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This document provides important updates to the main textbooks 
of the following subject modules and must be read in conjunction 
with those textbooks.  

 
Page 3     UK Financial Services, Regulation & Ethics (2007) – ApEx 1  

Page 14   Investment & Risk (2007) – ApEx 2  

Page 21     Mortgage Advice (Scots & English & Welsh Law 2004) – ApEx 5  

Page 32     Retirement & Protection Planning (2008) – ApEx 3 & 4  

Page 36     Equity Release (2007) – ApEx 20  

 
 

These updates will be examined with effect from 1st October 2008. 
 



 2 

No part of this publication may be reproduced, stored in a retrieval system or 
transmitted in any form or by any means – electronic, electrostatic, magnetic 
tape, mechanical, photocopying, recording or otherwise, without permission 
in writing from the Chartered Institute of Bankers in Scotland. For enquiries 
regarding reproduction, please contact: 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Chartered Institute of Bankers in Scotland has taken all reasonable measures to 
ensure the accuracy of the information contained in this publication and cannot 
accept responsibility or liability for errors or omissions from any information given 
or for any consequences arising. 
 
 
 
 
 

Copyright © The Chartered Institute of Bankers in Scotland   2008 

 

The Chartered Institute of Bankers in Scotland, 
Drumsheugh House, 

38b Drumsheugh Gardens, Edinburgh, EH3 7SW 
 

Telephone: 0131 473 7777 
Email: info@ciobs.org.uk 

Web: www.charteredbanker.com 
 

Charitable Body: The Chartered Institute of Bankers in Scotland (CIOBS) – Reg No: SC013927 
 



 3 

UK Financial Services, Regulation and Ethics – 2007  

 

 

Chapter 2  

 
Page 39 – AMENDMENT to Testacy  
 
! ȰÓÍÁÌÌ ÅÓÔÁÔÅȱ ÉÓ ÎÏ× ÃÏÎÓÉÄÅÒÅÄ ÔÏ ÂÅ ÏÎÅ ×ÈÉÃÈ ÉÓ ÌÅÓÓ ÔÈÁÎ £30,000. 
 
 
Page 53 – AMENDMENT to Compensation Limits 
 
For Deposits, the amount covered is £35,000 per person. This is calculated as 100% 
of the first £35,000. 
 
 

Chapter 3  
 
Page 75 – ADDITION TO State Pension 
 
Addition prior to final paragraph. 
 
In response to a report published in 2005 by the Pensions Commission, headed by 
Lord Turner, the Government published a Pensions Bill in November 2006, which 
became the Pensions Act 2007 after it received Royal Assent on 26th July 2007.  
 
This enables anyone reaching state pension age on or after 6th April 2010 to need 
only 30 qualifying years to receive the full state pension, with those with less than 
30 years entitled to a proportion of it for each qualifying year they have built up. 
The Act also means that the state retirement age will rise to age 68 by 2046, this 
being phased in. 
 
 
Page 76 – AMENDMENTS to National Insurance Contributions 
 
National Insurance Rates 
 
The following apply for the 2008 / 2009 tax year: 
 
Employees 
 
If an employee earns above £105 a week ɉÔÈÅ ȬÅÁÒÎÉÎÇÓ ÔÈÒÅÓÈÏÌÄȭɊ ÁÎÄ ÕÐ ÔÏ £770 
per week, they will pay 11% of this amount ɀ these are called Class 1 NICs. 
Additionally, they pay 1% of any earnings above £770 a week. 
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Self-Employed 
 
The rules and rates are as follows. 
 
¶ Anyone whose profits exceed £4,825 must pay Class 2 NICs ɀ these are at a flat 

rate weekly amount of £2.30  
 
¶ Where profits are between £5,435 and £40,040, Class 4 NICs must also be paid ɀ 

these are 8% of profits  
 
¶ Where profits exceed £40,040, an additional 1% is payable on the excess. 
 
 
Page 77 – ADDITION & AMENDMENT to Voluntary Contributions 
 
Addition after 2nd paragraph. 
 
Anyone reaching state pension age on or after 6th April 2010 will only need 30 
qualifying years to receive the full state pension. Those with less than 30 years will 
be entitled to a proportion of it for each qualifying year they have built up. 
 
Amendment 
 
Class 3 NICs are paid at a flat weekly rate which is £8.10 in 2008 / 09. 
 
 

Chapter 9  
 
Pages 226-227 – AMENDMENTS to Income Tax Allowances & Taxable Bands 

 

Income Tax Allowances 2008 / 09 

Personal allowance £6,035 

Personal allowance for people aged 65-74 £9,030 

Personal allowance for people aged 75 and over £9,180 

Income limit for age-related allowances £21,800 

-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ ÁÇÅÄ φυ-74 £6,535 
-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ  ÁÇÅÄ χυ ÏÒ ÍÏÒÅ £6,625  

Minimum amount of age-ÒÅÌÁÔÅÄ ÍÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ £2,540 

"ÌÉÎÄ ÐÅÒÓÏÎȭÓ ÁÌÌÏ×ÁÎÃÅ £1,800 

Taxable Bands 2008 / 09 
Basic rate 20% £0 - £34,800 
Higher rate 40% Over £34,800 
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Please note that in May 2008, the Chancellor of the Exchequer announced changes 
to the personal tax system to help those on low-incomes affected by the abolition of 
the 10% starting rate of income tax.  

The Chancellor had previously stated that the personal allowance for the 2008 / 09 
tax year would be £5,435 and that the higher rate threshold would be £36,000. 
However, following the admission that the removal of the 10% starting rate would 
adversely affect those supposed to benefit from the change, the personal allowance 
was increased by £600 to £6,035. Additionally, the higher rate threshold was 
reduced by £1,200 from the planned £36,000, this ensuring that higher rate 
taxpayers will see no difference in the amount of tax they pay. These changes take 
place in September 2008. 

Case Study 
 

Claire Soutar, a 34 year old social worker, is employed by the local council.  
 
During a fact find interview, you establish the following financial information, 
relevant to the fiscal year 2008 / 09 and are now required to establish how much 
tax Claire should be paying. 
 
Basic Salary   £28,960 
Overtime   £ 1, 450 
Professional body fees £       60 
 
"Ù ÆÏÌÌÏ×ÉÎÇ ÔÈÅ ÐÒÏÃÅÓÓ ×Å ÌÏÏËÅÄ ÁÔ ÅÁÒÌÉÅÒȟ ×Å ÃÁÎ ÅÁÓÉÌÙ ×ÏÒË ÏÕÔ #ÌÁÉÒÅȭÓ ÔÁØ 
liability. 
 
Step 1  #ÌÁÉÒÅȭÓ ÔÏÔÁÌ ÉÎÃÏÍÅ ÉÓ    £30,410 
 
Step 2  Less her professional body fees   £        60 
 
Net Statutory Income      £30,350 
 
Step 3  Less the basic personal allowance  £  6,035 
 
Taxable Income      £24,315 
 
Step 4  
 
All her income is charged at the basic rate of 20%             £4,863.00 
 
Tax Payable                                                                                   £4,863.00 
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Page 231 – AMENDMENT to Treatment of Bank / Building Society Interest  
 
The following text replaces the entire Basic Rate Taxpayers section. 
 
Most taxable income, up to the higher rate threshold, is taxed at the basic rate of 
20%, but from April 2008, there is a new 10% starting rate for savings income only, 
with a limit of £2,320.  
 
The rate at which savings income is taxable depends on how much earnings a 
person receives. So for example, if Á ÐÅÒÓÏÎȭÓ earnings are less than their personal 
allowance plus £2,320, then some or all of the savings income will be taxable at 
10%.  
 
If there is a combination of earnings and savings income, it is necessary to work out 
if any of the savings income can be taxed at 10%. Any savings income above £2,320 
will be taxed at 20%.  
 

Natasha, aged 53, has earnings income of £4,000 and savings income of £6,000 and 
her personal allowance is £6,035. Her tÁØÁÂÌÅ ÉÎÃÏÍÅ ÉÓ ÔÈÕÓ ΖσȟωφυȢ .ÁÔÁÓÈÁȭÓ 
personal allowance is firstly used against her earnings of £4,000, so none of her 
earnings are taxable ɀ all of her taxable income is savings income. 
 
The first £2,320 of taxable income is taxed at the special starting rate for savings of 
10% and the rest is taxed at 20%.  
 
£2,320 x 10%    =   £232 
£1,645 x 20%   =   £329 
Total Tax Due   =   £561 
 
.ÁÔÁÓÈÁȭÓ ÂÁÎË ×ÉÌÌ ÈÁÖÅ ÔÁËÅÎ ÔÁØ ÏÆÆ ÁÌÌ ÏÆ ÈÅÒ ÉÎÔÅÒÅÓÔ ÁÔ ςπϷȟ ÓÏ ÔÈÅÙ ×ÉÌÌ ÈÁÖÅ 
deducted £1,200 ɀ as she is only due to pay £561 tax, she can claim a repayment of 
tax from HM Revenue & Customs of £639 (£1,200 - £561). 
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Devinder, aged 61, has income of £6,600 from his part-time job and savings income 
of £4,000, with his personal allowance being £6,035. His taxable income is thus 
£4,565.  
 
$ÅÖÉÎÄÅÒȭÓ ÐÅÒÓÏÎÁÌ ÁÌÌÏ×ÁÎÃÅ ÉÓ ÆÕÌÌÙ ÕÓÅÄ ÁÇÁÉÎÓÔ ÈÉÓ ÅÁÒÎÉÎÇÓ ÏÆ Ζφȟφππ ÓÏ ÏÎÌÙ 
£565 of his earnings (£6,600 - £6,035) is taxable. The rest of the starting rate limit, 
i.e. £1,755 (£2,320 - £565) can be used against savings income.  
 
