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Income tax saving for couples
If you’re in a couple, you might be able to save tax by switching income from one spouse or partner to the other. Each tax
year, you should aim to maximise use of both individuals’ personal allowances (£11,500 in 2017/18 and £11,850 in 2018/19)
and lower tax thresholds (£33,500 in 2017/18 and £34,500 in 2018/19) in order to minimise any higher and additional rate
tax.

If you are married or in a civil partnership and expect your income to be less than the personal allowance and your partner
is not liable to higher or additional rate tax, the Marriage Allowance will let you transfer up to 10% of your personal allowance
to your partner. You can register for this married couples tax break online.

Income over £150,000 is taxed at 45% and the personal allowance is withdrawn where income (less certain deductions) is
more than £100,000. You and your partner might be able to reorganise your financial affairs to avoid exceeding one of
these limits. However, there might be capital gains tax (CGT) to pay on switching ownership of an investment if you are not
married or in a civil partnership.

You can receive £5,000 of dividends tax free in 2017/18 regardless of your tax status. In 2018/19, this allowance will reduce
to £2,000. You might be able to reorganise your shareholdings between you to make best use of these limits. You can also
receive £1,000 of savings income tax free if you are a basic rate taxpayer, and £500 if paying tax at the higher rate. If you
or your partner have little or no earnings or pension income, you may also be able to benefit from a 0% tax rate on up to a
further £5,000 of savings income. Again, you might be able to shift assets between you to make the best use of these limits
to minimise tax on your savings income.

A £1,000 tax-free allowance is available for income from property, such as where a parking space is let out, so joint
ownership could result in a modest tax saving.

Child benefit
Child benefit is, in effect, withdrawn where either partner has income of £50,000 or more. Withdrawal is total if income is
over £60,000, and partial for income between £50,000 and £60,000. You may be able to keep some or all of your child
benefit by switching income between you and your partner, or by taking other steps to bring your income below one of
these limits.

Partner’s salary
If you are in business, you could pay a non-earning partner a salary, on which you will get tax relief. You normally have to
keep PAYE records even if the salary is below the national insurance contributions (NICs) limit, which is £490 a month in
2017/18. If, however, the salary is between £491 and £680 a month, your partner will avoid paying any NICs, but will still
qualify for state benefits.

As well as salary, you can pay an employer’s contribution to your partner’s personal pension plan. There is no tax or NICs
on the payment itself, and it should be an allowable business expense. Be warned that the total value of your partner’s
salary, benefits and pension contributions must be justifiable in relation to the work performed and genuine involvement in
the business.

Alternatively, you could plan ahead to share the profits of your business by operating as a partnership in 2018/19. You both
need to be genuinely involved as business partners, though not necessarily equally.
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Planning point
You should structure your affairs to optimise use of the available allowances and lower rate tax bands.

Business remuneration
Directors and employees
With the exception of dividends, income over £150,000 is taxed at 45%. You might be able to avoid this additional rate by
delaying a bonus until 2018/19 if your income will fall below £150,000 in that year. If your income is less than £150,000 this
year but is expected to exceed that figure next year, you could bring forward income into 2017/18 to avoid the additional
rate next year.

You can use a similar strategy to keep your income below the level at which you would lose your personal allowance.
Alternatively, you could sacrifice salary to bring your income below any of the thresholds in exchange for a tax-free
employer’s pension contribution.

If you are going to work abroad for over a year, it may help to leave the UK before 6 April 2018. You need to be away for a
whole tax year for the income from working abroad to be free of UK tax. You will also have to meet the requirements of the
statutory residence test, so you should take advice on your particular situation.

This is also a good time to review whether a company car is worth having because the tax on all cars will increase again
in 2018/19, especially for diesel models and cars with very low CO2 emissions, with a further substantial increase in 2019/20.
Despite the increases, switching to a company car with very low CO2 emissions, especially an electric or hybrid model, will
save you and your company tax and NICs, as well as reducing other costs.

Consider reimbursing your employer for the full cost of private petrol to prevent the car fuel charge applying. The car fuel
benefit tax charge is particularly punitive and is increasing steadily every year. One drop of private fuel could potentially
lead to a tax charge of up to £8,658 which is taxable at your marginal rate of income tax.

