


Editorial

Inside
this issue

elcome to our complimentary

client wealth management

magazine designed to keep

you informed and up-to-date
about financial matters.

Inside this issue we consider how
pension savers who fail to take action to
increase their pension contributions could
be considerably worse off as a result of
Gordon Brown'’s raid on pension funds.

Find out on page 5 why you should review
your pension provision to check if you have
been knocked off track by this stealth tax,
which is estimated to be costing savers
£5bn in total every year.

Estimating your ‘true worth’ may seem a
simple task, but with so many areas of your
finances relying on the figures being right,
it is not something to be undertaken lightly.
On page 6 we look at how to understand
the actual value of all of your assets,
including property, personal belongings,
fine wines, investments and even pension
funds.This will not only help you to plan
for inheritance tax effectively, but also take
some of the guesswork out of saving for
your retirement.

Thousands of couples could be affected
by an HM Revenue & Customs clampdown
that might leave their heirs with a bigger
bill for inheritance tax. A ruling made public
recently by the Special Commissioners,
the body that settles disputes between
HMRC and taxpayers, said that non-working
spouses who did not contribute financially
to building up a couple’s assets could not
take advantage of a commonly used device
to shield some of this wealth from IHT.Read
more on page 3.

In this issue we also look at the long-term
security from annuities that are guaranteed,
lifetime mortgages that could lighten the
inheritance tax burden and the relaxation
of rules surrounding self-invested personal
pensions that may give an increased
appetite for longer-term saving.

For a full list of the articles featured in this
issue, please refer to the contents listing.

Need more
information?

Simply complete and return the
information request on page 11.

Long-term security

from annuities

Retirement options that are guaranteed

The long-term security that annuities provide can make them a suitable choice
for the great majority of those retiring. This is because they can guarantee to pay
a fixed income for the rest of your life, regardless of how long you survive.

uaranteed annuities promise to

pay the annual income you are

supposed to get from an annuity

for a minimum fixed period, usually
five or ten years, whether you live or die. For
example, if you die a year after buying the
annuity, the life insurer will carry on paying the
annual income to your named beneficiaries for
a further four or nine years.

Capital-protected annuities promise to
refund your entire pension pot to named
beneficiaries if you die within a set period,
subject to 35 per cent tax. But they can reduce
the income you will receive while you are
alive, and they return your cash only up to the
age of 75.

For the majority of people who will end up
buying an annuity, one thing is vital - that you

take professional advice to ensure that you get
the best deal.You have only one chance to buy
an annuity and you could boost your income
by getting the best deal on the market rather
than just taking the annuity offered by your
pension provider.

If you would like
to discuss your

retirement provision,
please contact us for
further information.

The articles featured in this publication are for your general information and use only and are
not intended to address your particular requirements. Although endeavours have been made
to provide accurate and timely information, there can be no guarantee that such information
is accurate as of the date it is received or that it will continue to be accurate in the future.No
individual or company should act upon such information without appropriate professional
advice after a thorough examination of their particular situation.
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Tax clampdown on
equality in marriage

Bigger tax bills on the horizon!

housands of couples could be

affected by an HM Revenue &

Customs (HMRC) clampdown that

might leave their heirs with a
bigger bill for inheritance tax (IHT), which is
taxed at a rate of 40 per cent on all estates
above £300,000 (the nil-rate band) for the
current 2007/08 tax year.

A ruling made public recently by the
Special Commissioners, the body that settles
disputes between HMRC and taxpayers,
said that non-working spouses who did
not contribute financially to building up a
couple’s assets could not take advantage of
a commonly used device to shield some of
this wealth from IHT.

One of the most usual measures is for
couples to split their estate in two and hold
the family home, typically their biggest asset,
as tenants in common.This allows them to
pass some of their wealth out of their estate,
IHT-free, when the first spouse dies, leaving
less for the taxman to take when the second
spouse dies.

This was the method used by Dr Patrick
Phizackerley, an Oxford don, and his wife Mary,
the couple in the test case.They had carried
out some fairly common IHT planning which
meant that, on Mrs Phizackerley’s death in
2000, a half-share worth £150,000 of the family
home was placed, in the form of an IOU, into a
discretionary trust for the benefit of her family.

This was designed to remove £150,000 from
the couple’s estate on the death of the first
spouse. If,instead, the asset had simply been
passed across to Dr Phizackerley, this would
have resulted in a larger estate and a larger IHT
bill on his death.

But John Avery Jones, a Special
Commissioner, decided that because
Mrs Phizackerley had been a non-working
spouse, she would not have provided any
of the money that went towards buying the
family home. Therefore the measure designed
to pass part of its value out of the estate on her
death was ruled invalid and the £150,000 was
judged to have remained in the couple’s estate,
resulting in a bigger IHT bill - £60,000 more —
when Dr Phizackerley died in 2002.