Taxable Earnings  £565 x 20%     =  £113.00 
Savings              £1,755 x 10%      =  £175.50 
Savings              £2,245 (£4,000 - £1,755) x 20%  =  £449.00 
Total Tax Due       =  £737.50 
 
His employer has already deducted £113 income tax from his earnings through Pay 
As You Earn. His bank has taken tax off all of his interest at 20%, so they will have 
taken off £800 (£4,000 x 20% = £800). So Devinder has paid a total of £913 tax at 
source, but he is only due to pay £737.50 tax. This means he can claim a repayment 
of tax from HM Revenue & Customs of £175.50 (£913 - £737.50). 

 
Please note that non-savings income (earnings from employment, pensions, etc.) 
is always taxed before savings income. 
 
If Á ÐÅÒÓÏÎȭÓ only taxable income is savings income, the first £2,320 of income above 
the personal allowance is taxed at 10%, with any savings income above the limit 
taxed at 20%. 
 
!Ó Á ÇÅÎÅÒÁÌ ÒÕÌÅȟ ÂÁÎËÓ ÁÎÄ ÂÕÉÌÄÉÎÇ ÓÏÃÉÅÔÉÅÓ ÍÕÓÔ ÔÁËÅ ÉÎÃÏÍÅ ÔÁØ ÏÆÆ Á ÃÕÓÔÏÍÅÒȭÓ 
interest before it is paid to them, this being charged at a lower tax rate of 20%. So if 
any savings income is due to be taxed at 10%, it is possible to claim some tax back 
from HM Revenue & Customs. 
 
 
Page 233 – AMENDMENT to Rates Table for Taxing Income 
 

* If ÁÎ ÉÎÄÉÖÉÄÕÁÌȭÓ taxable non-savings income is above £2,320, the 10% savings 
rate does not apply. 

 

Rates Table for Taxing Income  
2008 / 09 

Starting 
Rate  

Basic 
Rate  

Higher 
Rate 

Non-savings income, e.g. wages, salary. N/A 20% 40% 

Savings income 10%* 20% 40% 

Dividend income N/A 10% 32.5% 
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Page 234-235  
 
Higher Rate Taxpayers – Calculation of Tax Liability 
 
0ÌÅÁÓÅ ÎÏÔÅ ÔÈÁÔ ÔÈÅ ÐÒÉÎÃÉÐÌÅÓ ÆÏÒ ÃÁÌÃÕÌÁÔÉÎÇ Á ÈÉÇÈÅÒ ÒÁÔÅ ÔÁØÐÁÙÅÒȭÓ ÔÁØ ÌÉÁÂÉÌÉÔÙ 
remain unaltered. 
 
In the worked example, the key difference apart from the increased personal 
allowance, is that in Step 4, the income tax due on non-savings income is calculated 
on the full amount of the revised taxable income which is taxed at 20%.  
 
 

Chapter 10  
 
Page 248 – AMENDMENT to Annual Exempt Amount 
 
For 2008 / 09, the annual exempt amount is £9,600, this amount normally being 
increased each year broadly in line with inflation.  
 
 
Pages 248-249 – AMENDMENT to Indexation Allowance 
 
The following text replaces the entire Indexation Allowance section. 
 
This adjusted gains for the effects of inflation and was available between March 
1982 and 31st March 1998. 
 
It did this by giving an allowance equal to the amount by which the cost of the asset 
would have risen on a monthly basis if its value had kept pace with inflation, as 
measured by the increase in the Retail Prices Index, since the asset was acquired.  
 
Assets acquired on or after 1st April 1998 do not qualify for indexation allowance 
and, following the Pre-Budget Report of October 2007, indexation allowance is no 
longer available in computing the gain arising for any disposals on or after 6th April 
2008. 
 
 
Pages 249-250 – AMENDMENT to Taper Relief 
 
The following text replaces the entire Taper Relief section. 
 
Taper relief replaced the Indexation Allowance with effect from 6th April 1998 and 
reduced a chargeable gain, after any allowable losses, according to how long the 
asset was held before it was disposed of. 
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This relief was given after all other reliefs and allowable losses had been calculated, 
with the amount of the reduction dependent on how long the asset has been held, 
known as the qualifying holding period.  
 
For disposals on or after 6th April 2008, taper relief, like indexation allowance, is no 
longer available.   
 
 
Pages 252-253 – AMENDMENT to Calculation of Chargeable Gains 
 
The following text replaces the entire Calculation of Chargeable Gains section. 
 
The amount of CGT is based on the gains that a person makes on disposal of assets 
in the fiscal year. 
 
For asset disposals up to 5th April 2008, a fairly complex calculation was necessary 
to accurately establish the amount chargeable to CGT, this having to be in a precise 
order as prescribed by HMRC.  
 
For disposals after 5th April 2008, the position is much simplified as can be seen 
below.  
 
 
Pages 254-255 – AMENDMENT to Computing the CGT Payable 
 
The following text replaces the entire Computing the CGT Payable section. 
 
Until 5th April 2008, the rate of CGT that individuals pay depended on the level of 
their income which is liable to income tax. The amount chargeable to CGT was 
added to the income liable to income tax and is treated as the top part of that total, 
i.e. top-slicing. The rates used were the rates for income tax on savings income, i.e. 
10%, 20% and 40%. 

 
For the tax year 2008 / 09 onwards, there is a single rate of CGT set at 18%, this 
rate applies to individuals, trustees and personal representatives.  
 

Example 
 

In 1992 Kelly King bought a holiday home near Loch Lomond for £100,000. She then 
sold it in July 2008 for £250,000. The CGT due is calculated by deducting the 
purchase cost from the sale proceeds to give a gain of £150,000. As the annual 
exempt amount is £9,600 and she has no other capital gains in 2008 / 09, there will 
be a chargeable gain of £140,400 ɀ this is taxed at 18% giving tax payable of 
£25,272. 
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Example 
 

In 2006, Ernie Pollard had a loss of £30,000 on disposal of an asset ɀ he had no other 
gains against which he could offset the loss. 
 
In June 2008, he sold his holiday home at a gain of £80,000. Ernie can still bring 
forward his loss of £30,000 and set it off to reduce the gain to £50,000. As the 
annual exempt amount is £9,600, this gives a chargeable gain of £40,400. This is 
taxed at 18%, giving tax payable of £7,272. 
 

 
Please note that although indexation and taper relief disappear, allowable losses, 
allowable costs, the annual exempt amount and other reliefs remain.   
 
 
Pages 257 – ADDITION to Inheritance Tax 
 
Addition after Exemptions Case Study. 
 

Transfer of Nil-Rate Band 
 
The Chancellor of the Exchequer announced that from 9th October 2007, spouses 
and civil partners can transfer their nil-rate band allowances so that any part of the 
nil-rate band that was not used when the first spouse or civil partner died can be 
transferred to the surviving spouse or civil partner for use on their death.  
 
Where a valid claim to transfer unused nil-rate band is made, the nil-rate band that 
is available when the surviving spouse or civil partner dies will be increased by the 
proportion of the nil-rate band unused on the first death.  
 

Example 
 
Jerome died on 14th May 2006 leaving an estate of £400,000, which he left entirely 
to his spouse, Bridget. She dies on 28th July 2008 leaving an estate of £600,000 
equally between her two children.  
 
When Bridget dies, the nil-ÒÁÔÅ ÂÁÎÄ ÉÓ ΖσρςȟπππȢ !Ó ρππϷ ÏÆ *ÅÒÏÍÅȭs nil-rate band 
was unused, the nil-ÒÁÔÅ ÂÁÎÄ ÏÎ "ÒÉÄÇÅÔȭÓ ÄÅÁÔÈ ÉÓ ÄÏÕÂÌÅÄ ÔÏ ΖφςτȟπππȢ !Ó 
"ÒÉÄÇÅÔȭÓ ÅÓÔÁÔÅ ÉÓ Ζφππȟπππ ÔÈÅÒÅ ÉÓ ÎÏ )(4 ÔÏ ÐÁÙȢ 
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Example 
 
Robert dies on 27th October 2007, with an estate of £300,000. He left legacies of 
£40,000 to each of his three children with the remainder to his spouse, Sally. The 
nil-rate band when Robert died was £300,000. Sally dies on 15th September 2009 
leaving £550,000 equally to her three children ɀ the nil-rate band when Sally died 
was £325,000.  
 
Robert used up 40% of his nil-rate band when he died, which means 60% is 
ÁÖÁÉÌÁÂÌÅ ÔÏ ÔÒÁÎÓÆÅÒ ÔÏ 3ÁÌÌÙ ÏÎ ÈÅÒ ÄÅÁÔÈȢ 3Ï 3ÁÌÌÙȭÓ ÎÉÌ-rate band of £325,000 is 
increased by 60% to £520,000. !Ó 3ÁÌÌÙȭÓ ÅÓÔÁÔÅ ÔÏÔÁÌÓ Ζυυπȟπππȟ this leaves £30,000 
chargeable to IHT.  

 
)ÔȭÓ ÉÍÐÏÒÔÁÎÔ ÔÏ ÒÅÍÅÍÂÅÒ ÔÈÁÔ ÅÖÅÎ ÉÆ ÁÌÌ ÔÈÅ ÁÓÓÅÔÓ ÁÒÅ ÌÅÆÔ ÔÏ ÔÈÅ ÓÕÒÖÉÖÉÎÇ ÓÐÏÕÓÅ 
or civil partner, other chargeable transfers, e.g. assets in trust, or gifts to other 
people made within seven years of death, may use up some or all of the nil-rate band 
in the normal way ɀ this will reduce the amount of unused nil-rate band that may be 
available for transfer. 
 
