


NEWS IN BRIEFPRE-BUDGET REPORT

Four out of five 
married couples with 
dependent children 
don’t have a Will

 The British private 
equity industry 

is core to maintaining 
London as the world’s 
financial capital. We 
regret the rise in the 
effective rate our 
investors will pay. Dying without a Will 

can leave all sorts 
of headaches for 
those left behind
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The National Consumer Council 
(NCC) stated recently that close 
to four out of five married couples 
with dependent children don’t 
have a Will. For unmarried couples 
the figure is even higher, making 
them particularly vulnerable. 

A surviving partner can risk losing personal 
possessions, cash and property, as current 
inheritance laws do little to protect 
unmarried couples.

NCC who carried out the survey of over 2,500 
people describes the results as a ticking time 
bomb and is now calling on the Government for 
urgent action.

Dying without a Will can leave all sorts of 
headaches for those left behind. Creating 
family feuds, and leaving relatives short of 
their inheritance.

This is the largest change to CGT since Gordon 
Brown instituted taper relief a decade ago and 
fundamentally returns the tax system to where 
it started, albeit at a lower rate. Taper relief was 
introduced by Mr Brown in one of his first acts as 
Chancellor as a way of encouraging enterprise. 

Mr Darling announced the abolition of taper 
relief saying it was designed to make private 
equity “pay a fair share”. It is hoped that the 
measure will raise an additional £2 billion in 
taxes over the next three years.

This year there has been much media interest in 
private equity firms which buy companies using 
huge amounts of debt, and how they have been 
using the tax rules to pay low levels of tax on 
the “carried interest”, or profits, that they made 
on their investments. 

Private equity executives who come from 
abroad but live and work in Britain face a double 
blow after the Chancellor said he would tighten 
the rules on residence. Mr Darling proposes to 
count the days on which people arrive and leave 
the country as periods of residency. Individuals 
are considered to be resident if they have been 
in the country for 90 days in any one tax year.

The British Venture Capital Association criticised 
the move, saying that the 18 per cent tax rate 

meant that capital gains tax in Britain was 
now higher than in France, Italy or America. 
“The British private equity industry is core to 
maintaining London as the world’s financial 
capital. We regret the rise in the effective rate 
our investors will pay.” 

There will be winners and losers from the new 
reforms, with those who have spent years 
building up family businesses set to lose out, as 
currently they can potentially pay just 10 per 
cent, under business asset taper relief. The new 
rules apply for disposals on or after 6 April next 
year (2008).

Changes on  
the horizon for 
capital gains tax 
Tax system returned to where it started!
The Chancellor’s new 18 per cent tax rate is set to benefit many landlords, second 
home owners and private investors who could pay substantially less tax on their 
capital gains (CGT). Currently, higher rate taxpayers who sell a property that is not 
their main residence, or shares in companies listed on the main stock market and 
make a profit of more than £9,200, pay as much as 40 per cent tax on their profits if 
they sell within three years. After ten years, the effective rate of tax falls to 24 per cent. 
They will now just pay the 18 per cent flat rate.

If you would like us to email a copy of our electronic 
magazine to someone you know, please email us with 
their details and we’ll send them a copy.
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Q: Do I need to worry about inheritance tax 
even though I intend to leave everything to 
my spouse?
A: There is no IHT payable on assets transferred 
between spouses or those in a civil partnership. 
But this doesn’t mean you should ignore 
IHT completely if you have assets exceeding 
£600,000. Following the recent announcements 
made by the Chancellor in his first Pre-Budget 
Report, the surviving spouse will now be able to 
bequeath £600,000 tax-free. By 2010, this figure 
will increase to £700,000.

Q: If I give away my home and survive for 
seven years, do I have an IHT problem?
A: There is no guarantee that this will work, but 
you would need to pay a market rent on your 
home while you continued to live there. If you live 
there rent free, then this is considered a ‘gift with 
reservation’ by HM Revenue & Customs (HMRC), 
which will not make it exempt from IHT. In practice, 
even if you pay the correct rent, this is seldom a tax-
saving move. Many older people are asset-rich but 
cash poor, so paying rent on their own home would 
seriously impact their standard of living.

Beneficiaries who received this rent would have 
to pay income tax on this money. They are also 
likely to be subject to capital gains tax if they 
sold this home after your death, as it is not 
their primary residence. This means they could 
have to pay capital gains tax at 40 per cent on 
any gains in the property’s value from the day 
it was given to them to the day it was sold. So 
the potential tax saving for your heirs may be 

negligible, but the cost could be significant. 
The current CGT system is being scrapped from 
5 April 2008. The Chancellor, Alistair Darling, 
has decided to move to a single rate of CGT for 
everyone which will be paid at 18 per cent.

