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Act now or
risk a tax
shock

BY AILEEN SCOTT

INDIVIDUALS and small
businesses in Scotland
have been warned to act

now or face massive tax
impacts from the dramatic
underplaying of UK resi-
dency law alterations.

From April 2012, the def-
inition of a non-UK resident
will change.

HM Revenue & Customs
(HMRC) is re-evaluating the
factors that determine
whether or not a person is a
UK resident for tax pur-
poses.

Traditional criteria were
based on a fairly general sys-
tem of day counting with no
regard for genuine connec-
tion with the UK.

The revamped test will
focus on facts and statistics,
supplyingadefinitiveanswer.
Ultimately, it will clarify the
rules on residency and, in
turn, tax liability.

This development is critical
for those entering the UK,
exiting the UK and those
already out.

At the moment, people
expect that if they live abroad
for at least 90 days each year,
they will be classified as a
non-UK resident and avoid
British taxes on certain
income. That will no longer
be the case with tough new
Treasury legislation. Individ-
uals could be subject to UK
tax rules after just 10 days
living or working in the coun-
try. This will bring many non-
residents into the UK tax
arena, who previously
regarded themselves as non-
UK resident.

But the new legislation isn’t
the main issue – transparent

residence rules are very wel-
come. The real problem is a
serious lack of mainstream
awareness. Will people who
have qualified as a non-UK
resident for years be aware
that they are suddenly a UK
resident again, operating
under the British tax system?
Many will be oblivious about
the new criteria and their
potentially-altered status
until the taxman comes
knocking. This could take
years. Imagine how much
debt could be clocked up by
then.

People need to know, as
soon as possible, whether this
applies to them. But it won’t
just affect individuals. Small
private companies and off-
shore trusts controlled by
apparently non-UK individ-
uals will suffer too. A family
trust, for example, is taxed

according to the residency
status of the trustees. If a
trustee suddenly, obliviously,
becomes UK resident again,
they face taxes of up to 50%.
This could be a major
increase from the tax levels
they will be used to offshore.
It can potentially be resolved,
but you must be prepared to
meet the new non-UK res-
ident criteria or give away
control of the trust by
appointing someone who
definitely satisfies the test.

Although the final docu-
ment won’t be published
until 2012, key points have
already been identified by
HMRC.

An individual is not UK
resident if they:
● Spend less than 10 days in
the UK during a tax year.
● Have not been a UK res-
ident for at least three years

and spent less than 45 days in
the UK in that time.
● Leave the UK to work full-
time abroad for a period
spanning a full tax year, work
in theUKfornomore than20
days and spend less than 90
days in total in the UK during
the year.

An individual is a UK res-
ident if:
● They spend 183 or more
days in the UK in a tax year
(as per the current rules).
● Allof theirhomesare inthe
UK.
● They work full-time in the
UK.

Adhering to the above
points could be easy, but this
demands initial awareness.
Positions must be reviewed
now. April is too late.

■ Aileen Scott is head of tax
at Campbell Dallas

Passive investors more likely to see gains

Times are tough, but
focus on the positive

Analyse the tax angle
when acquiring property

BY BARRY O'NEILL

BY IAN FORSYTH

BY DEREK BUCHAN

THE chief executive of
Enterprise North East Trust
says that times remain
tough and uncertain for
businesses.

Gary McEwan said: “The
recent downgrading of the
UK’s economic growth
highlights that times are
still clearly very difficult.

“The UK relies heavily on
trade with countries in
Europe and the US, so the
ongoing financial problems
in these areas are also hav-
ing a significant impact.

“As a result, many busi-
nesses are avoiding any
high-risk strategies for
growth and instead are
going into protection mode,
so they can safeguard their
future, should the worst
happen.”

However, Mr McEwan
said that, despite the tough
economic climate, people
are giving serious consider-
ation to self-employment.

He said: “In challenging

times, self reliance becomes
a priority and people look
to their inherent strengths
and skills to see them
through, rather than rely-
ing on others.

“There remains a strong
appetite for new business
start-up and we anticipate
helping 1,750 new busi-
nesses into existence in the
current year to April 2012.

“People who take the
plunge and start out on
their own are vital to help
get the economy back on
track and drive forward
growth.