Ensure that any director/employee loan account balances over £10,000 are reduced before the end of the tax year to
restrict any benefit in kind charge.

Company directors with positive balances on their director’s current accounts may wish to consider paying themselves
interest from their companies as a means of extracting funds from the company free of national insurance. The company
would need to withhold basic rate income tax at source and account to HMRC for this quarterly and would receive a
deduction for the interest payment against its taxable profits.

If your business is affected by the personal service company rules (IR35), it is important to calculate how much salary to
draw before 6 April 2018 to avoid being taxed on a ‘deemed payment’. If you hold share options, you should look at the tax
as well as the investment issues in deciding when to exercise them.

Dividends
You should consider paying a dividend before 6 April 2018 if you operate your business as a company in which you and
your partner both have shares. This will be particularly beneficial if either of you have not already made full use of the
£5,000 tax-free amount this year. Remember that the tax-free amount will only be £2,000 for 2018/19.
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Bringing forward a dividend could also be beneficial if the income will fall into the basic rate band this year for one or both
of you, or if at least one of you expects to pay tax at the additional rate next year but not this year.

You could even give shares to your spouse or civil partner shortly before paying a dividend, provided you genuinely transfer
ownership. It is advisable to leave as much time as possible between the gift and the subsequent dividend payment.

Self-employed people
You might be able to affect the timing of your taxable profits to avoid paying tax at 45% if you are self-employed, but this
will depend on your accounting date.

You can get immediate tax relief on the first £200,000 a year spent on most types of equipment and also many fixtures
forming part of a building. Whether this expenditure is made before or after your accounting date may affect the tax rate on
your profits. The same goes for the disposal of cars and other equipment.

Planning point
Given the way in which dividends are taxed and the reduction to the tax-free amount from 2018/19, you need
to carefully consider your overall tax position if thinking of incorporating your business. Although there can
be some tax advantages to incorporation, you will lose the simplicity and cost savings of running a selfemployed business.

Letting property
From 6 April 2017, unincorporated property businesses with turnovers of up to £150,000 will default to calculating taxable
profits on the cash basis. Anyone wishing to continue to use the accruals basis will have to elect annually to do so. The
deadline for electing for 2017/18 is 31 January 2020.

Expenses incurred wholly and exclusively in connection with the rental business are deductible but, since 6 April 2017,
there has been a restriction on the availability of higher rate tax relief for finance costs relating to residential lettings.

New legislation allows landlords to use fixed mileage rates (rather than a combination of capital allowances and deductions
of actual fuel costs) to claim a tax deduction for motoring expenses with effect from 6 April 2017.

Planning point
Consider your debt arrangements and corporate structuring to minimise the impact of the new rules
restricting tax relief for finance costs relating to residential lettings.

Capital gains tax planning
Most people have an annual CGT exempt amount, which in 2017/18 makes the first £11,300 of gains free of tax (£11,700
in 2018/19). Most gains above the exempt amount are taxed at 10% where taxable gains and income are less than the
basic rate limit of £33,500 in 2017/18 and £34,500 in 2018/19. The rate is 20% on gains that exceed this limit. For residential
property gains, the corresponding rates of tax are higher at 18% and 28%.
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You should generally aim to use your annual exempt amount by making disposals before 6 April 2018. If you have already
made gains of more than £11,300 in this tax year, you might be able to dispose of investments standing at a loss to create
a tax loss that can be set against the gains.

If your disposals so far this tax year have resulted in a net loss, the decision whether to dispose of investments to realise
gains before 6 April 2018 will depend on the amounts involved. Depending on your level of income, timing your disposals
either before or after the end of the tax year could result in more of your gains being taxed at 10% rather than at 20% (or
18% instead of 28%).

You might be able to save CGT by transferring assets between married couples or civil partners before their disposal. This
could save tax where one partner has an unused annual exempt amount, has not fully used their basic rate tax band, or
has capital losses available. You should generally leave as much time as possible between the transfer of the assets and
their subsequent sale.

If you have separated from your spouse or civil partner since 6 April 2017, assets transferred to them before the end of the
tax year will be treated as passing on a “no gain/no loss” basis for tax purposes.