 

Chapter 13  
 
Page 322 – ADDITION to The Insurance Conduct of Business Rules (ICOB) 
 
Addition after Treating Customers Fairly 
 

New Insurance Conduct of Business Sourcebook (ICOBS) 
 
A revised general insurance regime, ICOBS, came into effect on 6th January 2008 and 
must be implemented by 6th July 2008. 

There is an oveÒÁÌÌ ÍÏÖÅ ÔÏ×ÁÒÄÓ ÓÉÍÐÌÉÆÉÃÁÔÉÏÎ ÏÒ ȬÐÒÉÎÃÉÐÌÅÓ-ÂÁÓÅÄ ÒÅÇÕÌÁÔÉÏÎȭȢ 
Some rules have been simplified, whilst in areas where there have been market 
failures and consumer detriment, e.g. payment protection insurance (PPI), rules 
have been brought in to help ensure that consumers achieve a fair deal.  

The main amendments relate to the following  

General Insurance Products 

For products such as household, motor, pet and private medical insurance where 
markets are deemed to be generally working well, many of the detailed rules have 
been replaced with high-level rules. The same standards of conduct and essential 
consumer safeguards must however remain. 
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Protection Products 

For protection products (critical illness, income protection, term assurance and 
PPI), new rules designed to improve selling practices now apply, with oral 
disclosure of specific information now a requirement.   

For example, customers in non-advised sales must be told that they are solely 
responsible for deciding whether the policy is suitable for their needs. Customers 
must also be told about the main characteristics of a policy, e.g. benefits, limitations 
and exclusions, duration and price) during sales conversations before the customer 
makes a decision on whether to buy the cover.  
 
In addition to the above, for firms selling PPI policies, the following must be noted 
and adhered to:  
 
¶ The existing cancellation period is increased from 14 days to 30 days bringing 

PPI into line with other pure protection policies, e.g. term assurance, critical 
illness, etc.   

¶ Customers must be reminded of their right to cancel the policy and that they 
should check the policy documentation within the cancellation period 

¶ Firms must take reasonable steps to check that customers are eligible to claim 
under the policy before it is sold ɀ customers must be told if they would not be 
able to claim under one or more elements of a policy 

¶ For single premium PPI, customers must be advised of the monthly and total 
price of the cover and that they will pay interest on the premium.  

 
 

Chapter 14  
 
Pages 333 – ADDITION to Legislation Background 

 
Addition after Money Laundering Regulations 2003. 

 
Money Laundering Regulations 2007 (MLR 2007) 
 
The Third EU Money Laundering Directive required that new legislation was 
enacted to further restrict criminal access to the financial system. 
 
As such, the MLR 2007 came into effect in the UK on 15th December 2007, in 
common with all other EU member states. In summary the new Regulations: 
 
¶ Provide more detailed obligations regarding customer due diligence, e.g. explicit 

requirements for firms to undertake ongoing monitoring of business 
relationships and for firms to identify not just the customer, but the beneficial 
owner of the customer 
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¶ Require firms to vary customer due diligence and monitoring according to the 

risk of money laundering or terrorist financing 
 
¶ Require firms to take enhanced customer due diligence measures in higher risk 

situations, while allowing firms to take reduced identification measures for 
specific situations with a lower risk of money laundering 

 
¶ Allow firms to rely on certain other firms for undertaking customer identification 
 
¶ Clarify the arrangements for the supervision of firms, including those that will be 

supervised for the first time. 
 
Pages 334 – AMENDMENT to The FSA and Money Laundering 
 
The current JMLSG Guidance advocates a more risk-based approach to AML / CTF 
and has been effective from 15th December 2007. 
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Investment & Risk (ApEx 2) - 2007 

 

Chapter 2  
 
Pages 44-45 – AMENDMENTS to Income Tax Allowances & Taxable Bands 

 

 
Please note that in May 2008, the Chancellor of the Exchequer announced changes 
to the personal tax system to help those on low-incomes affected by the abolition of 
the 10% starting rate of income tax.  

The Chancellor had previously stated that the personal allowance for the 2008 / 09 
tax year would be £5,435 and that the higher rate threshold would be £36,000. 
However, following the admission that the removal of the 10% starting rate would 
adversely affect those supposed to benefit from the change, the personal allowance 
was increased by £600 to £6,035. Additionally, the higher rate threshold was 
reduced by £1,200 from the planned £36,000, this ensuring that higher rate 
taxpayers will see no difference in the amount of tax they pay. These changes take 
place in September 2008. 

 

 

 

 

 

 

Income Tax Allowances 2008 / 09 

Personal allowance £6,035 

Personal allowance for people aged 65-74 £9,030 

Personal allowance for people aged 75 and over £9,180 

Income limit for age-related allowances £21,800 

-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ ÁÇÅÄ φυ-74 £6,535 
-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ  ÁÇÅÄ χυ ÏÒ ÍÏÒÅ £6,625  

Minimum amount of age-ÒÅÌÁÔÅÄ ÍÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ allowance £2,540 

"ÌÉÎÄ ÐÅÒÓÏÎȭÓ ÁÌÌÏ×ÁÎÃÅ £1,800 

Taxable Bands 2008 / 09 
Basic rate 20% £0 - £34,800 
Higher rate 40% Over £34,800 
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Case Study 
 

Claire Soutar, a 34 year old social worker, is employed by the local council.  
 
During a fact find interview, you establish the following financial information, 
relevant to the fiscal year 2008 / 09 and are now required to establish how much 
tax Claire should be paying. 
 
Basic Salary   £28,960 
Overtime   £ 1, 450 
Professional body fees £       60 
 
"Ù ÆÏÌÌÏ×ÉÎÇ ÔÈÅ ÐÒÏÃÅÓÓ ×Å ÌÏÏËÅÄ ÁÔ ÅÁÒÌÉÅÒȟ ×Å ÃÁÎ ÅÁÓÉÌÙ ×ÏÒË ÏÕÔ #ÌÁÉÒÅȭÓ ÔÁØ 
liability. 
 
Step 1  #ÌÁÉÒÅȭÓ ÔÏÔÁÌ income is    £30,410 
 
Step 2  Less her professional body fees  £         60 
 
Net Statutory Income      £30,350 
 
Step 3  Less the basic personal allowance  £  6,035 
 
Taxable Income      £24,315 
 
Step 4  
 
All her income is charged at the basic rate of 20%              £4,863.00 
 
Tax Payable                                                                                    £4,863.00 
 

 
Page 46-47 – AMENDMENT to Treatment of Bank / Building Society Interest  
 
The following text replaces the entire Basic Rate Taxpayers section. 
 
Most taxable income, up to the higher rate threshold, is taxed at the basic rate of 
20%, but from April 2008, there is a new 10% starting rate for savings income only, 
with a limit of £2,320.  
 
The rate at which savings income is taxable depends on how much earnings a 
ÐÅÒÓÏÎ ÒÅÃÅÉÖÅÓȢ 3Ï ÆÏÒ ÅØÁÍÐÌÅȟ ÉÆ Á ÐÅÒÓÏÎȭÓ ÅÁÒÎÉÎÇÓ ÁÒÅ ÌÅÓÓ ÔÈÁÎ ÔÈÅÉÒ ÐÅÒÓÏÎÁÌ 
allowance plus £2,320, then some or all of the savings income will be taxable at 
10%.  
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If there is a combination of earnings and savings income, it is necessary to work out 
if any of the savings income can be taxed at 10%. Any savings income above £2,320 
will be taxed at 20%.  
 

Natasha, aged 53, has earnings income of £4,000 and savings income of £6,000 and 
ÈÅÒ ÐÅÒÓÏÎÁÌ ÁÌÌÏ×ÁÎÃÅ ÉÓ ΖφȟπσυȢ (ÅÒ ÔÁØÁÂÌÅ ÉÎÃÏÍÅ ÉÓ ÔÈÕÓ ΖσȟωφυȢ .ÁÔÁÓÈÁȭÓ 
personal allowance is firstly used against her earnings of £4,000, so none of her 
earnings are taxable ɀ all of her taxable income is savings income. 
 
The first £2,320 of taxable income is taxed at the special starting rate for savings of 
10% and the rest is taxed at 20%.  
 
£2,320 x 10%   =   £232 
£1,645 x 20%   =   £329 
Total Tax Due =  £561 
 
.ÁÔÁÓÈÁȭÓ ÂÁÎË ×ÉÌÌ ÈÁÖÅ ÔÁËÅÎ ÔÁØ ÏÆÆ ÁÌÌ ÏÆ ÈÅÒ ÉÎÔÅÒÅÓÔ ÁÔ ςπϷȟ Óo they will have 
deducted £1,200 ɀ as she is only due to pay £561 tax, she can claim a repayment of 
tax from HM Revenue & Customs of £639 (£1,200 - £561). 

 

Devinder, aged 61, has income of £6,600 from his part-time job and savings income 
of £4,000, with his personal allowance being £6,035. His taxable income is thus 
£4,565.  
 
$ÅÖÉÎÄÅÒȭÓ ÐÅÒÓÏÎÁÌ ÁÌÌÏ×ÁÎÃÅ ÉÓ ÆÕÌÌÙ ÕÓÅÄ ÁÇÁÉÎÓÔ ÈÉÓ ÅÁÒÎÉÎÇÓ ÏÆ Ζφȟφππ ÓÏ ÏÎÌÙ 
£565 of his earnings (£6,600 - £6,035) is taxable. The rest of the starting rate limit, 
i.e. £1,755 (£2,320 - £565) can be used against savings income.  
 
