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Special Supplement

1 - Bed and Breakfast
This is nothing to do with the hotel

industry, but refers to the old practice

of selling shares one day and buying

them back the next. There were two

reasons why a person might want to

do this. If the shares were standing at

a gain, but the gain was within the

person’s annual capital gains tax

exemption for the year (£9,200) they

might want to use up that annual

exemption by creating a form of

artificial disposal of the shares. To

use a simple example, suppose the

shares cost £10,000 and were now

worth £19,200. By bed and

breakfasting these shares, you

reacquire them at £19,200, which will

then form your base cost for those

shares on any subsequent disposal. If

you want to dispose of those shares in

a future year when you are also

making gains on other shares you will

have therefore saved the tax on

£9,200 worth of gain.If, on the other hand, the shares are

standing at a loss, a bed and

breakfast makes that loss a realised

loss; ie it becomes one that can be

used against other gains made in the

year.

Last year, after years of accepting that

bed and breakfast was okay, the

Inland Revenue suddenly decided to

abolish it. Any sale of shares which is

followed by a repurchase of the same

class of shares in the following 30

days, therefore, becomes a self-

cancelling transaction, ie the sold

shares are identified with the

repurchased ones and the chances

are that no significant gain or loss

would be crystallised. However, what

this hoped for “abolition” of bed and

breakfast did not do was prevent the

individual’s husband or wife from

reacquiring the shares. In this

instance the bed and breakfast still

works.

2 - Gifts to Children by
Grandparents, etc
Since children are capable of being

taxpayers in their own right, they also

have annual personal allowances

against income tax which, in most

families, are simply not used. This is

because most children do not have

any, or any significant, taxable

income. What parents must have

been tempted to do in the past,

therefore, was put investments into

their children’s name so that the

income received on those

investments, up to the personal

allowance, would be tax-free, in

contrast to the situation which would

have applied if the parents had

retained the shares, which would

have been that the income would

probably have borne tax at high

rates.

To stop parents doing this, rules were

introduced very many years ago,

which deemed the income of minor

children to be that of their parents

where the parents were the source of

funds concerned. A simple way round

this is to arrange for grandparents,

uncles, etc to make the gifts to the

children.
3 - Inheritance Tax: Annual Gifts

Inheritance tax bites on a person’s

estate at death, and to the value of

the estate at death is added any gifts

which that person has made in the

seven years prior to death. Originally,

under the capital transfer tax regime,

all lifetime gifts were chargeable, and

in order to stop small lifetime gifts

from bearing tax, the rules included

an annual exemption of £3,000.
Now that capital transfer tax has

been converted to inheritance tax,

with exemption for any outright gifts

to individuals unless the donor dies

within seven years, the annual

exemption of £3,000 has actually still

been retained. Therefore, it is

common practice for wealthy people

to give away £3,000 per year each

(for a married couple therefore the

amount is £6,000) knowing that, even

if they do not survive for seven years,

this gift will never fall into tax.
If last year’s annual exemption was

not used (the whole thing goes by tax

years) it can be used this year, giving

a total possible exemption of £6,000

per person.
4 - Life Insurance
Another very useful inheritance tax

exemption is what is known as the

“normal expenditure out of income”

exemption. The intention of this

exemption was to take outside the

scope of inheritance tax ordinary

expenditure on maintaining another

person. The tax was, after all,

intended for substantial gifts of

capital and not, for example, for a

person who keeps a child or a

dependent relative.The normal “expenditure out of

income exemption”, however, is

almost universally agreed to apply,

for example, to life insurance

premiums. Hence, one can take out

life insurance on oneself and the

regular premiums, providing they do

not exceed the amount of available

income to make the premiums (ie

they are not made out of capital), are

exempt. By writing the proceeds of

the whole of the life policy in trust for

other beneficiaries, the payout is not

in the individual’s estate, and

therefore avoids inheritance tax.
5 - Stamp Duty Avoidance Using

Unlimited Companies
If a pre-existing business is put into a

limited company, this is often done in

exchange for the issue to the

transferor of shares in the company

itself. The transferor puts in his
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NEWS
Accountant jailed for ‘tipping off ’

Kishor Doshi, an accountant in

Sunderland, has been jailed for 18

months for telling a client that the

police had ordered him to hand over

the client’s accounts. He also pleaded

guilty to failing to adhere to money-

laundering regulations, by not

registering with HM Revenue &

Customs (HMRC). Doshi is the first

person in the country to be convicted

under the Proceeds of Crime Act for

potentially prejudicing a covert

money-laundering inquiry. He is also

banned from becoming a director for

six years. He said he did not know he

was meant to keep the inquiry

confidential. He had testimonies of

his good character from an ex-

policeman and a solicitor in court.