“However, it’s important
that they have access to the
required support and
encouragement to make it
happen and, beyond this
stage, leverage existing
expertise, skills and best
practice from within the
market to continue
entrepreneurial develop-
ment. It is vital that busi-
ness owners don’t get
bogged down in the doom
and gloom.”

A REPORT by Standard and
Poor’s has once again
revealed that the majority of
actively-managed US mutual
funds failed to outperform
their respective benchmarks
over three years.

There are compelling rea-
sons why passive funds
should form the core of your
portfolio: from better perfor-
mance and continuity of
investment process to lower
costs and greater risk control.

If you use passive invest-
ments to simply deliver the
return from the markets in
which you chose to invest,
you are likely to do better
than the majority of
investors. This is because
two-thirds of active fund
managers routinely fail to
deliver returns in excess of
the benchmark indices
against which they are
measured when costs are
taken into account.

Although the average total
expense ratio (TER) of
actively-managed equity
funds is about 1.65% a year,
the true cost of many funds
can be 3% or more. The
active fund-management
industry is predisposed to
trade. The average UK equity
fund turns over two-thirds of

its holdings each year mean-
ing an estimated additional
cost to investors of 1.2%.
Investors generally pay the
price for this activity in the
form of inferior performance.

Barclays’ annual study of
long-term asset-class per-
formance shows the aver-
age “equity risk premium”
– the additional return you
can expect from investing
in shares over the return
from safer assets such as
short-term government
bonds – is 4-5% a year.
Therefore if you are paying
3% a year in costs, you are
simply not being compen-

sated sufficiently for the
risks you are taking.

Passive funds, where the
goal is simply to track the
performance of an index,
are much cheaper to run
because there is no need
for an extensive team of
analysts or a “star” fund
manager to pay. Typical
TERs are about 0.5% a year
for passive funds, but can
be as low as 0.15%.

Active fund managers
change employers on aver-
age every two-three years
meaning that your invest-
ment goals and theirs are
rarely aligned. Passive

funds provide continuity of
approach as they simply
buy the index they are
seeking to replicate the per-
formance of, so it does not
matter who is at the helm.

Passive funds provide far
greater diversification than
their active counterparts.
Some active funds take
large bets on a small num-
ber of individual holdings
in the belief that these will
be tomorrow’s winners.

This concentration risk is
not present in passive
funds which hold hundreds
and sometimes thousand of
securities.

However, most active
equity funds hold around
100 stocks, meaning the
manager has felt the need
to dilute his best ideas to
ensure the performance of
the fund does not deviate
too much from the herd.
So, you can either pay
0.15% to buy a fund that
states it will track an index,
or 1.65% for an active fund
which purports to beat the
index but ends up lagging
it because of the additional
costs.

■ Barry O’Neill is an
investment director with
Carbon Financial Partners in
Aberdeen

FOR property purchasers,
whether the intention is to
rent out, develop for sale,
occupy as a residence, pur-
chase with a view to spec-
ulative profit or use for a
business venture, how best
to hold the property from a
tax angle is dependent on a
number of factors.

Who is involved in the
property? Whether held by a
private UK resident, UK
business, overseas investor
or group of club investors,
this can impact on the most
suitable option. Equally
important is considering
what debt is needed and
where it will come from.

For long-term assets, any
profit on eventual sale will
be a capital gain – taxed at
28% or normally exempt
for non-UK residents –
whereas profit on sale of
short-term assets will gen-
erally be income (taxed at
up to 50%). The intention
you have at time of pur-
chase is critical.

Where the property is to
be your main residence,
holding in your own name
would be the norm to
ensure tax exemption on a
future gain. If the intention
is to let the property, it
might be best to hold
through a partnership to
access capital gains tax rates
when the property is sold. If
rental business tax losses are
anticipated, a structure that
allows losses to be offset
against other taxable income
could also be important. If
the property is to be used in

a business capacity, it might
be best to hold it in the busi-
ness structure for both com-
mercial and tax reasons, but
this depends on the
specifics.

