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Capital gains tax: moving boundaries
New tax relief rules announced in December could have an impact on your 
finances if you let or sell property.
Most people do not have to pay capital gains tax 
(CGT) when they sell their home for more than they 
paid for it. Where a person has lived in the property 
throughout the period of ownership as their only or 
main residence, private residence relief removes any 
gain from the charge to CGT. 

Even where the property has not been the only or 
main residence throughout, private residence relief 
may be available to shelter some or all of the gain as 
long as the property has at some time been lived in 
as the taxpayer’s own home. However, some of the 
timescales governing the relief have now changed.

Final period exemption
Where a property has at some point been lived in as 
the taxpayer’s only or main residence, the final period 
exemption removes the final period of ownership from 
the charge to CGT. Historically, the relief has applied to 
the last 24 or 36 months of ownership, meaning that 
(to 5 April 2014) the last three years of ownership were 
covered by private residence relief even if the taxpayer 
was no longer living in the property. 

However, at the time of the Autumn Statement last 
December, it was announced that the period qualifying 
for the final period exemption was to be reduced 
to 18 months where contracts for the sale of the 
property were exchanged on or after 6 April 2014. 
If contracts were exchanged before 6 April 2014 but 
not completed by that date, relief remained available 
for the final 36 months of ownership as long as the 
sale was completed by 5 April 2015. If the sale is not 
complete by that date, only the last 18 months will be 
covered by the relief.

Note that the final period gain is nothing to do with 
shifts in property values during that period – it is 
simply a proportion of the total gain. So, if a property 
was owned and the sole residence for seven years and 
sold after a total of ten years, the exempt gain would 
be (7/10)+(18/36) = 8½/10 of the total.

Impact
The reduction in the final period exemption will hit 
those who let a property which they have lived in 
as their only or main residence and also those who 
complete on a new property before completing on the 
sale of the previous home, possibly as a result of a 
move to start a new job or to relocate to a new area in 
time for the start of a new school year.

Example 
Bill started a new job in Nottingham in January 2012. 
He previously lived in Southampton. He purchased a 
second property in Nottingham on 1 February 2012, 
which became his main residence from that date for 
CGT purposes. In case he did not settle in Nottingham, 
he retained his former home in Southampton.

In November 2013, Bill put the Southampton house 
on the market. The house originally cost £120,000 on 
1 February 2002 and Bill received an offer in March 
2014 for £350,000. Contracts were exchanged on 
1 April 2014 and the sale completed on 30 April 2014.

The Southampton house was owned for 147 months 
(12 years and 3 months), for 10 years (120 months) of 
which it was the family’s main residence. As contracts 
were exchanged prior to 6 April 2014, the final 
36 months are exempt from CGT. This covers the whole 
period of 27 months after the Nottingham home became 
their main residence. Consequently, private residence 
relief is available to shelter the whole gain on the 
Southampton house, so no capital gains tax is payable.

If the exchange of contracts had been delayed by a 
week, so that it took place after 6 April 2014, only 
the final 18 months of ownership would have been 
covered by the final period exemption. Without the 
special residential letting exemption, this would bring 
9 months of the gain (i.e. £14,082, being 
9/147 x (£350,000 - £120,000)) into charge.

We can help with all of your tax planning 
needs – please contact us for further 
information and advice.
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Chancellor George Osborne unveiled a series of tax measures affecting 
businesses and individuals in his 2014 Budget. Now the dust has 
settled we outline some of the more important tax points from the 
Budget Statement. 

Business measures
Annual Investment Allowance 
(AIA)

The maximum amount of the AIA has 
been increased to £500,000 for all 
qualifying expenditure on plant and 
machinery made from 1 April 2014 for 
corporation tax and 6 April 2014 for 
income tax. After 31 December 2015 
the limit will be reduced to £25,000. 
Transitional rules will apply.

Enhanced capital allowance (ECA)

Businesses investing in new plant and 
machinery in ECA sites in Enterprise 
Zones can qualify for 100% capital 
allowances until 31 March 2020.

Research and development (R&D)

From 1 April 2014 the rate of R&D 
payable credit for loss making SMEs will 
be increased from 11% to 14.5%.

Seed Enterprise Investment 
Scheme (SEIS)

The SEIS and the associated capital gains 
tax relief for re-investing chargeable 
gains in SEIS shares are to be made 
permanent.