CGT is payable on 31 January after the end of the tax year in which you make the disposal. You could therefore delay a
major sale until after 5 April 2018 to give yourself an extra 12 months before you have to pay the tax.

Reliefs
Shares or assets you own might have become virtually worthless. If so, you can claim the loss against your capital gains
without actually disposing of the asset by making a negligible value claim. You can backdate the loss relief to either of the
two tax years before the one in which you make the claim, provided that in the earlier year you owned the asset and it was
already of negligible value. 5 April 2018 is the time limit for backdating a claim to 2015/16.

Maximise use of the Enterprise Investment Scheme (EIS) and Seed Enterprise Investment Scheme (SEIS) reliefs described
below. Consider EIS deferral relief, which allows you to defer gains on disposal of any chargeable asset by investing in
new ordinary shares in a qualifying unquoted trading company.

If you intend to retire from business in the next few years, consider whether you are eligible for Entrepreneurs’ Relief which
charges tax at 10% on a lifetime limit of gains of up to £10 million. Given the complexity of the qualifying conditions, it is
important to plan ahead, particularly where there is scope to extend the relief to family members.

Investors’ Relief (an extension of Entrepreneurs’ Relief) allows external investors to take advantage of the 10% CGT rate
for medium to long-term investment in unlisted companies. Investors’ Relief is available from 6 April 2019 for gains arising
on newly issued shares in unlisted companies purchased on or after 17 March 2016, provided they have been held for a
minimum of 3 years. There is a separate lifetime limit of gains of up to £10 million but this relief does not apply to employees
or officers of the company.

If you have more than one home, consider making or revising an election to determine which one will qualify for the CGT
exemption. Since 6 April 2015, a second home overseas will only be capable of being nominated as a main residence for
a year in which you are either resident in the same jurisdiction as the property or reside in the property for at least 90
midnights in that tax year.

Planning points
Timing your disposals is particularly important if disposals in this tax year have resulted in a net loss.
Depending on your income, making a disposal either side of the tax year divide could save or cost you tax.
Some other assets, such as classic cars and fine wines, are exempt from CGT, though perhaps more suitable
for adventurous investors.
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Pension tax planning
Investing in a pension plan is usually worthwhile because of the tax privileges. Pension funds are broadly free of UK tax on
their capital gains and investment income. When you take the benefits, up to a quarter of the fund can normally be
withdrawn tax free, but the pension income will be taxable.

Most people aged 55 and over can draw their pension savings flexibly. Withdrawals above the tax-free amount are liable
to income tax at your marginal rate. You should take advice before accessing pension savings as there are several options
and they will generally have a long-term effect on your financial position.

Lifetime allowance
The maximum you can hold in a tax-favoured pension scheme is £1 million in 2017/18. The lifetime allowance will
increase in line with the Consumer Price index from 6 April 2018. The lifetime allowance for the 2018/19 year is
£1,030,000. If your pension savings are likely to exceed the lifetime limit, you should speak to your financial adviser
regarding protecting your pension funds.

Contributions
There is an annual limit of £40,000 on pension contributions that qualify for tax relief, although this limit is tapered down to
a minimum of £10,000 if your income exceeds £150,000. You can, however, carry forward unused annual allowances for
up to three years to offset against a contribution of more than the annual limit. For people drawing a flexible income from a
pension, the annual allowance has reduced to £4,000 in 2017/18 from £10,000 previously.

•

•
•
•

•

You can pay up to the whole of your earnings into a pension scheme, but the tax relief is capped by the annual
allowance plus any unused allowances brought forward from the three previous years in which you have been a
member of a registered pension scheme. Any unused allowance from 2014/15 will be lost if not utilised by 5 April
2017.
If you don’t already have a pension arrangement in place, consider starting one before 5 April to enable 2017/18
to participate as a qualifying year for the purposes of the carry forward facility.
You don’t need earnings to contribute up to £3,600 to a personal pension, so you could set up a pension for your
partner or children. This would mean that even if they do not pay any tax they can still benefit from 20% tax relief.
Tax relief on pension contributions is at least 20%, and if you are a higher or additional rate taxpayer you will get
tax relief at 40% or 45%. Limiting your contributions to amounts that qualify for at least 40% tax relief will give you
the most benefit.
Effective relief can be as high as 60% where the personal allowance is being withdrawn, and can be even higher
if tax credits are being withdrawn. Pension payments also attract higher rates of relief if, for example, they stop
you losing your child benefit or result in some of your dividends no longer being subject to higher rate tax.