Overseas residents could
hold property directly or
through a partnership, but
it could also be beneficial
to use a non-resident com-
pany in a low-tax jurisdic-
tion depending on where
the individual resides.
Overseas investors often
use companies to hold UK
property, as it allows them
to sell the property in the
future by selling shares in
the company – thereby sav-
ing the purchaser up to 5%
stamp duty land tax. If the
property is let out, any net
rental income after allow-
able expenses is taxed at
20% for a non-resident
company, whereas non-res-
ident individuals could face
taxation up to 50%.

■ Derek Buchan is a senior
manager in the private
client services team at
Deloitte in Aberdeen

Deals to be done Selling up? Preparation is key
BY ALLY RULE BY CIARA BLACKWOODTHE past 12 months have

witnessed significant merg-
ers and acquisitions (M&A)
activity in Scotland’s oil
and gas market. When con-
sidering what the next year
has in store for Scottish oil
and gas M&A activity, key
drivers including oil price
stability, fiscal policy, fund-
ing availability and the
globalisation of the sector
must be acknowledged.

Oil-price movement has
been influenced heavily by
the political shift and civil
unrest across the Middle
East, plus lower-than-
expected growth in China.

The surprising decision
taken by the UK Govern-
ment to increase the sup-
plementary charge from
20% to 32% undermined its
promise to create a stable
and fair UK oil and gas tax
regime as a means to
ensuring continued invest-
ment in the sector. Mature
oil and gas fields, which
already pay Petroleum Rev-
enue Tax as well as Corpo-
ration Tax, will now suffer a
marginal rate of 81%.

However, there is evi-
dence that private equity
acquisition appetite is
returning, especially in the
oil field services sector.

While many highly-lever-
aged Scottish oil and gas
companies have refinanced
successfully in the past year,
raising additional debt to
drive acquisitions will be one
of the main challenges.

This is less of a risk for
well-capitalised organisa-
tions, particularly those
with cash to invest or
agreed acquisition facilities.
However, the questionmark
hanging over the euro and
the threat of a double-dip
recession will not aid
investment decisions.

Many attractive investment
opportunities continue to
exist in the UK North Sea,
but companies on the acqui-
sition trail are casting their
nets wider to ensure they
share in the future growth of
the BRIC (Brazil, Russia,
India and China) countries
and west Africa. There is no

doubt that questions involv-
ing investing in these terri-
tories are based around
“when” rather than an “if”.
Therefore, we expect to see a
continuing trend of expan-
sion in these areas by Scot-
land-based companies, either
through acquisition or joint
ventures.

The combination of a
reduction in capacity during
the recession followed by
increased demand will boost
oil and gas activity levels and
drive M&A. There are con-
siderably more deals to be
done for those who can
move quickly.

■ Ally Rule is a partner with
Ernst & Young in Aberdeen

RARELY is the process
of preparing a busi-
ness for sale given the

t ime and attent ion i t
deserves. Many management
teams are so engrossed in the
day-to-day running of their
business that they fail to take
time to consider and plan
how to ensure that the busi-
ness reaches its maximum
potential in terms of both
profitability and marketabil-
ity by the point of sale.

At the heart of any thriving
business, and key to ensuring
that itmaximises itspotential,
is a clearly-defined strategy.

Why does strategy matter?
Strategy matters as it pro-

vides a clear statement not
only as to what the purpose of
the business is but also the
vision for it in the future and
the strategies that are being
put in place to ensure that
vision becomes a reality.

This information not only
provides those managing the
business with a clear view as
to how they are going to gen-
erate value within the busi-
ness moving forward, it also
provides management with a

clear statement against
which the “fit” of each poten-
tial acquirer can be accu-
rately assessed to ensure they
are aligned with the future
vision for the company.

Other key exit planning
considerations:
● Strength of management
team – if you exit, how robust
is the remaining manage-
ment team? Are they capable
of driving the business for-
ward?
● Breadth and depth of cus-
tomer base – are you overly
reliant on a few key cus-
tomers?
● Product and service offer-
ing – what opportunities are
available for expansion?
● Investment strategy – con-
tinued investment in the
business is key. Think
about it fromanacquirers
perspective – what
would they like to see?