Taxable Earnings  £565 x 20%     =  £113.00 
Savings              £1,755 x 10%      =  £175.50 
Savings              £2,245 (£4,000 - £1,755) x 20%  =  £449.00 
Total Tax Due       =  £737.50 
 
His employer has already deducted £113 income tax from his earnings through Pay 
As You Earn. His bank has taken tax off all of his interest at 20%, so they will have 
taken off £800 (£4,000 x 20% = £800). So Devinder has paid a total of £913 tax at 
source, but he is only due to pay £737.50 tax. This means he can claim a repayment 
of tax from HM Revenue & Customs of £175.50 (£913 - £737.50). 

 
Please note that non-savings income (earnings from employment, pensions, etc.) 
is always taxed before savings income. 
 
If a ÐÅÒÓÏÎȭÓ ÏÎÌÙ ÔÁØÁÂÌÅ ÉÎÃÏÍÅ ÉÓ ÓÁÖÉÎÇÓ ÉÎÃÏÍÅȟ ÔÈÅ ÆÉÒÓÔ Ζςȟσςπ ÏÆ ÉÎÃÏÍÅ ÁÂÏÖÅ 
the personal allowance is taxed at 10%, with any savings income above the limit 
taxed at 20%. 
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As a general rule, banks and building societies must take income tax off a customÅÒȭÓ 
interest before it is paid to them, this being charged at a lower tax rate of 20%. So if 
any savings income is due to be taxed at 10%, it is possible to claim some tax back 
from HM Revenue & Customs. 
 
 
Pages 53 – AMENDMENT to Enterprise Investment Schemes 
 
The maximum investment in any tax year is £500,000 (previously £400,000) for 
shares issued on or after 6th April 2008.  
 
 

Chapter 3  
 
Page 68 – AMENDMENT to Annual Exempt Amount 
 
For 2008 / 09, the annual exempt amount is £9,600, this amount normally being 
increased each year broadly in line with inflation.  
 
 
Pages 68-69 – AMENDMENT to Indexation Allowance 
 
The following text replaces the entire Indexation Allowance section. 
 
This adjusted gains for the effects of inflation and was available between March 
1982 and 31st March 1998. 
 
It did this by giving an allowance equal to the amount by which the cost of the asset 
would have risen on a monthly basis if its value had kept pace with inflation, as 
measured by the increase in the Retail Prices Index, since the asset was acquired.  
 
Assets acquired on or after 1st April 1998 do not qualify for indexation allowance 
and, following the Pre-Budget Report of October 2007, indexation allowance is no 
longer available in computing the gain arising for any disposals on or after 6th April 
2008. 
 
 
Pages 69-70 – AMENDMENT to Taper Relief 
 
The following text replaces the entire Taper Relief section. 
 
Taper relief replaced the Indexation Allowance with effect from 6th April 1998 and 
reduced a chargeable gain, after any allowable losses, according to how long the 
asset was held before it was disposed of. 
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This relief was given after all other reliefs and allowable losses had been calculated, 
with the amount of the reduction dependent on how long the asset has been held, 
known as the qualifying holding period.  
 
For disposals on or after 6th April 2008, taper relief, like indexation allowance, is no 
longer available.   
 
 
Pages 73-75 – AMENDMENT to Calculation of Chargeable Gains 
 
The following text replaces the entire Calculation of Chargeable Gains section. 
 
The amount of CGT is based on the gains that a person makes on disposal of assets 
in the fiscal year. 
 
For asset disposals up to 5th April 2008, a fairly complex calculation was necessary 
to accurately establish the amount chargeable to CGT, this having to be in a precise 
order as prescribed by HMRC.  
 
For disposals after 5th April 2008, the position is much simplified as can be seen 
below.  
 
Pages 75-76 – AMENDMENT to Computing the CGT Payable 
 
The following text replaces the entire Computing the CGT Payable section. 
 
Until 5th April 2008, the rate of CGT that individuals pay depended on the level of 
their income which is liable to income tax. The amount chargeable to CGT was 
added to the income liable to income tax and is treated as the top part of that total, 
i.e. top-slicing. The rates used were the rates for income tax on savings income, i.e. 
10%, 20% and 40%. 

 
For the tax year 2008 / 09 onwards, there is a single rate of CGT set at 18%, this 
rate applies to individuals, trustees and personal representatives.  
 

Example 
 

In 1992 Kelly King bought a holiday home near Loch Lomond for £100,000. She then 
sold it in July 2008 for £250,000. The CGT due is calculated by deducting the 
purchase cost from the sale proceeds to give a gain of £150,000. As the annual 
exempt amount is £9,600 and she has no other capital gains in 2008 / 09, there will 
be a chargeable gain of £140,400 ɀ this is taxed at 18% giving tax payable of 
£25,272. 
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Example 
 

In 2006, Ernie Pollard had a loss of £30,000 on disposal of an asset ɀ he had no other 
gains against which he could offset the loss. 
 
In June 2008, he sold his holiday home at a gain of £80,000. Ernie can still bring 
forward his loss of £30,000 and set it off to reduce the gain to £50,000. As the 
annual exempt amount is £9,600, this gives a chargeable gain of £40,400. This is 
taxed at 18%, giving tax payable of £7,272. 
 

 
Please note that although indexation and taper relief disappear, allowable losses, 
allowable costs, the annual exempt amount and other reliefs remain.   
 

Chapter 4  
 

Page 91 – AMENDMENT to Financial Services Compensation Scheme  
 
The following text replaces the entire section of the early print run of the 
textbook (later print runs are unaffected)  

The Financial Services Compensation Scheme (FSCS) 

The FSCS covers business conducted by firms regulated by the Financial Services 
AuthoÒÉÔÙ ɉ&3!Ɋȟ ÔÈÅ 5+ȭÓ ÆÉÎÁÎÃÉÁÌ ÒÅÇÕÌÁÔÏÒȟ ÁÎÄ ÉÓ ÆÕÎÄÅÄ ÂÙ ÌÅÖÉÅÓ ÏÎ ÁÕÔÈÏÒÉÓÅÄ 
firms. 

Essentially, the FSCS is a safety net for customers of deposit-taking firms (e.g. banks, 
building societies and credit unions) and other financial services firms. This 
independent Scheme is triggered when an authorised firm goes out of business or 
when the FSA considers that an authorised firm is unable to repay its depositors, or 
is likely to be unable to do so.  

The maximum level of compensation payable had been increased with the 
introduction of the FSCS, with the maximum claim for a deposit being raised to 
£31,700, calculated on 100% of the first £2,000 and then 90% of the next £33,000. 

The scheme was however upgraded by the FSA who changed the rules as a direct 
result of the liquidity problems which beset the Northern Rock. From 1st October 
2007, should a bank, building society or credit union go into default, the FSCS will 
pay compensation up to 100% of the first £35,000 per person.  

The compensation limit applies to each depositor and covers the total of all their 
deposits held with that firm. Each individual in a joint account is eligible to receive 
compensation up to the maximum limit in respect of their share of the deposits 
(FSCS will assume the split is 50/50 unless evidence shows otherwise). This means 
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that each account holder in a joint account would be eligible for compensation up to 
the maximum limit, so that joint account holders with a deposit of £70,000 would be 
fully recompensed. 

Funding of the Scheme is possible by a levy made on those accepting deposits and, 
in order to fund compensation claims, they may be required to contribute up to 
0.3% of their protected deposits on an annual basis.  
Depositors should be aware however, that offshore deposits are not covered under 
the FSCS, although on a brighter note, deposits in foreign currencies held with 
authorised firms are protected. 
 
 

Chapter 6  
 
Page 178 – AMENDMENTS to Enterprise Investment Schemes 
 
Investment Terms & Conditions 
 
The investor can buy ordinary shares (no other class of shares are permitted) in as 
many qualifying companies as they like and whilst there is no maximum investment 
level, only the first £500,000 invested in any one tax year (£400,000 prior to the 
fiscal year 2008 / 09) will qualify for income tax relief and CGT exemption. It is 
worth bearing in mind that a husband and wife can both invest the maximum each 
fiscal year.  
 
 

Chapter 8  
 
Page 224 – Personal Equity Plans 
 
This section need no longer be studied. 
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Mortgage Advice (ApEx 5) - 2004 

 

Chapter 4  
 
Page 61 (S) & Page 64 (E&W) – AMENDMENT to Illustrations 
 
Due to space constraints, there is no Figure 2, however an example of a Key Facts 
Illustration can be found online at:  
 
www.fsa.gov.uk/pages/Doing/small_firms/mortgage/PDF/Oxpecker_KFI.pdf  
 
 

Chapter 5 
  
Page 83 (S) & Page 85 (E&W) – AMENDMENT to Stamp Duty Land Tax (SDLT) 
 
SDLT is levied on a sliding scale: 
 
If the property costs up to £125,000 – no tax is imposed 
 
If the property costs between £125,001 and £250,000 – 1% of the purchase price 
 
If the property costs between £250,001 and £500,000 – 3% of the purchase price 
 
If the property costs £500,001 or above – 4% of the purchase price 
 
 

Page 84 (Scotland only) ADDITION to end of Chapter 
 
Home Reports 
 
With effect from 1st December 2008, properties for sale in Scotland 
×ÉÌÌ ÈÁÖÅ ÔÏ ÂÅ ÍÁÒËÅÔÅÄ ×ÉÔÈ ÉÎÆÏÒÍÁÔÉÏÎ ÃÁÌÌÅÄ Á Ȭ(ÏÍÅ 2ÅÐÏÒÔȭȢ  
This report, commissioned by the seller, will provide prospective buyers with 
detailed information about the condition and value of the property before offers are 
made. This should prevent buyers from wasting time and money on mortgage 
valuation reports on properties where their offers are unsuccessful. 
 
