short
of funds.
This can be overcome by the use of
Discretionary Will trusts.
Put very simply, the Will leaves an amount equal
to the nil rate band into a discretionary trust and
the remainder can pass to the surviving spouse.
There will be no IHT payable on the death of
the first spouse. The trustees will be given
powers to pay income or capital to the surviving
partner from the trust in the event that funds are
needed.

Preserving the Inheritance
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On the death of the surviving partner this
discretionary trust is outside of their estate and
any assets owned in the surviving parties own
right will attract the nil rate band.

Tax Planning
Using trusts can provide an effective means
of removing assets from an estate but still
allow flexibility in their ultimate destination and
allow the donor to retain some control.
Some trusts are quite tax efficient but
recent changes have somewhat limited this
effectiveness. Contact us for more advice on
this area.

The family home
As already mentioned, the growth in house
prices has caused real IHT worries. The family
home is often the largest asset in an estate and
is the hardest one to deal with efficiently for IHT
purposes because individuals need a place to
live.
There have been many schemes devised to
solve the problem and HMRC have successfully
tackled many of these.
It is still possible to plan to mitigate some of the
effect of the value of the family home particularly
by careful planning using Wills.

An important prerequisite of such arrangements
is that the property, if occupied by spouses or
civil partners, should be owned jointly in such
a way that there is no automatic transfer to the
survivor on the first death. This means that each
spouse, or civil partner, has a clearly defined
legal interest in the property which can be left
according to their Will and does not automatically
fall into the ownership of the survivor.
The legal systems in the different legal
jurisdictions in the UK achieve this in technically
different ways but each allows for this approach.
Please contact us if you need further information.
Use available reliefs
Important reliefs of up to 100% are available
on business assets such as shares in a family
trading company or on agricultural property. It is
important that these reliefs are utilised because
once the asset concerned is sold the relief will be
lost. They can only be used in connection with
transfers which are chargeable to IHT.
In lifetime it may be worth considering transfers
of such assets into trusts for members of the
family.
On death such assets should not automatically
be left to the surviving spouse because that
transfer will be exempt and, if the survivor
subsequently sells the asset, the relief will have
been wasted.

Make a Will
If you die without a Will, the intestacy provisions
will apply and may result in your estate being
distributed in a way you would not have chosen.
Keep your Will up-to-date to reflect changes
in the family situation. In particular Wills need
to be reviewed and amended as necessary on
marriage or on divorce. The precise position
depends on whether English or Scots law
applies.
Use life assurance
Life assurance arrangements can be used as a
means of removing value from an estate and also
as a method of funding IHT liabilities. A policy
can be arranged to cover IHT due on death. It
is particularly useful in providing funds to meet
an IHT liability where the assets are not easily
realised, eg family company shares.

Tax Planning
•• Do you have a Will?
•• Where is it kept - do you and your family
know?
•• Is it up to date?
•• Does your Will make full use of IHT
exemptions and reliefs?
•• Do you have adequate life assurance?

This guide is published for the information of clients. It provides only an overview of the regulations in force at the date of publication, and no action
should be taken without seeking professional advice. Therefore no responsibility for loss occasioned by any person acting or refraining from action as
a result of the material contained in this guide can be accepted by the authors or the firm.
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Artisans' House, 7 Queensbridge, Northampton NN4 7BF
Telephone: 01604 823560 Facsimile: 01604 823588 Email: enquiries@cobdes.co.uk

www.cobdes.co.uk

Tax Investigations Service
Our Tax Investigations Service is designed to reimburse the costs of our business and personal clients defence in the event that they are selected
for enquiry, whilst at the same time providing them with the best possible representation and assurance that they won’t have to concede to the
Revenue’s demands on a purely commercial basis.
As an additional benefit, all business clients who subscribe to our service also have a 24 hour 365 day a year access to a Business Legal Helpline;
this is a valuable service and is manned by over 70 specialist lawyers who can provide advice on Employment Law, Health & Safety and Commercial
issues. Best of all, the telephone advice is free!
This service is fully backed and underwritten by Abbey Tax Protection.
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