■ Ciara Blackwood
is a senior
manager at
chartered

accountant Anderson
Anderson and Brown. It is
running a free breakfast
seminar on the topic of
strategic exit planning on
Thursday, November 3.
E-mail ciara.blackwood@
aab.co.uk for more details

ADVERTISEMENT

The moment Angus and Lucy
saw the for sale sign they knew
this was an opportunity they
could not miss – the chance
to fulfill a long-held dream to
run their own hotel together
in a popular highland beauty
spot. Successful careers and
a generous inheritance meant
they could afford to buy it
outright by liquidating some
of their investment portfolio.
But the Summer stock market
correction meant this was a bad
time to be cashing in equities.

The alternative was to borrow
the money. But since 2008
that has not been as easy as it
was. The High Street lenders
they approached would charge
expensive arrangement fees
and punitive interest rates.
Then they spoke to their wealth
manager – Deutsche Bank
Private Wealth Management –
and discovered that we would
happily lend them the money,
using their portfolio as security
and at a much lower cost.
Their names have been
changed for obvious

confidentiality reasons but
this true story illustrates an
interesting point: wealth doesn’t
eliminate the need to borrow.
In a climate of rising inflation
and low interest rates, when
cash can be unattractive, many
people are favouring longer-
term investments that offer the
potential for better returns. But
these can also be less liquid.
An unforeseen tax demand
falling just as you are about to
pay hefty tuition fees can create
a difficult short-term cash flow
problem if your money is tied
up elsewhere. A promising
business venture, a long-
coveted property – as in this
example – are opportunities that
might be lost because you don’t
want to sell less liquid assets
at an unfavourable time when
it might be prudent to wait for a
better market.

This is why specialist credit
facilities are increasingly
becoming a major distinguishing
factor within the private
wealth management industry.
Deutsche Bank Private Wealth

Management UK is one of a
select few institutions to offer
such a service. It gives you
flexibility that can make a real
difference. Simply knowing the
facility is available allows you
to invest confidently money you
might otherwise keep in reserve,
helping you optimise investment
decisions.

Subject to status, lending can
be secured against a traditional
portfolio of stocks and shares or
more exotic assets – residential
property, overseas property,
commercial real estate, even
works of art and aircraft. You
can take advantage of a credit
facility for more than just
unlocking liquidity. Clients with
significant real estate interests
have found it helpful to borrow
against their properties to invest
in other assets and diversify
their portfolios.

Those with a greater than
average appetite for risk can
use the facility to leverage
exposure to certain investments.

The ability to access cash
with speed is crucial to rapid
and shrewd investment in an
era in which credit tightening
has created a real challenge
for wealthy individuals. The
institutions best placed to help
meet that challenge are those
that recognise the need for
continued liquidity at a time
when you want the capital
you’ve worked hard for to
work hard for you.

For more information please
contact Grant Milne on
+44 (0)131 243-1000 or
grant.milne@db.com

www.dbpwm.co.uk

The information contained in this document is provided by Deutsche Bank Private Wealth Management (“DBPWM”) for general information and cannot be relied upon as complete or comprehensive summary of the
risks resulting from entering into a loan agreement. This material is intended for informational purposes only. It does not constitute investment advice nor a recommendation, offer or solicitation to engage in such. This
lending feature snapshot is merely an expression of DBPWM’s willingness to consider loan transactions. It is not a commitment by DBPWM, or any subsidiary or affiliate of DBPWM, to procure that Pershing Securities
Limited make any loan on the terms indicated above. Loan transactions are subject to: (i) DBPWM’s due diligence procedures, including but not limited to, “Know your customer” policies, (ii) review and approval by the
appropriate credit department and by Pershing Securities Limited, (iii) relevant internal lending and collateral limits, (iv) compliance with applicable laws and regulations in effect from time to time, and (v) the execution
and delivery of approved documentation for the transaction satisfactory in form and substance to DBPWM and Pershing Securities Limited. Use of lending to leverage investments can lead to increased losses as well
as gains. Clients should consider the appropriateness of leveraging their investments and/or other assets carefully and are strongly advised to take such independent tax or legal advice as they think appropriate.
Deutsche Bank Private Wealth Management is a trading name of Tilney Investment Management. Tilney Investment Management is a Member of the London Stock Exchange and is authorised and regulated by the
Financial Services Authority. FSA Register No: 124255.
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