Q: Do I have to declare money that I have 
given away?
A: HMRC has the power to prosecute and fine 
executors and potentially beneficiaries who fail to 
declare lifetime gifts on the appropriate IHT form. 
They intend to step up investigations and clamp 
down firmly on any incidents of tax evasion.

Under current rules, you can give away money 
or assets, and provided you live for more than 
seven years after making the gifts, they are not 
included within your estate for IHT purposes. 
You should make a note of any such gifts and 
pass them on to the executors of your Will.
If you die within the seven-year period, 
depending on the total value of the gifts 
and when your death occurred, this would 
determine if there was any further tax to 
pay, after taper relief had been taken in to 
consideration.

Q: Could my pension be subject to IHT?
A: There may be no immediate IHT problems, 
because pension funds are not subject to IHT. 
But this does not mean that you should ignore 
pensions altogether. Most people nominate 
their spouse to receive their pension should 
they die. While there is no IHT to pay at this 
point, the funds will be taxable when your 

spouse dies and leaves the remainder to the 
next generation.

One solution is to ensure the pension is paid 
into a trust on your death, with the spouse being 
the main beneficiary. The trustees can forward 
funds to the surviving spouse and also ensure 
that other beneficiaries, such as children, can also 
benefit from these funds without paying IHT.

Q: What can I do to reduce an IHT liability on 
my property?
A: Handing the deeds of your property over 
to your children is not an effective means of 
escaping IHT. But there are steps you could take 
if it is simply the value of your family home that 
is pushing you into the IHT bracket. Taking out a 
debt secured against the property could reduce 
the value of your property.

Putting in place an IHT strategy can be very 
complex issue and you should always receive 
independent legal and financial advice before 
proceeding.

your questions answered

Inheritance 
TAX UPDATE 

PRE-BUDGET REPORT CHANGESPRE-BUDGET REPORT CHANGES
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If you would like us 
to email a copy of our 
electronic magazine 
to someone you know, 
please email us with 
their details and we’ll 
send them a copy.
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Strategy
Consider your strategy. Can you add value to 
your business when you plan to sell? Should 
you be aiming to maximise shorter- or longer-
term profits? Are you over-reliant on just a few 
customers?

Timing
When will your business be worth the most, 
given changes in your supply chain, competitor 
activity or technological advances?

Tax
Tax-efficient strategies for realising your 
investment in the business can take time to set 
up. Your company might need to make sizeable 
contributions to your pension fund for several 
years. You need to keep in touch with your 
professional advisors to make sure tax changes 
are factored into your plans. 

Legals
If you have legal disputes, sort them out. If a 
shareholders’ agreement or your company’s articles 

of association say you must offer your shares 
to other shareholders before you can sell to an 
outsider, square things with them. Agree who will 
take over personal guarantees. If the company 
leases premises from you, discuss the alternatives. 
Ensure all key agreements are in place. 

Employees, customers 
and suppliers
Key workers must be retained for a good sale 
price. Clauses in customer or supplier contracts 
may give them termination rights if ownership 
changes. When will you talk to them to make 
sure they’ll do business under the new owner?
 
The offer
Take advice on the different tax implications of 
selling company shares, compared to the sale 
of company assets. Selling shares is generally a 
better option for the seller than selling assets. 

Systems
Make sure management information systems, 
equipment and premises are in good order.

Finances
If you want to keep a stake in the business, 
you can restructure the company’s finances. 
Increasing bank borrowings and selling some of 
your shares back to the company is an option. 

Succession planning is the key

ENTERPRISEENTERPRISE
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Your company 
might need 

to make sizeable 
contributions to your 
pension fund for several 
years. You need to keep 
in touch with your 
professional advisors to 
make sure tax changes 
are factored into 
your plans .

Maximise the 
return when you 
exit your business 

If you are planning to exit your business, then having a 
succession plan in place is crucial. It’s never too early to 
work out your strategy for exiting your business. Sellers 
who haven’t prepared may even find themselves getting 
less for their businesses than those who do plan. These are 
some of the key points you need to consider. 

