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The blow of changes to pension

tax relief can be softened with a Sipp
and some sound planning

Fighting

SPONSORED BY

DENTONS |

he announced restrictions to
relief on coniributions for
higher earners at the Budget
and pre-Budget in 2009 are well pub-
licised, and while this creates a few

headaches for advisers, other
changes in personal tax rates create
opportunities for them as well.

Anew tax bracket of 50% is being
introduced for individuals earning
above £150,000, and anyone with
income over £100,000 will be sub-
jectto areduction in their personal
allowance by way of a £1 reduction
for every £2 of taxable income. So
how will these individuals ensure
their income and investments
remain tax efficient?

Ordinarily, an option would be to
make pension contributions and
be able to reclaim tax on them at
up to 100% of relevant UK earnings

. and obtain reliefat the individual’s

marginal rate. The only limit appli-
cable on employers’ contributions
was that set by HM Revenue & Cus-
foms (HMRC). However, the afore-
mentioned changes have made this
option less tax-efficient and there-
fore less attractive for some. The
antiforestalling rules restrict relief
for individuals whose income
exceeds  either £130,000 or
£150,000, depending on whether
company contributions are being
made, to either £20,000 or £30,000,
depending wupon frequency of
previous confributions. For this
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reason, each client should be
reviewed individually.

The first obstacle, perhaps,
might be to check whether your
high earner might have a protected
pension input, in their existing
arrangement. If so, first impres-
sions are that the client faces a
choice of retaining their higher
relief on contributions, or the
flexibility of an investment that a
selfinvested personal pension
(Sipp) affords. Another example of
the government's ridiculous con-
tinuation of tightening controls is
with protection on a scheme-
specific basis rather than a per-
sonal one; its argument that this
wotld add complication to admin-
istration falls flat after what has
been introduced post simplifica-
tion.

However, the best of both worlds
can be achieved in most circum-
stances, as the majority of insurers
segment their plans and will allow
a partial transfer, of perhaps 90% of
the plan's assets, to a Sipp, while
retaining the original plan open to
accept future contributions. It is
possible  future contributions
could be swept across at periodic
intervals until such time as the
plan is emptied.

So with the regular pension
relief route restricted for some,
how else can a pension be used to
assist in reducing clients' income
and, therefore, tax burden?

One option would be to use exist-
ing pension assets to purchase the
client’s own commercial property
or land through a Sipp. This has the
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effect of removing the income
from the property away from the
client and instead placing it in a
tax-exempt environment. The cash
received as the purchase price is
then liquid in the member’s hands
for potentially more efficient tax
strategies. Further, any future
capital gain made on the property
value is free from capital gains tax,
and this at a period where commer-
cial property is widely thought to
~ be at the beginning of a period of
. growth. If existing pension assets
are not sufficient to allow total
property purchase, Sipps have a
. borrowing facility, enabling them
to borrow up to 50% of the Sipp
assets. In addition, many of the
better Sipp providers will now
allow joint ownership of property,
split befween the member and the
Sipp thus allowing partial, if not
full transfer of the property
income.

Even if the property includes an
element of residential accommo-
dation, it is often possible to split
title, stripping out the commercial
aspect as a longterm leasehold,
while the member retains the resi-
dential interest.

The property can also potentially
be part contributed as an asset in
specie, subject to the contribution
tax allowances mentioned above
and the provider’s approval. Use of
any 2010/2011 contribution allow-
ance immediately after April 5
could further remove income from
the clientsin that year.

The sale of a commercial prop-
erty to a Sipp would, should one
exist, crystallise a capital gain in
the hands of the member, and as
concern has been raised that the
current 18% capital gains tax {an
anomaly in itself) may be revised
upwards, now might be an appro-
priate time to consider this.

A further method of crystallising
a capital gain might be to transfer
by way of purchase, or by contribu-
tion in specie of, client-held
unguoted shares.