Planning point
Review your pension arrangements to ensure you are maximising opportunities to save tax when providing
for your retirement.

Tax-efficient investments
Some investments have income tax and CGT advantages.
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Individual savings accounts
You can invest in one cash individual saving account (ISA), one stocks and shares ISA and one innovative finance ISA in
each tax year. If you are aged 18 to 39 you can also invest up to £4,000 in a lifetime ISA. However, the maximum investment
limit of £20,000 (for 2017/18) applies across all four types of ISA. This limit will remain unchanged for 2018/19. You can
invest the £20,000 in one type of account or split it between one or more of the four. ISAs are free of UK tax on investment
income and capital gains, and there is a wide choice of investments, including peer-to-peer lending in the innovative finance
ISA.

The government will contribute a 25% bonus to investments in a lifetime ISA. You can use your lifetime ISA savings for a
deposit to help buy a first home, or keep the funds for retirement. For some individuals, a lifetime ISA will be a more
attractive approach to retirement saving than a traditional pension, or you can of course opt for both forms of pension
saving.

Remember that 16 and 17-year olds can open a cash ISA, but the rules effectively prevent you from opening an ISA for
your own children. Parents and others can contribute to a junior ISA for children up to 18 who do not have a child trust
fund. The contribution limit is £4,128 in 2017/18 (increasing to £4,260 in 2018/19). Funds are locked in until the child is 18.

Venture capital trusts (VCT)
If you are willing to invest in higher risk investments, you can obtain 30% income tax relief on shares subscribed for in
VCTs up to a maximum of £200,000 and held for at least five years. Dividends and capital gains are tax free but, if a capital
loss is realised, it is not allowable for capital gains tax purposes.

Enterprise investment scheme (EIS)
The enterprise investment scheme is an alternative higher risk investment offering tax breaks. EIS gives tax relief for
investing in new shares in relatively small qualifying trading companies that are not listed on any stock exchange.

•
•
•

Income tax relief is given at 30% on up to £1 million invested in 2017/18 (from 6 April 2018, a further £1 million
can be invested in knowledge-intensive companies).
Gains on those shares escape CGT after three years.
It is possible to defer CGT on a gain of any size, on the disposal of any asset, by reinvesting the gain in shares
that qualify under the EIS. An EIS investment can be used to defer gains made up to three years earlier.

Seed enterprise investment scheme (SEIS)
Through the seed enterprise investment scheme, individuals can get 50% income tax relief on investments of up to
£100,000 a year in start-up companies. In addition, potentially half the investment can be matched with gains arising on
the disposal of assets in 2017/18, giving total tax relief of up to 60% – 50% income tax relief plus 10% CGT relief (half of
the normal higher CGT rate of 20%). However, CGT relief will be 14% where a residential property gain is involved,
increasing the potential total relief to 64%. To the extent that you did not use up your £100,000 limit in 2016/17, an
investment made during 2017/18 can be carried back and relieved as if you had made it in the previous year.

Social investment tax relief (SITR)
Relief is available for investment in organisations which have a defined and regulated social purpose, e.g. charities,
community interest companies or community benefit societies carrying out a qualifying trade. The reliefs for investments
(in share or loan form) are similar to EIS, i.e. 30% income tax relief on investments up to £1 million and CGT deferral and
disposal reliefs for investments held for three years. The relief can be claimed for the year of investment or carried back
to the prior tax year.
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Community investment tax relief (CITR)
This tax incentive is available for investments in community development finance institutions, accredited intermediary
organisations, which in turn invest in enterprises that operate within or for disadvantaged communities. Tax relief is worth
up to 25% of the money invested, spread over five years (i.e. 5% p.a.), and losses made can be claimed against income
in the year in which they are crystallised.

Planning point
It is important to remember that EIS and SEIS shares and VCTs are high-risk investments. They may be
difficult to sell and you should take specialist advice.