There are some exceptions to the requirement for a Home Report to be provided, 
these include for example:  
 
New Housing ɀ the subsequent sale of a home will not however be exempt even if it 
has a certificate from, say, the National House-Building Council.  
 

http://www.fsa.gov.uk/pages/Doing/small_firms/mortgage/PDF/Oxpecker_KFI.pdf


 22 

Newly Converted Premises ɀ a property which is being, or has been, converted to a 
home if it has not previously been used in its converted state.  
 
Right to Buy homes ɀ ÔÈÅ ÓÁÌÅ ÏÆ Á ÈÏÍÅ ÔÏ Á ÔÅÎÁÎÔ ÕÎÄÅÒ ÔÈÅ Ȭ2ÉÇÈÔ ÔÏ "ÕÙȭ ÄÏÅÓ 
not involve marketing, so the duty to provide a Home Report does not apply. 
 
Seasonal and Holiday Accommodation ɀ this refers to seasonal and holiday 
accommodation which only has permission to be used for less than 11 months in 
any year. It does not include second homes or holiday cottages that could be used all 
year if the owner so chose.  
 
Dual use of a Dwelling House ɀ where the home is, or forms part of, a property 
most recently used for both residential and non-residential purposes, e.g. a 
commercial studio where the owner also lives in the home. 
 
The Home Report will contain three documents providing home buyers with more 
information than they have ever had. These are: 
 
¶ Single Survey ɀ prepared by a chartered surveyor containing detailed 

information on property condition, accessibility information and a valuation. 
 

¶ Energy Report ɀ giving a home's energy efficiency rating and its environmental 
impact in terms of carbon dioxide emissions. It recommends ways to improve the 
building's energy efficiency and gives contact details for further advice and 
information about how to make a home more energy efficient and save fuel costs. 
 

¶ Property Questionnaire ɀ gives prospective buyers useful information about 
the property, e.g. parking arrangements, factoring and property alterations. 

 
The cost of a Single Survey and Energy Report will be set by individual surveying 
firms and will vary according to the size of the house. There should be very little, if 
any, costs associated with the Property Questionnaire as this is completed by the 
seller of the property. Providers are likely to offer a range of finance options, one of 
which is liable to be to defer payments until the property is sold.  
 
Home Report documents must be no more than 12 weeks old when a property is put 
on the market and, sellers or their selling agents must comply with a request for a 
Home Report from a prospective buyer within 9 calendar days of the initial request. 
However, sellers may refuse to provide a copy in some limited situations, e.g. where 
the seller believes that the person making the request cannot afford the house or is 
not really interested in buying it. 
 
If a buyer believes that they are being denied a copy of the Report unlawfully, local 
authority trading standards officers can enforce the legislation, with failure to 
comply possibly leading to a £500 fine. 
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Page 86 (E&W only) – AMENDMENT to Home Information Packs (HIPs) 
 
The following text replaces the entire HIPs section. 
 
Since 14th December 2007 every home put on the market, irrespective of its size, 
must have a Home Information Pack (HIP).  
 
There are certain exemptions however, e.g.  
 
¶ Properties where there is no marketing, e.g. private sales to a family member, 

friend etc.  
¶ Non-residential properties  
¶ Seasonal and holiday accommodation  
¶ Mixed sales (e.g. shop with flat, farm with farmhouse, etc).  
 
HIPs provide key information needed by buyers and sellers at the very start of the 
home-buying process and should make transactions more efficient and less likely to 
fall through between offer and exchange. HIP documents give consumers a clear, up 
front picture of what they are buying and selling. 
 
The HIP brings together valuable information at the start of the process, some of 
which is compulsory and some of which is optional.  
 
Compulsory Items 
 
There are certain compulsory documents which must be included in a HIP, i.e. 
 
1. Home Information Pack Index ɀ this lists the documents contained in the Pack 

and provides a checklist for sellers, buyers, estate agents and enforcement 
authorities 
 

2. Energy Performance Certificate ɀ this confirms how energy-efficient a home is 
on a scale of A-G, with the most efficient homes being in band A. The Certificate 
also notes, on a scale of A-G, about the impact the home has on the environment. 
Better-rated homes should have less impact through carbon dioxide (CO2) 
emissions. The average property in the UK is in bands D-E for both ratings. 
 

3. Sale Statement ɀprovides some basic information about the property, including 
the address of the property being sold, whether it is freehold, leasehold (a copy of 
the lease agreement is also compulsory) or commonhold, if it is registered or 
unregistered and whether or not it is is being sold with vacant possession. 
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4. Standard Searches ɀ must include the local land charges register relating to the 
property being sold. Once a search is completed, the seller receives an official 
search certificate. Other local authority records of interest to buyers, e.g. planning 
decisions and road building proposals may also feature as well as information 
relating to the provision of drainage and water services to the property.  
 

5. Evidence of Title ɀ these documents prove that the seller owns the property and 
can therefore sell it. If the property being sold is registered, certain Land Registry 
documents must be included. These provide a current official record of who owns 
the land, and consist of official copies of the individual register (made up of a 
property register, proprietorship register and, typically, a charges register) and 
an official copy of the title plan. Rules also apply to the sale of a commonhold 
interest and for sales of unregistered land. 

 
Optional Items  
 
Some items within a HIP are optional, i.e. 
 
1. Home Condition Report ɀ contains information about the physical condition of a 

property, which sellers, buyers and lenders will be able to rely on legally as an 
accurate report. 
 

2. Legal summary ɀ a summary of the legal content of the pack and although  
helpful to buyers, it will not remove the need for buyers to take their own legal 
advice. 
 

3. Home Use / Contents Forms ɀ gives buyers information on a range of matters 
relating to the property, e.g. boundaries, notices, services, sharing with 
neighbours, planning permissions, fixtures and fittings included in the sale, etc. 
 

4. Other documents ɀ includes non-standard searches, e.g. a mining search if 
appropriate, rights of way, ground stability and actual or potential environmental 
hazards such as flooding and contaminated land. Other documents may include 
guarantees and warranties for work already carried out on the property. 
 

5. Additional information for leasehold and commonhold sales, if appropriate 
ɀ for example, information relating to service charges, insurance details etc. 

 
The HIP is valid for as long as the property is continuously marketed for sale and is 
valid for up to one year, where it is withdrawn from the market and re-marketed by 
the same owner. There is no requirement for any component of the HIP to be 
updated whilst the property is marketed for sale. 
 
The seller is responsible for the cost of a HIP, with the actual cost dependent upon 
market forces, location and size of house, although sellers will often be able to defer 
costs until late in the sale. 
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Chapter 9 
 
Pages 147-148 (S) & Pages 150-151 (E&W) – AMENDMENT to Individual 
Savings Account Mortgages (ISAs) and update document issued August 2005 
 

The following text replaces the entire ISAs section. 
 

Individual Savings Accounts (ISAs)  
 
ISAs are a tax-efficient way to save and invest and were introduced on 6th April 1999 
replacing Personal Equity Plans (PEPs) and Tax Exempt Special Savings Accounts 
(TESSAs). 
 
An ISA is not an investment in itself, but is merely a tax-efficient wrapper which can 
be used to hold savings and investment products, including savings accounts (often 
ÃÁÌÌÅÄ ȬÃÁÓÈȭɊ ÁÎÄ ÓÔÏÃËÓ ÁÎÄ ÓÈÁÒÅÓȢ 
 
When the government launched ISAs, they guaranteed that they would be available 
for at least 10 years and that a review of the operation of ISAs was to be conducted 
in 2006. The result of the review is that ISAs will now be around indefinitely. 
 
When ISAs first went on sale, investors were able to hold a wide range of savings 
and investment products, including cash, stocks and shares, and life insurance. The 
life insurance element was however removed in April 2005. 
 
In terms of being tax effective, saving through an ISA account used to provide tax 
free income and growth from savings and investments, i.e. returns free of income 
tax and CGT. Again however, subsequent amendments to legislation have meant that 
dividend income is no longer tax free.  
 
Until 5th April 2008, there were two distinct ISA types, known as Mini and Maxi ISAs, 
each with their own investment limits. These however disappeared and investment 
limit changes occurred with effect from 6th April 2008. There are now simply Cash 
and Stocks and Shares ISAs and these are described below.  
 
ISAs are available from any ISA manager, including banks, building societies, 
National Savings & Investments, supermarkets, retailers, credit unions, friendly 
societies, insurance companies and unit and investment trust companies. 
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Cash ISA 
 
A Cash ISA provides individuals with an account which will collect their short-term 
savings and perhaps pay an interest rate a little higher than the usual market rate. 
 
¶ Savers must be UK residents and aged at least 16 
¶ Accounts to be held in single name only 
¶ Maximum deposit of £3,600 per fiscal (tax) year, this increased by £600 on 6th 

April 2008 
¶ Little or no notice of withdrawal required 
¶ Proceeds are free of income tax 
¶ No need to advise HM Revenue and Customs (HMRC) of the investment. 

 
Stocks and Shares ISA 
 
Any UK resident aged 18 and over can invest in a stocks and shares ISA. 
 
From 6th April 2008, individuals can subscribe up to £7,200 per tax year, this being 
an increase of £200 on the previous limit. The overall ISA annual subscription limit 
is also £7,200 per tax year and so it is possible for an individual to invest £3,600 in a 
cash ISA and a further £3,600 in a stocks and shares ISA. 
 
Since 6th April 2004, the tax credit of 10% received with dividends paid on UK 
company shares held within an ISA has not been reclaimable from HMRC, thus 
reducing the overall tax benefits of stocks and shares ISAs, especially to standard 
rate taxpayers. Capital gains made do however remain tax free. 
 