Capital gains tax (CGT)

Roll-over relief allows capital gains tax 
and corporation tax on chargeable gains 
to be deferred where the proceeds from 
disposing of certain eligible classes of 
qualifying asset are reinvested into new 
qualifying assets.

A new measure will prevent companies 
claiming chargeable gains roll-over 
relief on the disposal of tangible assets 
where the proceeds are reinvested in an 
intangible fixed asset.

Personal measures
Allowances and rate bands

From 6 April 2015 the personal allowance 
for anyone born after 5 April 1948 will 
be £10,500. The basic rate limit will be 
£31,785. The starting rate of savings tax 
will be 0% to a maximum of £5,000.

Pensions

The Chancellor announced a series of 
changes to pensions, to apply on or after 
27 March 2014, including:

  increasing the maximum income that 
a drawdown pensioner with a capped 
drawdown pension fund can choose to 
receive to 150% of the ‘basis amount’

  reducing the minimum income threshold 
for flexible drawdown to £12,000

  allowing members over 60, with total 
pension savings of £30,000 or less to 
take out all of those savings as one or 
more trivial commutation lump sums, 
and

  allowing up to three small pension 
pots to be taken, as lump sums up to 
£10,000.

The process of consultation on the new 
rules for pensions, to be introduced from 
April 2015, has begun. One key measure is 
that the new drawdown will be flexible for 
everyone.

These proposals would mean that retirement 
choices involve taking a 25% tax-free lump 
sum, plus:

  buying an annuity, taxable at marginal 
rates, or

  going into flexible drawdown, with no 
limit on the amount you can draw each 
year but with the year’s drawdown 
taxable at marginal rates, or

  drawing your pension pot in full, and 
paying tax at marginal rates.

High value residential property

Residential properties worth over £1m and 
up to £2m will be brought into the charge 
with effect from 1 April 2015. The charge 
for these properties in 2015/16 will be 
£7,000. Properties worth over £500,000 
and up to £1m will be brought into the 
charge with effect from 1 April 2016. The 
charge for these properties in 2016/17 will 
be £3,500.

Please contact us to discuss how 
the measures announced in the 
Budget may affect you and your 
business.

2014 Budget Round-up

Company car tax – 
changing gears
A company car driver who drives the 
same car in 2014/15 will pay more tax 
than in 2013/14 despite the car being a 
year older. If the employer also pays for 
fuel for private motoring, the company 
car driver will pay extra even if their 
private mileage drops.

Since 2002 the amount that is charged to tax – in 
respect of the benefit derived from the private use 
of a company car – depends on its level of CO2 
emissions, and on the original list price of that 
car. The cash equivalent is a percentage, known 
as the appropriate percentage, of the list price. 
The percentage depends on the level of the car’s 
CO2 emissions. Adjustments are made to reflect 
optional accessories, any capital contributions 
made by the employee, any periods for which 
the car is unavailable and any contributions made 
by the employee as a condition for the car being 
available for private use.

Where fuel is provided for private motoring, the 
benefit is calculated by applying the appropriate 
percentage as found for company car purposes to 
the car benefit charge multiplier (‘the multiplier’) 
for the year.

2014/15 changes
The appropriate percentage for cars with CO2 
emissions of 76 to 94g/km is 10% for 2013/14 
and 11% for 2014/15.

For 2013/14 the appropriate percentage for a 
car with CO2 emissions of 76- 94g/km was 10%. 
Thereafter the appropriate percentage increased 
by 1% for every 5g/km increase in CO2 emissions 
(so a car emitting 95g/km had an appropriate 
percentage of 11%), subject to a maximum 
charge of 35%. For this purpose the actual 
CO2 emissions figure is rounded down to the 
nearest 5g/km.  

For 2014/15 the appropriate percentage where 
CO2 emissions (rounded down as appropriate) 
are increased by 1% so, for a car emitting 
95-99g/km it would be 12%. Thereafter the 
appropriate percentage increases by 1% for 
every 5g/km increase in CO2 emissions, subject 
to the maximum charge of 35%.  

A 3% supplement applies to diesel cars, again 
subject to the 35% maximum charge. 

This means a company car driver who does not 
change his car faces an automatic tax increase.
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The taxing side of property lets
If you let out a property you may be entitled to claim allowances for 
certain equipment. The position has changed over recent years, with 
April 2013 seeing further revisions following the withdrawal of the 
non-statutory renewals basis. Here we provide an overview of the 
current situation.

Furnished or unfurnished?
The tax treatment of property lettings is largely dependent on whether the accommodation 
is considered to be furnished, unfurnished or a holiday let.

