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In this issue we focus on:
l Pre Year-End Tax Saving
l Special Contribution Opportunities

Pre Year-End Tax Saving
With less than 2 months to go before the tax year-end, it’s time to take a critical look at the tax efficiency of personal
finances.

All of the familiar tax-saving opportunities within Income Tax, CGT, IHT and capital investment structures are once
again begging attention – but alongside these recurring areas, lie a clutch of special opportunities, arising from
fast changing pension rules.

The changes to pension rules are so far-reaching that the investment needs of accumulated pension capital must
now carry the same level of importance as every other personal investment decision. All previously held perceptions
of suitable methods of effective wealth preservation must also be cast aside – to be replaced with an understanding
of the extraordinary importance of the new pension rules.

This Bulletin therefore focuses on the unique advantages to be found within the pension rule changes already
here – and those that are to arrive on 6th April. So, when addressing this year’s routine tax-sheltering initiatives,
add ‘pension’ to the list: a high earner, in danger of suffering an effective tax rate of 60%? Think pension. Bonus
or Dividend? Think pension. Spouse or children without earned income? Think pension. At the margin of Age
Allowance or the High Income Child Benefit. Think pension. Want to leave benefits for your children – but worried
about IHT? Think pension. Still holding unused Contribution Allowance from previous years? Think pension. And
think both pension and ISA when addressing this year’s new ISA limits.

There’s now a host of compelling reasons why ‘pension contribution’ should share centre-stage, when assessing
year-end tax planning moves. The familiar advantages of Basic Rate Relief at source, Higher Rate Relief, Additional
Rate Relief, NI saving ‘Salary Sacrifice’ and contributions paid for the benefit of others, have mostly been around
for a while. What’s new is the accessibility and inheritability of these tax-sheltered enduring funds. 

Once age 55 is attained, every Scheme Member will be able to enjoy all of the freedoms of flexi-access drawdown.
Those already in drawdown can opt for flexi-access and not be subject to the drawdown limitations BUT future
pension contributions will be restricted. Tax free cash entitlements (be they initial or residual) may be taken in
isolation or in conjunction with any amount of drawdown income. When all tax free cash has been taken, the
undrawn funds will remain invested within their tax-sheltered environment and be capable of being paid at any
future date, as a taxable lump sum or as flexible taxable income of any frequency and amount.
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Special Contribution Opportunities
Let’s now look at some of these opportunities in detail:

l A high earner with a 60% marginal tax rate? 

Personal Allowance is lost at the rate of £1 for every £2 of taxable income in excess of £100,000. In this way
40% income tax effectively becomes 60% for income between £100k and £120k. The answer is to make a
personal contribution into pension, equivalent to the slice of 60% tax charged income, in the tax year in which
the Personal Allowance would otherwise be lost. The result is a highly subsidised pension fund credit.

l Bonus or Dividend?

Shareholding Directors have many factors to consider when deciding whether they might best be rewarded
by Bonus or Dividend. There’s normally a clear arithmetical advantage in using the Dividend route - but for
some or all of these monies, why not avoid personal taxation altogether and make an employer contribution
into pension? The new accessibility of pension funds, combined with genuine self-direction of investment,
makes this a compelling choice.

l Spouse or children without Earned Income? 

It’s fully permissible to make net contributions of up to £2,880 (effectively £3,600 gross) each year into the
pension pots of family members – irrespective of whether they have earnings - or not! 

l At the margin of Age Allowance or High Income Child Benefit? 

Age Allowance and High Income Child Benefit produce marginal tax rates when exceeding the limiting income
band. For those in this territory, the trick is to make a pension contribution in the tax year in which the relevant
allowance would otherwise be lost. This Allowance recovery, boosts the relief and relative value of any
contribution made – but remember, this year will be the last opportunity for Age Allowance recovery. In the
2015/16 tax year, Age Allowance, for those born after 5th April 1938 will become standard Personal Allowance.

l Grandparents, with children who, by virtue of their earnings, may lose Child Benefit.

Grandparents could make (net) contributions to their sibling’s pension scheme and so reduce their child’s
taxable income below the threshold at which child benefit is lost. The tax credit into pension fund combined
with recovered Child Benefit, make a convincingly attractive combination.

l Want to leave benefits for your children – but worried about IHT?

The special tax rules for pension funds remaining when a member dies, have enjoyed a radical change. It
will soon be possible to pass on to siblings unspent pension funds, either as a tax free lump sum or as an
IHT free pension fund, to be enjoyed for their own purposes. The timing and value of these changes depend
upon the member’s age at death, date of death and the timing of the intended settlement. It goes like this:

 With effect from 6th April 2015, the beneficiaries have two options:

a. Upon the Member’s death prior to age 75, the whole pension fund, irrespective of whether it’s
‘crystallised’ or ‘uncrystallised’, can be paid out as a tax-free lump sum to nominated beneficiaries,
IHT free.

Or

b. Adopt the untaxed pension fund, IHT free, and take benefits by drawdown, tax free.

 Upon the Member’s death after age 75, the beneficiaries have two options:

a. Take the residual fund, net of a 45%* tax charge.
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Or

b. Adopt the untaxed fund, IHT free and take benefits in the form of flexi-access drawdown (or as annuity
payments), subject to income tax at the beneficiary’s marginal rate.
(* It is proposed that this 45% tax charge should be changed to the beneficiary’s marginal rate of income tax, with affect from 
6th April 2016.)

l Still holding unused Contribution Allowance for previous years?

Unused Allowance in 2011/12, 2012/13 and 2013/14 will be available for ‘carry forward’ into 2014/15. Usage
of this unused relief is available to registered pension scheme members and depending upon past
contributions made, may be utilised in full before 6th April 2015. A chance to initiate a bit of highly tax efficient
catch-up pension planning!

l Finally, Pension or ISA?

The ideal answer to this one is “both”. But if that’s not possible then the decision becomes a highly subjective
one, determined by personal tax rates, age, access needs and overall savings strategy. Talk to us on this –
we’re here to help.

But remember, the General Election takes place on Thursday 7th May. The certainties inherent within the new rules
could just possibly be transient – and although these major rule changes have enjoyed all-party support, the
actions of an incoming new Government are unknown to us all.

Geoffrey Stait
12 February 2015

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.