Had Dr Phizackerley died first, he would have
been entitled to dispose of his share of the
house using the above method because he did
contribute money towards its purchase and
the couple would have achieved a substantial
reduction in the IHT bill on their estate.

A HMRC spokesperson said:‘The decision
was made on the basis of the individual facts
of this case.The Special Commissioner found
that the particular circumstances fell foul of
long-standing anti-avoidance provisions in the
IHT regime.

To discuss or review
your current IHT

position, please
contact us for
further information.
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New proposals would give private investors wider access

Hedge funds, traditionally known

for their secrecy and complexity,
could be set to become more widely
accessible to private investors under
proposals announced recently by the
Financial Services Authority (FSA).

The ‘funds of
funds’approach
should offer greater
diversification to reduce
exposure to setbacks
or failure at any one
company or sector
than any single hedge
fund might
provide.

he FSA has laid out plans to allow

some funds of hedge funds, which

aim to achieve returns regardless of

underlying market conditions, into its
existing regulatory regime.

For private investors there are already two
practical ways to buy into hedge funds.These are
funds of hedge funds, listed on the London Stock
Exchange (LSE), and long/short UCITS Ill funds,
which open up the possibility that managers may
benefit from falling markets.

Funds of hedge funds are investment
companies that invest in a range of individual
hedge funds.This is a sensible approach, as
holding a range of funds spreads risk.

The UCITS Ill route is usually less expensive,
but there are few equity long/short funds to
choose from.There is a greater choice of ‘target
return’funds, which primarily invest in fixed
interest.The FSA announcement means that
conventional funds of hedge funds may also
become accessible to retail investors, not just
those listed on the LSE.

The ‘funds of funds’approach should offer
greater diversification to reduce exposure to
setbacks or failure at any one company or sector
than any single hedge fund might provide. This
would introduce other important safeguards for
investors, such as including the requirement to
have an independent depositary as well as strict
rules on independent valuation of underlying
assets and timely redemption of investments.

The new rules would enable hedge funds to
be directly marketed to individual investors for
the first time.The proposals were subject to a
consultation period, which closed on 27 June.

But even if the proposals are adopted, these
funds of hedge funds are definitely not for the
fainthearted.The name ‘hedge funds'is generic
yet covers one of the most varied financial
products available in the UK.

Hedge funds use different investment
strategies, from exploiting price differentials i

managers sell shares they do not own in the
hope the price will drop before they need to
deliver the stock.

As well as going short, hedge funds can also
go long - that is to say, invest in companies they
consider undervalued in the hope the share
price will pick up over the long term.

The emergence of funds of hedge funds has
made them more accessible, with entry costs
from around £5,000 to £10,000. One of the most
appealing characteristics of hedge funds is the
fact that many have low levels of correlation
with other asset classes.They can also benefit
from low levels of volatility.

The benefits of hedge funds for private
investors are twofold. Firstly, investing across a
wider number of asset classes helps to diversify
risk. Secondly, it can help to smooth overall
returns, as shown by the multi-asset style of
investing adopted by US endowment funds
over the last 20 to 30 years.

Positives:

B Ability to short-sell

B Leveraging, or being able to borrow,
could boost returns

B Aims to deliver positive returns
irrespective of market movements

B Low correlation with other asset classes

B Short-selling can be a high-risk activity

B Borrowing to invest can be speculative

B Charges are typically higher than for
unit trusts and OEICs

B Minimum entry investment costs can

\ be from around £5,000 to £10,000




Pension funds raided

to the tune of £5 billion

Failure to review your pension contributions
could leave you considerably worse-off

ension savers who fail to review and

take action to increase their pension

contributions could be considerably

worse off as a result of Chancellor
Gordon Brown’s raid on pension funds. It is
important to review your pension provision to
check if you have been knocked off track by this
stealth tax, which is estimated to be costing
savers £5 billion in total every year.

Gordon Brown had previously ignored
warnings that removing the tax credit on
dividends could wipe billions of pounds from
retirement savings. He defended the move, made
in his first Budget in 1997, insisting it was ‘the
right decision for the future of the economy".

A typical saver in a money-purchase scheme,
where the value of the fund depends on the
stock market, may have to increase their savings
by about £500 a year to bridge the gap, with
millions of others in final-salary schemes also
affected.

Q:What does this mean in simple terms?

A:|In his first Budget in 1997, Brown scrapped tax
relief on share dividends paid to pension funds.
The move deprived pension schemes of £5 billion
of tax relief, though some analysts think the
damage could be much higher.

