
Personal tax 
planning
A guide to reducing an individual’s tax liability.

The overriding aim of all personal tax 
planning is to legally reduce the amount 
of tax paid on an individual’s income. This 
income can come from a number of sources 
and the tax reduction strategies available 
will be based on the reliefs and allowances 
applicable to each source.

Income tax 
For the 2016/17 tax year, most people’s 
personal allowance is £11,000.

 Tax rate Taxable income 
above your personal 
allowance

Basic rate 20% £0 to £32,000  
Most people start paying 
basic rate tax on income 
over £11,000

Higher rate 
40%

£32,001 to £150,000  
Most people start paying 
higher rate tax on 
income over £43,000

Additional rate 
45%

Over £150,000

The personal allowance is reduced by £1 for 

every £2 that adjusted net income exceeds 

£100,000, so the effective tax rate of 

income between £100,000 and £122,000 

is 60%.
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Employee beneits
Many companies offer employee beneits which can provide tax advantages. When planning 
for income tax, these beneits should always be assessed and included in your calculations. 

Employee beneits which are not subject to tax include:

• share incentive schemes

• childcare beneits

• employee pension contributions

• some uniforms, materials and equipment to do a particular job 

• some small gifts

• company parking spaces.

Employee beneits are reported to HMRC by the employer if the employee is on a PAYE scheme 
or by the individual if they are self-employed or a company owner. 

Pension contributions
Tax relief on pension contributions, whether by an employee, an employer, or both should also 
be carefully considered and calculated when income tax planning. 

Tax relief of 100% on pension contributions is available for those under 75, however national 
insurance contributions (NICs) are still applicable. 

Tax relief on pension contributions is dependent on the particular pension scheme the employee 
and employer are paying into. Occupational schemes frequently operate with the employee’s 
contribution being paid into the scheme and no tax being deducted. This gives pension tax relief 
at the usual income tax rate the employee pays. 

Personal pension plan contributions are taken from an employee’s taxed income. The scheme 
then claims back the basic rate pension tax relief.

Contact us to discuss tax planning today.
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Personal tax planning
Inheritance tax
Inheritance tax (IHT) is paid on a person’s estate, property, money and possessions, if it is 
valued above the current threshold of £325,000. The current rate of IHT is 40%, unless 10% 
of an individual’s estate is bequeathed to charity, in which case the tax rate is reduced to 36%. 

Transfers of assets between spouses and civil partners are exempt from IHT, but other lifetime 
gifts may be more tax-eficient.

Lifetime gifts are potentially exempt from IHT, and there is no limit on such transfers, so this is a 
useful way to transfer assets that you do not need to keep in your estate. 

Gift relief is applied to anything given as a gift (money, assets or property) to a beneiciary as 
long as the gift giver survives for 7 years after the gift was given. 

If the giver dies before 7 years have passed there are varying rates of tax applicable ranging 
from 8% - 40% depending on the number of years which have passed since the gift was given. 

Life assurance policies (unless designed to cover IHT liabilities) should be assigned during your 
lifetime so that the proceeds do not form part of your estate on death. 

Trusts are also a tax-eficient way to reduce liability to IHT. There are a number of different 
types of trust, including bare trusts, interest in possession trusts, mixed trusts, discretionary trusts, 
settlor trusts, non-resident trusts and accumulation trusts.  

Each type of trust is subject to different rates of tax. It is prudent to consult a tax specialist 
when establishing a trust for IHT purposes in order to determine which type of trust is most 
appropriate.

Savings and investments
Tax is not paid on savings which are in tax-free savings accounts. These tax-free accounts 
include:

• individual savings accounts (ISAs) 

• some National Savings Accounts products such as savings certiicates and Premium 

Bonds. 

Anyone aged 16 plus is eligible to open a cash ISA, whereas to open a stocks and shares ISA 
the lower age limit is 18. ISAs cannot be held on behalf of someone else. 

The amount of money which can be saved in an ISA tax-free for 2016/17 is £15,240. 

It is possible to save using both cash and stocks and shares ISAs but the annual threshold must 
not be exceeded. 

Capital gains tax
Capital gains tax (CGT) is levied when an individual sells land, property or a business. These 
assets can be personal or business, however if someone sells their main home it will not be 
subject to CGT. For 2016/17 the rates of CGT are 10% and 20% for chargeable gains 
with the exception of those made on the disposal of residential property that is not eligible for 
private residence relief.

When calculating CGT losses should be deducted from proits on assets sold that tax year. 

The current CGT allowance is £11,100. There are various methods to reduce CGT including:

• transferring assets to a spouse or civil partner

• selling shares which your spouse or civil partner then buys back

• invest in an ISA as ISAs are not subject to CGT

• contributing to a pension can reduce the tax on a capital gain from 20% to 10% as it 

extends the upper limit of an individual’s personal tax allowance

• donating shares, property or land to a charity or selling them at below market value 

means that income and CGT relief is available.

CGT is highly complex and it is advisable to engage an expert when calculating it.

Retirement planning 
and pensions
Planning for retirement is important, the irst 
thing anyone should do is work out what 
income they will need. Income tax is still 
levied when an individual retires. All income 
bar the standard state pension is liable for 
income tax. 

Tax is due on personal and company 
pensions. The personal allowance for the 
tax year 2016/17 is £11,000 per annum. 
Any income exceeding the allowance will be 
taxed. 

When withdrawing money from a personal 
pension pot the irst 25% is tax-free. 

Once the initial 25% has been taken the 
remainder will be paid as income and will 
be taxable.

We can help you become more tax-eficient.

Important Notice 

he way in which tax charges (or tax relief, 
as appropriate) are applied depends upon 
individual circumstances and may be subject 
to change in the future. 

This document is solely for information 
purposes and nothing in this document 
is intended to constitute advice or a 
recommendation.  Whilst considerable 
care has been taken to ensure that the 
information contained within this document 
is accurate and up-to-date, no warranty is 
given as to the accuracy or completeness of 
any information.