If you would like us to email a copy of our electronic 
magazine to someone you know, please email us with 
their details and we’ll send them a copy.
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PRE-BUDGET REPORT NEWS IB BRIEF

A more straight
forward and 
sustainable system? 
Tax changes not welcomed 

Potential 
fines for 
house sellers 
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Tax changes announced by the Chancellor 
aimed at cracking down on high-earning 
private equity executives could hit thousands 
of small companies, employees and 
shareholders. Mr Darling argued that by 
introducing a flat 18 per cent rate of capital 
gains tax for all investors, he would “make the 
system more straightforward and sustainable.” 
He also added it would ensure “those working 
in private equity pay a fairer share.”

Many believe that the changes will hit other 
groups apart from private equity. These could 
include entrepreneurs selling their companies, 
employee shareholders, investors in AIM-listed 
companies, start-ups and “angel investors” in 
unlisted firms would see their tax bill increase 
from 10 per cent to 18 per cent.

There was also a plan announced to levy a 
£30,000 charge on non-domiciles who have 
lived in the UK for seven years and a move to 
raise inheritance tax thresholds for couples. The 
rules on residence and domicile are expected to 
raise an extra £800m for the Treasury in 2009-10, 
falling to £500m in 2010-11.

The effect of the credit squeeze on public 
finances forced Mr Darling to announce tax 
rises and a substantial increase in government 

borrowing. Treasury forecasts show public 
borrowing will be £7bn higher than expected 
in 2008-09, the result of slower pay growth and 
reduced City profits.

Town Halls have been 
ordered to fine house sellers 
if they fail to use Home 
Information Packs allowing 
local councils to rake in 
fortunes from sellers who 
flaunt the rules.

The fines have been approved by housing 
Minister Yvette Cooper, enabling trading 
standards officers to impose the cash penalties 
on anyone who markets their three or four 
bedroom property without a HIP.

The Council of Mortgage Lenders said: “This 
move places extra burden on home owners. We 
are hoping that councils will be consistent. It 
will not be fair if sellers in one area are treated 
differently from those in another.”

This move places 
extra burden on 

home owners. We are 
hoping that councils 
will be consistent. It will 
not be fair if sellers in 
one area are treated 
differently from 
those in another.

The effect of the 
credit squeeze 

on public finances 
forced Mr Darling to 
announce tax rises and 
a substantial increase 
in government 
borrowing.

Need more 
information? 
Please email or contact 
us with your enquiry.
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Prior to the Pre-Budget Report, married couples 
could transfer an almost unlimited amount 
of assets to each other without paying IHT 
when one spouse died. But when the surviving 
spouse died, the estate was taxed at 40 per 
cent above the previous £300,000 nil-rate 
band. Now the surviving spouse will is able to 
bequeath £600,000 tax-free. By 2010, this figure 
will increase to £700,000. The new rules will also 
apply to people in civil partnerships. 

The Chancellor also said he would backdate the 
rules so every widow or widower would benefit 
from the increased threshold. He said: “These 
changes mean certainty for up to 12 million 

married couples, with up to a £600,000 allowance 
rising to £700,000; the same entitlement for three 
million widows and widowers.” 

The Treasury expects the proposals to cost £1 
billion in 2008-09, rising to £1.4 billion by 2010-11. 
Mr Darling said that in future the threshold for 
paying inheritance tax would increase in line with 
house prices as well as inflation. 

While death duty is relatively insignificant in tax 
terms, it is deeply unpopular among those who 
expect to pay it. More people are paying death 
duties because house prices have risen far more 
quickly than the IHT threshold. 

Changes to inheritance tax

n �IHT allowance (the nil-rate band before the tax is 
paid) is now a combined allowance of £600,000 
between spouses or between civil partners

n �The IHT allowance rises to £350,000 per 
person in April 2010, giving couples a 
combined allowance of £700,000

n �Widows, widowers and bereaved civil partners 
can now claim the combined allowance 

n �The increased IHT allowance from April 2010 
is not a tax cut, the £350,000 allowance was 
announced in this year’s Budget 

BIGGEST OVERHAUL 
IN MORE THAN 
20 YEARS
The rules on inheritance tax (IHT) received their biggest overhaul in more than 20 
when the Chancellor announced that married couples would now be allowed to 
transfer their allowances to each other, doubling to £600,000 the amount that a 
husband or wife can bequeath without paying the tax. 

This magazine is for general guidance only and represents our understanding of the current law and HM Revenue and Customs practice. We cannot assume legal responsibility for any errors or 

omissions it might contain. Level and bases of, and reliefs from taxation are those currently applying but are subject to change and their value depends on the individual circumstances of the 

investor. The value of investments can go down as well as up, as can the income derived from them. You should remember that past performance does not guarantee future growth or income and 

you may not get back the full amount invested.
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Need more 
information? 
Please email or contact 
us with your enquiry.