Inheritance tax planning
Inheritance tax (IHT) is payable if a person’s assets at death, plus gifts made in the seven years before death, add up to
more than the nil rate band, currently (and until 2020/21) £325,000. An additional nil rate band of £100,000 in 2017/18
(increasing to £125,000 in 2018/19) is available where a residence is left to direct descendants. It is also available where
a person downsizes or sells their home and leaves equivalent assets to direct descendants. However, there is a tapered
withdrawal of the additional nil rate band for estates worth more than £2 million.

When a surviving spouse or civil partner dies, their estate will benefit from any unused IHT nil rate band of their previously
deceased spouse or partner. The transferred proportion is uplifted to the same fraction of the nil rate band in force at the
date of the second death. The maximum transfer is £325,000. Unused additional nil rate band can similarly be transferred,
up to a limit of 100% of the maximum available amount at the time.

Most IHT planning is not related to the tax year end, though this is as good a time as any to review your will. There are a
number of reliefs and exemptions, some of which are related to the tax year.

•

•
•

Gifts totalling up to £3,000 in a tax year are exempt from IHT. If you made no gifts to use this exemption in 2016/17,
you can make IHT-free gifts of up to £6,000 before 6 April 2018. If you have already used your exemption for
2017/18, you could delay your next gift until after 5 April 2018 to take advantage of the 2018/19 exemption.
Regular gifts out of excess income can also be exempt. You need careful documentation to prove that you make
the gifts from income rather than capital.
Other reliefs include: £250 small gift exemption, marriage gifts exemption and gifts for charities, national purposes,
public benefit and political parties.

If you are non-UK domiciled and will become deemed domiciled for IHT purposes with effect from 6 April 2018, take action
now to keep your overseas assets outside the IHT charge.

A non-domiciled spouse or civil partner can elect to be treated as UK domiciled for IHT purposes. This will allow unlimited
IHT-free transfers between the spouses/civil partners but will also bring any foreign assets owned within the IHT charge so
advice should be sought before proceeding

Planning points
Given that the IHT nil rate band is frozen at £325,000 until 5 April 2021, you should maximise use of the available
exemptions.
You could reduce future IHT by investing in business assets that benefit from 100% IHT relief once you have held
them for two years. They include shares listed on the alternative investment market.
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Charitable giving
You can get tax relief for any gifts to charity if you make a gift aid declaration.

You make the gift out of your taxed income and the charity benefits by claiming back basic rate tax on the value of the gift.
Higher and additional rate taxpayers can claim an extra 20% or 25% in relief.

If you are a non-domiciled remittance basis taxpayer, you can make a charitable donation from untaxed foreign income,
either to a qualifying overseas charity or to the non-UK bank account of a UK charity, and qualify for Gift Aid relief against
UK taxable income or gains and the remittance basis charge.

You can elect for donations made in 2018/19 to be treated for tax purposes as if you had made them in 2017/18. This will
benefit you if you pay tax at a higher rate in 2017/18 than in 2018/19. The election must be made in writing at the same
time as, or before, filing your 2017/18 tax return and this must not be later than 31 January 2019.

You can obtain both income tax and CGT relief on gifts to charities of shares listed on the stock market and certain other
investments.

Gifts to charity are free of IHT, so remembering a charity in your will can reduce the total amount of IHT that will be paid on
your estate. If 10% of your net estate is left to charity, then the rate of IHT payable will be reduced from 40% to 36%.

Planning point
Review your tax position prior to filing your tax return to see if tax savings can be made by electing for gift
aid donations to be treated as paid in the previous tax year.

Residence and domicile
There have been and continue to be a considerable number of changes affecting non-UK domiciled individuals and nonUK resident trusts and the use of offshore corporate vehicles to hold high-value UK residential properties.

Residence
An individual’s residence status for UK tax purposes is determined in accordance with a Statutory Residence Test (SRT).

If you are neither automatically resident nor non-resident under the SRT rules, you should review days spent in the UK and
connecting ties with the UK and elsewhere for the current and future years.