Q: What could the effects be for savers

in a money-purchase, personal or

company scheme?

A:If your pension fund is invested heavily in
shares, it could be worth less money. You might
need to contribute more to compensate for
the loss.

Q:What additional contributions will need

to be made?

A: It depends on your age, how much you saved
before the tax change, where it is invested and
what you feel you will need to be comfortable in
retirement. Savers who have more of their

If you would like to discuss your retirement plans and
make sure that you are still on target to achieving

your pension income goal, please contact us.

Levels and bases of, and reliefs from, taxation are subject to change.

Quote Source: FT Media 2007

money tied up in cash and bonds, which were
unaffected by the tax change, have less to worry
about. You should obtain professional advice to
ascertain and calculate whether you are on track
to meeting your retirement target.

Q: What will this mean for savers in final-
salary schemes?

A:The loss of the tax relief has made the
schemes more expensive to run. More than
two-thirds have closed their schemes to
new employees in the past ten years. Others
have frozen the benefits already built up. All
future contributions are typically rerouted
into a money-purchase pension, whose
performance is linked to the stock market.
In the most drastic cases, the schemes have
been wound up completely.

Q:What other options are there for boosting
retirement income?
A:In the 2007/08 tax year, you and your employer
can invest an amount equivalent to your annual
salary each year and receive tax relief on the
contributions up to a maximum of £225,000.In the
year before retirement the cap is dropped, enabling
you to give your pension a last-minute boost.

If your employer will not allow you to increase
contributions, you could consider utilising a
personal pension as well.
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Personal Wealth

How much are you really worth?

Estimating your ‘true worth’ may seem a simple task but, with so many areas
of your finances relying on the figures being right, it is not something to be

undertaken lightly.

nderstanding the actual value of all
of your assets, including property,
personal belongings, fine wines,
investments and even pension funds,
will not only help you to plan for inheritance tax
(IHT) effectively but can even take some of the
guesswork out of saving for your retirement.

Broadly speaking, personal wealth is a
combination of physical assets, together with
savings and investments, minus liabilities. For
the Revenue’s IHT purposes, you need to
have your personal effects professionally
valued, and it would be inappropriate to
second guess their worth as it could potentially
leave your beneficiaries open to difficulties
with the Revenue.

The increasing number of people who are
subject to IHT thanks to rising property prices
is a key reason to ensure you know how much
you are really worth at certain stages in your
life. HM Revenue & Customs has been making it
harder for us to plan our way out of IHT bills,and
the latest weapon in the armoury is a four-page
form - D10 — which requests the value of all
personal and household goods.

You need to include everything you own,
from shares through to the personalised number
plate on the Jaguar parked on the drive, which
can now be worth a considerable sum. If your
executors fail to deal with this properly, they
face a fine and can, in extreme circumstances, be
imprisoned.

If your estate is worth more than £300,000 for
the 2007/08 tax year (the amount you can leave
behind before your beneficiaries pay any IHT),
then everything above that level will be taxed at
40 per cent. Some people become higher-rate
taxpayers for the first time after they have died.

The first time many people actually have to
assess their assets and liabilities is when they
make a Will.To ensure that you do not omit any
of your assets, you could use an‘asset schedule;,
which would include data about everything
you own - and owe. Both will be relevant for the
executors of your estate, and will also remind
you to include items that are easily forgotten.

For inheritance tax purposes, it is also
important to remember to factor back in any

IHT is very
complicated,
and while it is vital to
plan for it, it is only one
aspect of your finances
that can be helped by

understanding ”

your true worth.

gifts of capital that exceed the annual gift
allowance, currently £3,000 per person for each
financial year. Gifts that exceed this allowance
are potentially included within your estate
should you die within seven years of making the
gift. Once the seven years have elapsed, the gift
falls outside the IHT assessment.

IHT is very complicated, and while it is vital to
plan for it, it is only one aspect of your finances
that can be helped by understanding your true
worth. Insuring your assets adequately while you
are alive is equally important, and is becoming
more so as people increasingly rely on their
houses to fund retirement.

To establish the value of your insurable assets,
you should ideally get an assessor to help you.
When detailing the value of your belongings,
most assessors start with the building, then
move on to all the contents, including the ones
that are most often overlooked.

Itis a good idea periodically to value your items
of significant worth.If you do not do this, you may
be underinsured. An insurer could potentially
reduce the amount payable in proportion to the
amount by which you may be underinsured.

To discuss your
financial planning

requirements, please
contact us for
further information.