While there is no legal definition of furnished, unfurnished or even part-furnished residential 
lettings, HMRC guidance suggests that a residential letting is classed as fully furnished if it 
includes items such as tables, chairs, beds, wardrobes and soft furnishings, as well as white 
goods (fridge, dishwasher, washing machine etc). 

Where the accommodation is only let with white goods it is considered partly furnished. 
However, even partly furnished properties are classed as unfurnished by HMRC and are thus 
subject to separate tax rules. 

Furnished residential lets
Where a taxpayer lets a furnished residential property, plant and machinery capital 
allowances cannot be claimed on furniture, furnishings or fixtures within the property. By 
concession, a deduction can be claimed for a ‘wear and tear allowance’ of 10% of the ‘net 
rent’ from the furnished letting to cover the depreciation of items such as suites, beds, 
carpets, curtains, linen, crockery, cutlery, cookers, washing machines and dishwashers.

Partly furnished and unfurnished properties
The tax treatment is less favourable where a property is classified as unfurnished or partly 
furnished. No allowance is made for the cost of furnishings.

Tax relief may, however, be available where the costs incurred on equipment can be 
classified as a repair. The rules are complex and are governed by principles established in a 
number of tax cases. Please contact us for more details.

Energy-saving incentives
Until 5 April 2015 landlords installing loft insulation, floor insulation, cavity wall insulation, 
hot water system insulation and draught proofing may claim an income tax deduction of 
up to £1,500 per property, known as the Landlord’s Energy Saving Allowance. Please note 
that the allowance is not available under the ‘Rent a Room’ scheme or for furnished holiday 
accommodation (see below).

Furnished Holiday Lettings 
Different rules apply to Furnished Holiday Lettings (FHLs), which are treated as if they 
were trades. 

Unlike residential lettings, the expenses can include capital allowances on furniture and 
kitchen equipment. Capital allowances are also available on plant and machinery used 
outside the property (such as vans and tools), although there are no capital allowances 
for the cost of the property itself or the land on which it stands. However, the 10% wear 
and tear allowance that you are entitled to if you have an ordinary rental business is not 
available for FHLs. 

To qualify as a furnished holiday let the property must meet certain qualifying conditions 
regarding the availability, letting period and pattern of occupation – please contact us 
for details.

If you are letting out property you should ensure that you are making full 
use of the tax reliefs and allowances available to you. However, the rules 
are complex and it is important to seek expert advice – please contact us 
for assistance.

Zero and low emission cars

For both 2013/14 and 2014/15 no tax charge 
arises in respect of zero emission cars (including 
electric cars). A 5% charge applies where actual 
CO2 emissions are 75g/km or less (but more 
than zero). 

The zero and 5% charges come to an end on 
5 April 2015. From 2015/16 two new bands 
apply, one for cars with CO2 emissions of 50g/
km or less and one for cars with CO2 emissions 
of 51 to 75g/km. The appropriate percentages 
are set at 5% and 9% respectively for 2015/16, 
increasing to 7% and 11% for 2016/17. 

Employees driving low and zero emission cars 
should be aware of the tax increases applying 
from 6 April 2016 and take action if necessary.

Car fuel

The cash equivalent of the benefit of employer 
provided fuel for private journeys is found by 
multiplying the appropriate percentage as found 
for the purposes of the company car charge 
by the multiplier for the year. For 2013/14 the 
multiplier was £21,100 and for 2014/15 the 
multiplier is £21,700.

As with the car benefit, the tax cost of the fuel 
benefit will increase in 2014/15 as compared 
with 2013/14 even if everything else stays the 
same as both the multiplier and the appropriate 
percentage have increased. In the above example, 
the cash equivalent of the fuel benefit is £5,064 
in 2013/14 (24% of £21,100), costing Poppy 
£2,025.60 in tax. In 2014/15 the cash equivalent 
of the benefit is £5,425 (25% of £21,700), 
costing Poppy £2,170.00 in tax, £144.40 more 
than in 2013/14.

There can be many good commercial reasons 
for providing company cars and vans but those 
receiving fuel for private motoring are advised to 
review its merits as the high tax cost means that it 
is now rarely a tax-efficient benefit.

We can advise you on your business 
motoring options, including 
company cars.

Example
Poppy is a higher rate taxpayer paying tax 
at 40%. She has a company car throughout 
2013/14 and 2014/15. The car is a petrol car 
which has CO2 emissions of 160g/km and a 
list price of £22,000.