New £10-a-day late-payment

penalty
Taxpayers who file their self-

assessment returns late will be subject

to a £10 daily fine from 6th April,

HMRC has announced. The new,

tougher penalty regime will result in

a £100 automatic fine for people

failing to meet the deadline,

increasing by £10 per day up to £900

for the first three months. For those

filing more than three months after

the deadline, a charge of £300 or 5%

of the tax, whichever is greater, will

be added to the £900. There will also

be penalties charged for paying taxes

late, which will be a charge of 5% of

the tax owed, increasing by 5% every

30 days. The new penalties will apply

to paper returns submitted after the

October deadline and the January

deadline for online returns. A

spokesman for HMRC said that

around 10%, that means about one

million people, of all self-assessment

forms are submitted late.Mansion tax plannedVince Cable, business secretary, has

announced that the government is

considering introducing a ‘mansion

tax’ in return for a cut in the 50% tax

rate. Chancellor George Osborne

announced in the Budget that the

50% top tax rate was a ‘temporary

measure’, and has indicated that this

will be lowered before the end of this

Parliament in 2015. Cable said that

the government was considering how

to shift taxation from income to

property: “It needs to be a change

which is fair overall and does take

account of the fact that the wealthy

have got to pay their share. And the

emphasis may well have to shift from

high marginal rates of tax on income

which are undesirable to taxation of

wealth, including property.”
The Liberal Democrats had

previously suggested the idea of a

mansion tax, which would be an

extra levy applicable to people with

houses worth more than £2m.
Tax evaders could sue HMRC
City law firm Reynolds Porter

Chamberlain (RPC) has suggested

that tax evaders may well be entitled

to launch human rights court battles

against HMRC for keeping them

under scrutiny. As part of HMRC’s

Managing Deliberate Defaulters

programme, the taxman will track

individuals who have evaded tax in

the last five years. RPC has pointed

out that this could provoke legal

proceedings as the scrutiny could

infringe on rights to ‘privacy’ or

‘peaceful enjoyment of their

property’. Jonathan Levy, head of tax

disputes at RPC, said: “HMRC are

obliged to comply with the Human

Rights Act and the European

Convention of Human Rights.

Taking such a proactive and targeted

approach may, in certain

circumstances, infringe taxpayers’

human rights. While no one should

condone deliberate tax evasion, the

police do not target ‘known’

criminals in such a way, so it is

surprising that the tax authorities

have decided to adopt such an

approach.” The new measures

include unannounced inspection

visits, record checks, requests for

extra information and inspecting the

records of an organisation’s

customers. The strategy has been
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Recently you outlined the

scenario of an elderly lady selling her

house and using the proceeds to buy

another property to be operated, in

partnership with her daughter, as a

holiday home. The holiday home,

provided it met the necessary

business criteria, would be exempt

from inheritance tax but only after it

had been owned for 2 years.
In a similar scenario, if the elderly

lady’s own home in which she had

lived for many years was suitable for

use as a holiday home and – after she

moved to a nursing home – it was so

used, would this avoid inheritance

tax on the property without the 2-

year requirement?
The property must be used as a

holiday home for two years before it

will qualify for BPR.When my daughter and her

husband bought their current home,

there was what they called a ‘shed’ in

the back garden which they renovated

as a den and play area for their two

sons all with planning permission

etc. They are now considering selling

and the estate agent has suggested

splitting the ‘shed’ from the main

house and either selling it separately

as a dwelling (it has all mod cons) or

letting it. If they sell it separately, is

there likely to be any capital gains

implications, and, if they keep and let

it, will it qualify as their main home

for the period they lived in the house

and thus qualify for tax relief?First of all, how big is the

garden? If it is less than 0.5 hectares

and the shed is sold at the same time

as the main house or before it, the

gain is likely to be exempt from

CGT.

If the garden is bigger than 0.5

hectares, there is still a good chance

of the shed being exempt from CGT

as it has clearly been used as a part

of the main residence while your

daughter has lived in the main

house, but again the shed must be

sold before the house.If the shed is sold after the house,

the gain will not be fully covered by

the main-residence exemption,

although some main-residence relief

may still be due. In this case, letting

relief may also be available to reduce

the CGT bill. But it is likely that

some CGT would be payable under

this option.
Please can you clarify the

treatment of any gains on tangible

assets when an LLP decides to sell its

business?
I understand that any goodwill

included in sale proceeds is

technically the sale of a business asset

therefore the individual partners

benefit from 75% taper relief (after

two years) and can utilise their

personal capital gains allowances.

However, can the same apply to

tangible assets such as plant and

machinery? Most assets of this type

have benefited from first year capital

allowances hence the written-down

value will be significantly lower than

the balance sheet asset value. The

balancing charge could be quite

significant if the sale proceeds of the

tangible assets have to be included in

the final trading and profit-and-loss

account of the business. Therefore the

only option to reduce this tax liability

would be to reduce the value of the

assets in the books to their written-

down value and increase the goodwill

by the same amount when negotiating

the sale of the business.You are correct. If you sell an

asset such as plant and machinery

for more than its tax written-down

value, you will have a balancing

charge. This will be taxable in full.

Since only 25% of a sale of goodwill

would be liable to tax, it would

indeed be advantageous to allocate

more of the sale proceeds to

goodwill if this were acceptable to

the purchaser.
I do not know if you can help me

but recently my husband and I

invested in oil exploration in the US

and we have started to receive

cheques. The company in the US says

the best way is to set up an LLC in

the US as the US gives good tax

incentives toward oil exploration. As

I reside at the moment in the UK,

would this in your opinion be the way

to go or would the UK want the

difference anyway? Can you advise

or can you recommend an

international adviser/accountant?
An LLC stands for Limited

Liability Company and the Inland

Revenue in the UK will tax it in the

same way as a UK company. This

means that if the company is

American but is managed and

controlled by you in the UK it will be

liable to UK corporation tax.

Depending on your level of profits,

this means corporation tax of 20%

or 30%, but you will get double-tax

relief for any tax payable in the US.

A company is good in that there will

be no personal tax to pay unless and

until the company pays the money

out to you. So the profits can be

accumulated until, say, your

retirement and avoid 40% tax.
Substantial accountancy costs

have been incurred in assisting a

client in establishing the costs and

valuation of the sale of the taxable

element of his principal private
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