For a Sipp to invest in shares in
an unquoted company, and for the
investment o be efficient, it must
avoid the taxable property rules. To
do this, a number of conditions
need tobe satisfied, including:

® the company’s main activity is
the carrying on of a trade, profes-
sion or vocation;

@ the Sipp, either alone or with’
associated persons, does not have
control of the company;

“The

sale of a
commercial
property to
a Sipp would
crystallise a
capital gain
in the hands
of the
member”

® neither the member nor any per-
son connected to him/her is a 20%
director, ie a director to whom par-
agraph (b) of section 417(5) Income
and Corporation Taxes Act 1988
applies;

® the Sipp, divectly or indirectly,
will not hold an interest in the
company for the purposes of ena-
bling the member, or a connected
person of the member, to occupy or
use the property.

It is important to stress here that
each unquoted equity investment
would need to be individually
assessed at the time of purchase
and monitored throughout the
period of investment to ensure any
subsequent changes in sharehold-
ing outside of the Sipp would not
alter its exemption from the taxa-
ble property rules.

‘While it is usually not possible to
assign share options fo a pension
scheme due to specific grant and
ownership requirements, once the
right has been exercised, switchjr\}g
into a pension plan could be a pos-™
sibility.

Some clients will already be in
receipt of pension, and for them
the loss of allowances andfor
higher 50% tax rate from April may
make the consideration of either
increasing their pension or chang-
ing the frequency of it attractive, to
bring more of it into the current
40% tax rate. An example might be
an individual currently drawing af
the maximum withdrawal limits
on a monthly basis, on a pension
with a year-end date of March 28,
There is still time to contact the
provider to increase the current
year's pension to the maximum,
and at the same time switch fre-
quency for the next year’s pension
to annually in advance. A caution-
ary note, however, is that such
action would need to be balanced
against the consequences of poten-
tially reducing the maximum pen-
sion in subsequent years and the
client’s likely financial require-
ments.

Of course, it is extremely impor-
tant for the adviser to research the
Sipp market carefully before choos-
ing a provider for their client. Not
all providers offer the same invest-
ment facilities; for example, some
may restrict the type of invest-
ments they accept, or insist a cer-
tain wrapper provider is used, thus
restricting the investment flexibil-
ity to the investor. It is essential the
Sipp can fulfil not only the client’s

immediate needs, but also those
thatmay arise as aresultof changes
in their circumstances and those
that might be brought about by
legislation.

Fees vary from provider to pro-
vider and the level of service is often
reflected in the charging levels
applied. Some providers offer
bespoke services involving highly
experienced and individually
assigned staff, for which the fees
may appear higher than a company
that does not offer such an individu-
alistic approach. A very complex
investment involving investment
expertise is again going to be
reflected in the charges incurred,
the same as you would not expect to
pay an identical price for a high per-
formance sports car as you would
for a small family runaround.

Advisers are encouraged to com-
plete a lengthy due diligence proc-
ess when assessing the market and
relying only on headline fees and
costsisno longer the limit of assess-
ing best in market. It is advisable to
choose a well-established, finan-
cially secure company that is able
to demonstrate its experience and
expertise across all ranges of invest-
menis.

While pension investment
should be viewed as a longer-term
investment, there are situations
when monies need to be held
within a cash environment, for
example when a property is being
purchased and the funds need to
be easily accessible for completion.
With current interest rates being
so low for such a prolonged period
andnopredicted sizeableincreases,
it is important the investor is
treated fairly and receives an
appropriate return on their invest-
ment.

Tt is often not appreciated thata
poor interest rate reduces the
return to the scheme and, as return
reduces value, it is effectively a fur-
ther cost to the client. A Sipp pro-
vider should offer the opportunity
to invest cash as widely as its other
assets so that the highest rates can
be sourced and obtained.

Although at first glance the
recent changes may have been a
heavy blow to high net worth pen-
sion provision, a flexible Sipp and
informed adviser can still offer
innovation and value to their cli-
ents. @

Martin Tilley is a pension consultant
at Dentons Pension Management