For those investors who are not risk-averse, it is possible to transfer from an ISA 
cash component into the stocks and shares component for past tax years without 
affecting that current yearȭs investment limits. 

Further changes, also effective from 6th April 2008, include the following: 

¶ PEPs are now brought within the ISAs wrapper  
 

¶ Child Trust Fund accounts can rollover into ISAs when they mature from 1st 
September 2020 onwards.  

 
Given the limited growth opportunities of cash investments, it is normally stocks 
and shares ISAs that are used alongside interest only mortgages. Investments which 
may be included are company shares, bonds, unit trusts, investment trusts, open 
ended investment companies and gilt-edged securities. 
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ISA providers can decide whether to comply with certain government standards for 
these savings / investment vehicles. Stakeholder ISAs replaced CAT (Charges, 
Access and Terms) Standard ISAs in 2005 and must meet specific conditions 
designed to ensure that products are straightforward and provide the consumer 
with good value. CAT standard ISAs taken out before 6th April 2005 will continue to 
provide the former CAT terms. 
 
The main disadvantages of a mortgage linked to an ISA is that the investment limits 
may be inadequate for those with larger mortgages and, importantly, ISA mortgages 
do not include life cover, so this must be purchased separately by the borrower. 
 
Pages 148-150 (S) & Pages 151-153 (E&W) – AMENDMENT to Personal 
Pension Linked Mortgage      

 
The following text replaces the entire Personal Pension Linked Mortgage     
section. 

 
A personal pension is a long-term investment scheme designed to provide the 
purchaser with a pension for life from retirement date. 
 
The main characteristics of a personal pension are: 
 
¶ It is only available to individuals 
¶ Investment contributions are subject to limits  
¶ Contributions are made to a pension fund on a money purchase (defined 

contribution) basis  
¶ ContrÉÂÕÔÉÏÎÓ ÇÅÔ ÔÁØ ÒÅÌÉÅÆ ÁÔ ÔÈÅ ÃÏÎÔÒÉÂÕÔÏÒȭÓ ÈÉÇÈÅÓÔ ÍÁÒÇÉÎÁÌ ÔÁØ ÒÁÔÅ 
¶ Benefits may be taken between the ages of 50 (55 from 6th April 2010) and 75 

years 
¶ At retirement, the pensioner may take a tax free lump sum of up to 25% of the 

fund value ɀ the balance is normally used to purchase an annuity to generate a 
pension for life (this is assessable for income tax) 

 
When linked to a mortgage, the personal pension plan is designed to enable the 
customer to use the commutable tax free lump sum to pay off the mortgage. Interest 
only is paid to the lender for the duration of the mortgage term. It is common, 
therefore, to synchronise the term of the mortgage with the planned retirement 
date. Lenders who offer pension mortgages are often prepared to lend over longer 
periods than for other types of mortgage, sometimes up to 40 years. 
 
For obvious reasons, pension funds tend to be conservatively managed with long-
term growth in mind. The customer does, however, usually have a choice of scheme. 
As there are considerable tax advantages, the funds are locked in until retirement. 
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Advantages of the Pension Mortgage 
 
¶ Contributions are tax relieved at the highest marginal rate of income tax 
¶ The commutable lump sum is tax free 
¶ The product combines a repayment vehicle with the provision of a pension 
¶ There is a choice of investment scheme 
¶ SÏÍÅ ÓÃÈÅÍÅÓ ÈÁÖÅ ÃÏÎÔÒÉÂÕÔÉÏÎ ȬÈÏÌÉÄÁÙÓȭ ÔÏ ÐÅÒÍÉÔ ÔÈÅ ÃÏÎÔÒÉÂÕÔÏÒ ÔÏ 

overcome temporary cash flow difficulties 
¶ Some ÓÃÈÅÍÅÓ ÈÁÖÅ ÁÎ ȬÅÓÃÁÌÁÔÏÒȭ ÂÕÉÌÔ ÉÎ ×ÈÅÒÅÂÙ ÃÏÎÔÒÉÂÕÔÉÏÎÓ ÃÁÎ ÂÅ index-

linked to protect the eventual value of the pension from inflation. 
 
Disadvantages of the Pension Mortgage 
 
¶ The product is more expensive than a conventional mortgage as the customer has 

to fund a pension and the repayment of the mortgage 
¶ It is a money purchase scheme, so there is no guarantee either of a minimum 

lump sum or retirement pension (there is no guarantee that the mortgage will be 
paid off) 

¶ There is no in-built life cover so this must be purchased separately 
¶ For younger borrowers, the term may have to be fairly long to comply with the 

minimum 50 years of age rule (55 from 6th April 2010), increasing the overall 
outlay 

¶ For older borrowers, there may be insufficient time to build up a sufficient fund 
to repay the mortgage or provide an adequate pension 

¶ The lump sum used to pay the mortgage dilutes the funds available to generate 
the retirement pension 

¶ The pension payable at retirement is dependent on annuity rates at the time of 
retirement, and there is a fear that these may fall in future due to the increased 
life expectancy of the UK population 

¶ The capital used to purchase the annuity is not refundable in the event of death 
¶ Contributions are locked in until the contributor retires, so if circumstances 

change, the product is extremely inflexible 
¶ Many customers find the product difficult to understand. 
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Chapter 10  
 
Pages 168-169 (S) & Pages 171-172 (E&W) – AMENDMENT to  
 
The following text replaces the entire Home Income Plans and Home 
Reversion Schemes sections. 
 
Lifetime Mortgages 
 
Lifetime mortgages, previously known as home income plans, have been regulated 
by the FSA since 31st October 2004.  
 
They work on the basis that the borrower takes out a loan on his property, usually 
up to a maximum of 15-25% of the loan to value. The loan is secured against the 
value of the property and the lump sum is then used to buy an annuity to provide a 
monthly income, usually a fixed amount for life. 
 
No repayments are made on the loan, although interest is charged. This is rolled-up 
(compounded) and added to the outstanding capital. So when does the loan get 
repaid? This will happen: 
 
¶ On the death of the borrower (last death if the account is joint) 
¶ If the borrower moves into long term care and the property sold 
¶ If the property ceases to be the ÂÏÒÒÏ×ÅÒȭÓ ÍÁÉÎ ÒÅÓÉÄÅÎÃÅȢ 
 
3ÏÍÅ ÌÉÆÅÔÉÍÅ ÍÏÒÔÇÁÇÅÓ ÁÌÓÏ ÉÎÃÏÒÐÏÒÁÔÅ Á ȬÎÏ ÎÅÇÁÔÉÖÅ ÅÑÕÉÔÙ ÇÕÁÒÁÎÔÅÅȭȢ 4ÈÉÓ 
means that the amount that must be repaid on the sale of the property can never be 
ÍÏÒÅ ÔÈÁÎ ÔÈÅ ÖÁÌÕÅ ÏÆ ÔÈÅ ÂÏÒÒÏ×ÅÒȭÓ ÈÏÍÅ ÁÔ ÔÈÁÔ ÔÉÍÅȢ 'ÉÖÅÎ ÔÈe recent history of 
rising house prices, this benefit may not seem particularly important, but things 
change and most markets are cyclical, with negative equity situations not too far 
back in the dim and distant past! 
 
Home Reversion Plans 
 
A home reversion plan is where homeowners sell part or all of their property, and 
receive a lump sum or income benefits and a guaranteed lifetime tenancy. As you 
will note, this is an entirely different proposition than the lifetime mortgage, where 
the borrower remained the owner of the property at all times. 
 
The proceeds from a home reversion sale will always be less than the market value, 
because the home plan provider cannot predict when it will receive any financial 
benefit ɀ typically this is between 35% and 60%. 
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The person remains in the house rent free (or for a nominal rent) for the rest of 
their life and when the property is sold, usually after death, the provider receives a 
proportion of the proceeds from the sale. As an example: 
 

Charles, 66, owns his property which is valued at £200,000. He takes out a home 
reversion plan and sells 50% of his home to a reversion company.  
 
The company offers him a lump sum of £40,000, which is 40% of the market value of 
the half share. When Charles dies 17 years later, his home, which is now worth 
£280,000, is sold. The reversion company takes £140,000, which is their half share 
ÏÆ ÔÈÅ ÓÅÌÌÉÎÇ ÐÒÉÃÅȟ ÌÅÁÖÉÎÇ ÔÈÅ ÒÅÓÔ ÆÏÒ #ÈÁÒÌÅÓȭ ÂÅÎÅÆÉÃÉÁÒÉÅÓȢ  

 
Home reversion plans have been regulated by the FSA since 6th April 2007. 
 
Safe Home Income Plans (SHIP) 
 
Given historical problems with the mis-selling of home income and equity release 
schemes, including the two versions described above, Safe Home Income Plans 
(SHIP) was launched in 1991 and is dedicated to the protection of plan-holders. 
 
All participating companies must observe the SHIP Code of Practice, with members 
able to display the SHIP logo in their brochures and other printed material.   
 
SHIP members must agree to provide a fair, simple and complete presentation of 
their plans, including the benefits, obligations, limitations and costs involved. They 
must also clearly explain the position on moving, the tax situation and the effect of 
changes in house values. 
  
4ÈÅ ÃÌÉÅÎÔȭÓ ÌÅÇÁÌ ×ÏÒË ÉÓ ÁÌ×ÁÙÓ ÐÅÒÆÏÒÍÅÄ ÂÙ ÔÈÅ ÓÏÌÉÃÉÔÏÒ Ïf his or her choice and 
in order to ensure that the client is fully aware of all the implications, their solicitor 
must sign a certificate to the effect that the scheme has been explained to the client. 
  