In 2013/14 the appropriate percentage for a 
car with CO2 emissions of 160g/km is 24%. 
Therefore the cash equivalent of the benefit 
of the company car is £5,280. This costs 
Poppy £2,112 in tax.

For 2014/15 the appropriate percentage has 
increased by one percentage point to 25%. 
The cash equivalent of the benefit is £5,500, 
which costs Poppy £2,200 in tax. 

Although Poppy has not changed her car, 
she pays £88 more in tax for the benefit in 
2014/15 than in 2013/14.
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Tax Tip
The New ISA
From 1 July 2014, ISAs will be 
reformed into the ‘New ISA’ (NISA). 
From that date all existing ISAs 
will become NISAs, and the overall 
annual subscription limit for these 
accounts will be increased to 
£15,000 for 2014/15.

ISA savers will be 
able to subscribe 
this full amount 
to a cash account 
and will also be 
able to transfer 
their investment 
from a stocks and 
shares to a cash 
account and 
vice versa.

June

30  End of CT61 quarterly period.

 Annual adjustment for VAT partial exemption 
calculations (March VAT year end).

July

6 Deadline for submission of Form 42 
(transactions in shares and securities).

 Deadline for submission of EMI40 (EMI 
Annual Return).

 Deadline for entering into a PAYE 
Settlement Agreement for 2013/14.

 File Taxed Award Scheme Returns, file 
P11Ds, P11D(b)s and P9Ds. Issue  
copies of P11Ds or P9Ds to employees.

14 Due date for income tax for the CT61 
period to 30 June 2014.

18/22 Quarter 1 2014/15 PAYE remittance due.

 Final date for payment of 2013/14 Class 1A 
NICs.

31 Second payment due date for 2013/14 
Class 2 NICs.

 Second Self Assessment payment on 
account for 2013/14.

 Annual adjustment for VAT partial exemption 
calculations (April VAT year end).

 Liability to 5% penalty on any tax unpaid 
for 2012/13.

 Deadline for tax credit Annual Declaration 
(if estimated, final figures required by  
31/01/15).

August

2 Submission date of P46 (Car) for quarter to 
5 July.

31  Annual adjustment for VAT partial 
exemption calculations (May VAT year end).

Reminders for your 
Summer Diary

This newsletter is for guidance only, and professional advice should be obtained before acting on any information contained herein. Neither the publishers nor the 
distributors can accept any responsibility for loss occasioned to any person as a result of action taken or refrained from in consequence of the contents of this publication.

Tax Round-up

Percentage Threshold Scheme is abolished
The Percentage Threshold Scheme (PTS), which allows employers 
to reclaim Statutory Sick Pay (SSP), was abolished at the end of the 
2013/14 tax year by the Department for Work and Pensions (DWP).

From 6 April 2014, SSP is not recoverable for employers, although 
unclaimed SSP for absences that occurred before the end of 
2013/14 can still be claimed until the end of the 2015/16 tax year. 

The SSP record keeping requirements associated with the PTS 
have also been abolished, but employers must still keep records 
for PAYE purposes and to demonstrate that they are meeting 
SSP requirements.

An independent review carried out to explore 
sickness absence concluded that a lack of 
access to occupational health advice was 
preventing sick employees from returning 
to work. 

The money saved from the abolition of the 
PTS will fund a new Government scheme, the 
Health and Work Service (HWS), which will 
make independent health and work 
advice more widely available 
to those who are involved in 
dealing with employees who 
are sick for four weeks or 
more. 

Tax-free beneficial loan limit is doubled
The tax-free threshold for employment related beneficial loans was 
doubled to £10,000 with effect from 6 April 2014. The move was 
first announced in the 2013 Budget and subsequently legislated for 
in the 2014 Finance Bill. 

The previous £5,000 loan threshold has been in place since it was 
first introduced in 1994, but the increase to £10,000 will accurately 
reflect the current levels of such loan arrangements. 

The new threshold applies to all beneficial 
loans such as those used for seasonal 

travel tickets, business cars or 
company shares, regardless of when 
they were taken out. Providing the 
outstanding balances on the loans 
do not exceed the new threshold 

at any time throughout the tax year, 
there is no tax charge. 

The Government predicts that 7,000 
employers will benefit from the change, 
with companies expected to see a 
reduction in their administrative costs, 
either through no longer having to 
complete the P11D form or through no 

longer having to fill in the beneficial loans 
boxes on the form.
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