Deemed domicile
New rules were introduced with effect from 6 April 2017 which deem an individual who has been resident in the UK for at
least 15 out of the last 20 years to be domiciled in the UK for all tax purposes. Deemed domicile status will apply with effect
from 6 April 2018 for those who have been continuously UK resident from 2003/04.
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The reforms restrict access to non-domicile status for individuals who were “formerly domiciled residents” (i.e. individuals
born in the UK with a UK domicile of origin). If this applies to you and you return to the UK, you will be treated as UK
domiciled from the first year of UK residence.

There are tax breaks for individuals who became deemed domiciled with effect from 6 April 2017 but none of these apply
to “formerly domiciled residents” and some are not available to long-term residents who become deemed domiciled after 6
April 2017.

Tax breaks
If you became deemed UK domiciled on 6 April 2017 under the “15 out of last 20 years” rules and you paid the Remittance
Basis Charge for any tax year before 2017/18, you may benefit from an uplift in the capital gains tax base cost of foreign
assets to their value on 5 April 2017. The rebasing is automatic where all conditions are met but may be disapplied by
making an irrevocable election when reporting the disposal.

In order to benefit from this generous tax break, you must have acquired deemed UK domicile status on 6 April 2017 and
remain domiciled outside of the UK under general law principles. Capital gains tax rebasing will not be available to
individuals who are treated as deemed UK domiciled from a date after 6 April 2017.

Foreign capital losses may be claimed if a disposal takes place when you are deemed domiciled regardless of whether you
previously made an offshore capital loss election.

Where a non-UK domiciliary has claimed the remittance basis of taxation, there are strict rules for determining capital,
income and gains remitted to the UK. It is advisable to have separate offshore bank accounts to separate funds into three
categories, i.e. income, capital gains and capital so it is clear exactly what is being remitted to the UK. Where funds contain
a mixture of income and/or capital gains and/or capital, there are complicated rules for determining what is being remitted
to the UK and it is virtually impossible to make a remittance of clean capital which would not be subject to UK tax. Such
funds are known as “mixed funds”. Provided you were not born in the UK with a UK domicile of origin, there is a window
of opportunity until 5 April 2019 to “cleanse” such funds by separating them into their component parts making it much
easier to make future remittances free of tax. If you have such “mixed funds”, you should seek advice from us as soon as
possible.

Offshore trusts
From 6 April 2018, legislation has been introduced to ensure that payments from an offshore trust intended for a UK resident
individual do not escape tax when they are made via an overseas beneficiary or a remittance basis user.

However, protections apply to foreign settlor-interested trusts set up by non-domiciled individuals (whether deemed
domiciled under the new rules or not) but not formerly domiciled returning individuals. These protections allow income and
gains to be rolled up in the trust if all the necessary conditions are met. Should the settlement become “tainted”, the capital
gains tax and income tax protections for trusts will not be available.

Non-domiciled individuals who are not already deemed-domiciled under the new rules should consider the creation or
further use of foreign trusts to hold investments.

UK property owned offshore
From April 2019, non-residents will be liable to UK capital gains tax on the disposals of all UK immoveable property,
including commercial property, extending existing rules that apply only to residential property. The charge will apply to
direct and indirect disposals.
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UK residential property held indirectly in an offshore wrapper have been subject to inheritance tax since 6 April 2017.
Indirect holdings of UK commercial property are not chargeable to inheritance tax.

Non-UK companies renting out UK property will move from the income tax regime to the corporation tax regime from 6 April
2020. The corporation tax rate is set to fall to 17% in 2020 but companies with borrowings could be affected by corporate
interest restrictions, and this could result in an overall tax increase. Such companies should seek advice on the impact of
this forthcoming change.

Planning point
If you intend to leave or move to the UK, ensure that you are aware of the maximum number of days you can spend
in the UK to avoid being UK resident and understand how you will be taxed in both the UK and the other country.

Clarkson Hyde LLP, Chartered Accountants
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This report is for general information only and is not intended to be advice to any specific person. You are
recommended to seek competent professional advice before taking or refraining from taking any action on the
basis of the contents of this publication. The value of tax reliefs depends on your individual circumstances. Tax
laws can change. The report represents our understanding of law and HM Revenue & Customs practice. Tax
rates may differ in Scotland.
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