!ÌÌ 3()0 ÐÌÁÎÓ ÃÁÒÒÙ ÔÈÅ ȬÎÏ ÎÅÇÁÔÉÖÅ ÅÑÕÉÔÙ ÇÕÁÒÁÎteeȭ. 
 
 

Chapter 12  
 
Page 191 (S) & Page 194 (E&W) – AMENDMENT to Sickness, Accident and 
Redundancy Insurance 

 
¶ Those with savings of less than £16,000 
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Chapter 14 
 
Page 228 (S) & Page 231 (E&W) – AMENDMENT to Entitlement to Benefits 
 
The following text replaces the 2nd and 3rd paragraphs re Income Support.    

 
Income Support is a benefit that is intended for people who do not have enough 
money to live on. It is therefore means-tested, with the level of benefit dependent 
on: 
 
Ɇ Age 
Ɇ Whether the claimant has a spouse, partner or children 
Ɇ Regular income 
Ɇ Savings in excess of £6,000 
Ɇ The payments necessary to remain in the family home. 
 
Those with mortgages of less than £100,000 and savings of less than £16,000 are 
entitled to Income Support Mortgage Interest (ISMI) on qualifying loans. There is no 
benefit payable in respect of the capital on the mortgage, insurance premiums or life 
assurance premiums.  
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Protection & Retirement Planning (Apexes 3&4) – 2008  
 

Chapter 6  
 
Pages 106-107 – AMENDMENTS to Income Tax Allowances & Taxable Bands 

 

 
Please note that in May 2008, the Chancellor of the Exchequer announced changes 
to the personal tax system to help those on low-incomes affected by the abolition of 
the 10% starting rate of income tax.  

The Chancellor had previously stated that the personal allowance for the 2008 / 09 
tax year would be £5,435 and that the higher rate threshold would be £36,000. 
However, following the admission that the removal of the 10% starting rate would 
adversely affect those supposed to benefit from the change, the personal allowance 
was increased by £600 to £6,035. Additionally, the higher rate threshold was 
reduced by £1,200 from the planned £36,000, this ensuring that higher rate 
taxpayers will see no difference in the amount of tax they pay. These changes take 
place in September 2008. 

 

 

 

 

 

Income Tax Allowances 2008 / 09 

Personal allowance £6,035 

Personal allowance for people aged 65-74 £9,030 

Personal allowance for people aged 75 and over £9,180 

Income limit for age-related allowances £21,800 

-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ ÁÇÅÄ φυ-74 £6,535 
-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ  ÁÇÅÄ χυ ÏÒ ÍÏÒÅ £6,625 

Minimum amount of age-ÒÅÌÁÔÅÄ ÍÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ £2,540 

Blind ÐÅÒÓÏÎȭÓ ÁÌÌÏ×ÁÎÃÅ £1,800 

Taxable Bands 2008 / 09 
Basic rate 20% £0 - £34,800 
Higher rate 40% Over £34,800 
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Case Study 
 

Claire Soutar, a 34 year old social worker, is employed by the local council.  
 
During a fact find interview, you establish the following financial information, 
relevant to the fiscal year 2008 / 09 and are now required to establish how much 
tax Claire should be paying. 
 
Basic Salary   £28,960 
Overtime   £ 1, 450 
Professional body fees £       60 
 
"Ù ÆÏÌÌÏ×ÉÎÇ ÔÈÅ ÐÒÏÃÅÓÓ ×Å ÌÏÏËÅÄ ÁÔ ÅÁÒÌÉÅÒȟ ×Å ÃÁÎ ÅÁÓÉÌÙ ×ÏÒË ÏÕÔ #ÌÁÉÒÅȭÓ ÔÁØ 
liability. 
 
Step 1  #ÌÁÉÒÅȭÓ ÔÏÔÁÌ ÉÎÃÏÍÅ is    £30,410 
 
Step 2  Less her professional body fees  £         60 
 
Net Statutory Income      £30,350 
 
Step 3  Less the basic personal allowance  £  6,035 
 
Taxable Income      £24,315 
 
Step 4  
 

All her income is charged at the basic rate of 20%             £4,863.00 
 

Tax Payable                                                                                   £4,863.00 
 

 
Page 109 – AMENDMENT to Treatment of Bank / Building Society Interest  
 
The following text replaces the entire Basic Rate Taxpayers section. 
 
Most taxable income, up to the higher rate threshold, is taxed at the basic rate of 
20%, but from April 2008, there is a new 10% starting rate for savings income only, 
with a limit of £2,320.  
 
The rate at which savings income is taxable depends on how much earnings a 
ÐÅÒÓÏÎ ÒÅÃÅÉÖÅÓȢ 3Ï ÆÏÒ ÅØÁÍÐÌÅȟ ÉÆ Á ÐÅÒÓÏÎȭÓ ÅÁÒÎÉÎÇÓ ÁÒÅ ÌÅÓÓ ÔÈÁÎ ÔÈÅÉÒ ÐÅÒÓÏÎÁÌ 
allowance plus £2,320, then some or all of the savings income will be taxable at 
10%.  
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If there is a combination of earnings and savings income, it is necessary to work out 
if any of the savings income can be taxed at 10%. Any savings income above £2,320 
will be taxed at 20%.  
 

Natasha, aged 53, has earnings income of £4,000 and savings income of £6,000 and 
ÈÅÒ ÐÅÒÓÏÎÁÌ ÁÌÌÏ×ÁÎÃÅ ÉÓ ΖφȟπσυȢ (ÅÒ ÔÁØÁÂÌÅ ÉÎÃÏÍÅ ÉÓ ÔÈÕÓ ΖσȟωφυȢ .ÁÔÁÓÈÁȭÓ 
personal allowance is firstly used against her earnings of £4,000, so none of her 
earnings are taxable ɀ all of her taxable income is savings income. 
 
The first £2,320 of taxable income is taxed at the special starting rate for savings of 
10% and the rest is taxed at 20%.  
 
£2,320 x 10%   =   £232 
£1,645 x 20%   =   £329 
Total Tax Due =  £561 
 
.ÁÔÁÓÈÁȭÓ ÂÁÎË ×ÉÌÌ ÈÁÖÅ ÔÁËÅÎ ÔÁØ ÏÆÆ ÁÌÌ ÏÆ ÈÅÒ ÉÎÔÅÒÅÓÔ ÁÔ ςπϷȟ ÓÏ Ôhey will have 
deducted £1,200 ɀ as she is only due to pay £561 tax, she can claim a repayment of 
tax from HM Revenue & Customs of £639 (£1,200 - £561). 

 

Devinder, aged 61, has income of £6,600 from his part-time job and savings income 
of £4,000, with his personal allowance being £6,035. His taxable income is thus 
£4,565.  
 
$ÅÖÉÎÄÅÒȭÓ ÐÅÒÓÏÎÁÌ ÁÌÌÏ×ÁÎÃÅ ÉÓ ÆÕÌÌÙ ÕÓÅÄ ÁÇÁÉÎÓÔ ÈÉÓ ÅÁÒÎÉÎÇÓ ÏÆ Ζφȟφππ ÓÏ ÏÎÌÙ 
£565 of his earnings (£6,600 - £6,035) is taxable. The rest of the starting rate limit, 
i.e. £1,755 (£2,320 - £565) can be used against savings income.  
 
Taxable Earnings  £565 x 20%     =  £113.00 
Savings              £1,755 x 10%      =  £175.50 
Savings              £2,245 (£4,000 - £1,755) x 20%  =  £449.00 
Total Tax Due       =  £737.50 
 
His employer has already deducted £113 income tax from his earnings through Pay 
As You Earn. His bank has taken tax off all of his interest at 20%, so they will have 
taken off £800 (£4,000 x 20% = £800). So Devinder has paid a total of £913 tax at 
source, but he is only due to pay £737.50 tax. This means he can claim a repayment 
of tax from HM Revenue & Customs of £175.50 (£913 - £737.50). 

 
Please note that non-savings income (earnings from employment, pensions, etc.) 
is always taxed before savings income. 
 
)Æ Á ÐÅÒÓÏÎȭÓ only taxable income is savings income, the first £2,320 of income above 
the personal allowance is taxed at 10%, with any savings income above the limit 
taxed at 20%. 
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!Ó Á ÇÅÎÅÒÁÌ ÒÕÌÅȟ ÂÁÎËÓ ÁÎÄ ÂÕÉÌÄÉÎÇ ÓÏÃÉÅÔÉÅÓ ÍÕÓÔ ÔÁËÅ ÉÎÃÏÍÅ ÔÁØ ÏÆÆ Á ÃÕÓÔÏÍÅÒȭÓ 
interest before it is paid to them, this being charged at a lower tax rate of 20%. So if 
any savings income is due to be taxed at 10%, it is possible to claim some tax back 
from HM Revenue & Customs. 
 
 
Page 110 – AMENDMENT to Rates Table for Taxing Income 
 

ɕ )Æ ÁÎ ÉÎÄÉÖÉÄÕÁÌȭÓ ÔÁØÁÂÌÅ ÎÏÎ-savings income is above £2,320, the 10% savings 
rate does not apply. 

 
 
Page 115 – AMENDMENT to Annual Exempt Amount 
 
For 2008 / 09, the annual exempt amount is £9,600, this amount normally being 
increased each year broadly in line with inflation.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Rates Table for Taxing Income  
2008 / 09 

Starting 
Rate  

Basic 
Rate  

Higher 
Rate 

Non-savings income, e.g. wages, salary. N/A 20% 40% 

Savings income 10%* 20% 40% 

Dividend income N/A 10% 32.5% 
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Equity Release (ApEx 20) – 2007  

 
 
Pages 138-139 – AMENDMENTS to How does income tax work? 
 
Income Tax Allowances & Taxable Bands 

 

 
Please note that in May 2008, the Chancellor of the Exchequer announced changes 
to the personal tax system to help those on low-incomes affected by the abolition of 
the 10% starting rate of income tax.  

The Chancellor had previously stated that the personal allowance for the 2008 / 09 
tax year would be £5,435 and that the higher rate threshold would be £36,000. 
However, following the admission that the removal of the 10% starting rate would 
adversely affect those supposed to benefit from the change, the personal allowance 
was increased by £600 to £6,035. Additionally, the higher rate threshold was 
reduced by £1,200 from the planned £36,000, this ensuring that higher rate 
taxpayers will see no difference in the amount of tax they pay. These changes take 
place in September 2008. 

 
 
 
 
 
 
 
 
 
 

Income Tax Allowances 2008 / 09 

Personal allowance £6,035 

Personal allowance for people aged 65-74 £9,030 

Personal allowance for people aged 75 and over £9,180 

Income limit for age-related allowances £21,800 

-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ ÁÇÅÄ φυ-74 £6,535 
-ÁÒÒÉÅÄ ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ ÆÏÒ ÐÅÏÐÌÅ  ÁÇÅÄ χυ ÏÒ ÍÏÒÅ £6,625  

Minimum amount of age-related married ÃÏÕÐÌÅȭÓ ÁÌÌÏ×ÁÎÃÅ £2,540 

"ÌÉÎÄ ÐÅÒÓÏÎȭÓ ÁÌÌÏ×ÁÎÃÅ £1,800 

Taxable Bands 2008 / 09 
Basic rate 20% £0 - £34,800 
Higher rate 40% Over £34,800 
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Case Study 
 

Claire Soutar, a 34 year old social worker, is employed by the local council.  
 
During a fact find interview, you establish the following financial information, 
relevant to the fiscal year 2008 / 09 and are now required to establish how much 
tax Claire should be paying. 
 
Basic Salary   £28,960 
Overtime   £ 1, 450 
Professional body fees £       60 
 
"Ù ÆÏÌÌÏ×ÉÎÇ ÔÈÅ ÐÒÏÃÅÓÓ ×Å ÌÏÏËÅÄ ÁÔ ÅÁÒÌÉÅÒȟ ×Å ÃÁÎ ÅÁÓÉÌÙ ×ÏÒË ÏÕÔ #ÌÁÉÒÅȭÓ ÔÁØ 
liability. 
 
Step 1  #ÌÁÉÒÅȭÓ ÔÏÔÁÌ income is    £30,410 
 
Step 2  Less her professional body fees  £         60 
 
Net Statutory Income      £30,350 
 
Step 3  Less the basic personal allowance  £   6,035 
 
Taxable Income      £24,315 
 
Step 4  
 
All her income is charged at the basic rate of 20%             £4,863.00 
 
Tax Payable                                                                                   £4,863.00 

 
 
Pages 141-142 – AMENDMENTS / ADDITIONS to Capital Gains Tax 
 
Amendment 
  
For 2008 / 09, the annual exempt amount (allowance) is £9,600, this amount 
normally being increased each year broadly in line with inflation.  
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Addition 
 
The Indexation Allowance adjusted gains for the effects of inflation and was 
available between March 1982 and 31st March 1998. 
 
It did this by giving an allowance equal to the amount by which the cost of the asset 
would have risen on a monthly basis if its value had kept pace with inflation, as 
measured by the increase in the Retail Prices Index, since the asset was acquired.  
 
Assets acquired on or after 1st April 1998 do not qualify for indexation allowance 
and, following the Pre-Budget Report of October 2007, indexation allowance is no 
longer available in computing the gain arising for any disposals on or after 6th April 
2008. 
 
Taper Relief replaced the Indexation Allowance with effect from 6th April 1998 and 
reduced a chargeable gain, after any allowable losses, according to how long the 
asset was held before it was disposed of. 
 
This relief was given after all other reliefs and allowable losses had been calculated, 
with the amount of the reduction dependent on how long the asset has been held, 
known as the qualifying holding period.  
 
For disposals on or after 6th April 2008, taper relief, like indexation allowance, is no 
longer available.   
 
The amount of CGT payable is based on the gains that a person makes on disposal of 
assets in the fiscal year. For asset disposals up to 5th April 2008, a fairly complex 
calculation was necessary to accurately establish the amount chargeable to CGT, this 
having to be in a precise order as prescribed by HMRC.  
 
For disposals after 5th April 2008, the position is much simplified. Until 5th April 
2008, the rate of CGT that individuals pay depended on the level of their income 
which is liable to income tax. The amount chargeable to CGT was added to the 
income liable to income tax and is treated as the top part of that total, i.e. top-slicing. 
The rates used were the rates for income tax on savings income, i.e. 10%, 20% and 
40%. 

 
For the tax year 2008 / 09 onwards, there is a single rate of CGT set at 18%, this 
rate applies to individuals, trustees and personal representatives.  
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Example 
 

In 1992 Kelly King bought a holiday home near Loch Lomond for £100,000. She then 
sold it in July 2008 for £250,000. The CGT due is calculated by deducting the 
purchase cost from the sale proceeds to give a gain of £150,000. As the annual 
exempt amount is £9,600 and she has no other capital gains in 2008 / 09, there will 
be a chargeable gain of £140,400 ɀ this is taxed at 18% giving tax payable of 
£25,272. 
 

 

Example 
 

In 2006, Ernie Pollard had a loss of £30,000 on disposal of an asset ɀ he had no other 
gains against which he could offset the loss. 
 
In June 2008, he sold his holiday home at a gain of £80,000. Ernie can still bring 
forward his loss of £30,000 and set it off to reduce the gain to £50,000. As the 
annual exempt amount is £9,600, this gives a chargeable gain of £40,400. This is 
taxed at 18%, giving tax payable of £7,272. 
 

 
Please note that although indexation and taper relief disappear, allowable losses, 
allowable costs, the annual exempt amount and other reliefs remain.   
 
 
Pages 142 – AMENDMENTS to Inheritance Tax 
 
The following text replaces the final paragraph on page 142. 
 
The threshold (nil-rate band) over the next few years is as follows.  

 

Tax Year beginning £ 

5th April 2008 312,000 

5th April 2009 325,000 

5th April 2010 350,000 

 
For estates exceeding the taxable threshold, the residue is taxed at 40% on death. As 
a simple example, if an estate is valued at £600,000 and death occurs in October 
2008, the tax payable is calculated as £600,000 less £312,000 (£288,000) at 40% or 
£115,200. 

 
 
 
 



 40 

Transfer of Nil-Rate Band 
 
In his Pre-Budget Report of 2007, the Chancellor of the Exchequer announced that 
from 9th October 2007, spouses and civil partners can transfer their nil-rate band 
allowances so that any part of the nil-rate band that was not used when the first 
spouse or civil partner died can be transferred to the surviving spouse or civil 
partner for use on their death.  
 
Where a valid claim to transfer unused nil-rate band is made, the nil-rate band that 
is available when the surviving spouse or civil partner dies will be increased by the 
proportion of the nil-rate band unused on the first death.  
 

Example 
 
Jerome died on 14th May 2006 leaving an estate of £400,000, which he left entirely 
to his spouse, Bridget. She dies on 28th July 2008 leaving an estate of £600,000 
equally between her two children.  
 
When Bridget dies, the nil-ÒÁÔÅ ÂÁÎÄ ÉÓ ΖσρςȟπππȢ !Ó ρππϷ ÏÆ *ÅÒÏÍÅȭs nil-rate band 
was unused, the nil-ÒÁÔÅ ÂÁÎÄ ÏÎ "ÒÉÄÇÅÔȭÓ ÄÅÁÔÈ ÉÓ ÄÏÕÂÌÅÄ ÔÏ ΖφςτȟπππȢ !Ó 
"ÒÉÄÇÅÔȭÓ ÅÓÔÁÔÅ ÉÓ Ζφππȟπππ ÔÈÅÒÅ ÉÓ ÎÏ )(4 ÔÏ ÐÁÙȢ 
 

Example 
 
Robert dies on 27th October 2007, with an estate of £300,000. He left legacies of 
£40,000 to each of his three children with the remainder to his spouse, Sally. The 
nil-rate band when Robert died was £300,000. Sally dies on 15th September 2009 
leaving £550,000 equally to her three children ɀ the nil-rate band when Sally died 
was £325,000.  
 
Robert used up 40% of his nil-rate band when he died, which means 60% is 
ÁÖÁÉÌÁÂÌÅ ÔÏ ÔÒÁÎÓÆÅÒ ÔÏ 3ÁÌÌÙ ÏÎ ÈÅÒ ÄÅÁÔÈȢ 3Ï 3ÁÌÌÙȭÓ ÎÉÌ-rate band of £325,000 is 
increased by 60% to £520,000. !Ó 3ÁÌÌÙȭÓ ÅÓÔÁÔÅ ÔÏÔÁÌÓ Ζυυπȟπππȟ this leaves £30,000 
chargeable to IHT.  

 
)ÔȭÓ ÉÍÐÏÒÔÁÎÔ ÔÏ ÒÅÍÅÍÂÅÒ ÔÈÁÔ ÅÖÅÎ ÉÆ ÁÌÌ ÔÈÅ ÁÓÓÅÔÓ ÁÒÅ ÌÅÆÔ ÔÏ ÔÈÅ ÓÕÒÖÉÖÉÎÇ ÓÐÏÕÓÅ 
or civil partner, other chargeable transfers, e.g. assets in trust, or gifts to other 
people made within seven years of death, may use up some or all of the nil-rate band 
in the normal way ɀ this will reduce the amount of unused nil-rate band that may be 
available for transfer. 
 
 
 
 
 