Lifetime mortgages

Lightening the inheritance tax burden

Would you sell your home for half its current value for the right to live in it
until death? This radical proposition is what'’s on offer from home reversion

plans, which, as of 6 April, have gained respectability by being regulated by

the Financial Services Authority.

hese plans and so-called lifetime mort-

gages are the equity release schemes

used mainly by older homeowners to

fund lifestyles or to boost retirement
incomes. However, in future years they could be
used by older homeowners looking to lighten
the inheritance tax (IHT) burden on their estates.
The idea is that homeowners give the released
equity to their heirs to reduce their asset base.
As long as the donor survives for seven years,
the financial gift falls outside the IHT net.

The new Financial Services Authority consumer
protections for reversions bring their regulation
into line with lifetime mortgages, which should
boost confidence among potential buyers.

So how do these two equity release vehicles
compare, and how might they stack up as IHT
planning tools?

A potentially undesirable feature of
reversions is that they involve selling all
or part of your home outright, albeit while
retaining the right to continue living there. By

The new

Financial Services
Authority consumer
protections for
reversions bring their
regulation into line with
lifetime mortgages,
which should boost

confidence among ”
potential buyers.
contrast, lifetime mortgages typically involve

a roll-up loan where the interest is added to
the overall debt.

TAX/WEALTH PROTECTION

Another potential disadvantage is that home
reversions mean the forfeiting of future house
price gains. And homeowners are always paid
less than the market value - as little as a third
of the property’s price for younger retired
people - because they continue living in it
effectively rent-free.

Against this, home reversion plan-holders are
insulated from falling house prices. Reversion
plans make most sense if you believe property
prices will be flat or will fall. By contrast, the
more house prices rise, the more attractive a
lifetime mortgage will be.

How long the homeowner lives is also key to
the relative attractions of these vehicles.Because
the interest is normally rolled up into a lifetime
mortgage, the longer the homeowner lives, the
greater the accumulated debt. At worst, this
can eat up the property’s full value - although
most mortgages now carry a‘no negative equity
guarantee; which means that there is never the
risk of having to repay more than the value of
the home at the time it is sold. This rolling-up of
interest also has the effect of reducing the value
of an estate for IHT purposes.

With a home reversion,a homeowner can sell
just a part of their property knowing that any
remaining share may - subject to IHT - benefit
their heirs.

Levels and bases of, and reliefs from,
taxation are subject to change

Protection, protection, protec

Combating the effects of inflation

avers and investors have recently been
left in no doubt that inflation is far
from dead after the Retail Price Index
reached its highest level for 15 years.

For pension investors, it is a reminder to
think seriously about how to protect retirement
income from the effects of inflation. Rising
inflation will have a detrimental effect on your
pension, cutting the purchasing power of a level
pension significantly over 20 years, which means
that you would get steadily poorer throughout
your retirement.

While you are still accumulating your
pension pot, the easiest way to combat the
effects of inflation is to link your pension
contributions to your earnings and conduct
a review each year to make sure your asset
allocation model is still effective.

If you are more than ten years away from
retirement and your attitude towards risk and
reward is appropriate, it could be a good idea
to keep the bulk of your pension portfolio in

equities, which over longer periods
tend to provide higher returns.

But if you are close to retirement, then you
should think about reducing the risk exposure
of your portfolio and consider fixed-income
products, such as UK Government bonds (gilts),
corporate bonds and cash.

Levels and bases of, and reliefs from,
taxation are subject to change

If you would like
further information
about how to protect
your wealth from

inflation, please
contact us.
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10 ways to plan
to pay less tax

Your 10-point
inheritance tax checklist

B Work out the total value of your assets and
who owns what.

B Remember that each of you can leave
assets in your estate worth up to £300,000
before IHT starts to bite (2007/08) tax year.

B Split your assets between you to take
maximum advantage of the IHT nil-rate
band of £300,000 (2007/08) tax year.

B Structure your Wills correctly so that the
spouse who dies first can transfer wealth
out of your combined estate.

H Do not simply leave it all to the surviving
spouse, as this will result in a bigger IHT bill
when the second spouse dies.

B One commonly used option is that the
first spouse to die leaves to the children an
amount equal to the nil-rate band.

B Make full use of the gifts you can make free
of IHT.These include one or more gifts up to
an annual value of £3,000, plus as many gifts
of £250 as you like to different individuals.

B You can also make gifts of any amount with
no IHT to pay, provided that you survive for
seven years after making the gift.

B Less well known is the option to make gifts
from income provided that they are regular
and do not adversely affect your standard
of living.

B Consider building a portfolio of assets
that enjoy favourable treatment for IHT
purposes, such as farmland, family-owned
businesses and some shares listed on the
Alternative Investment Market.

To find out more,

please contact us for
further information.

Levels and bases of, and reliefs from,
taxation are subject to change

Tenantsin

common schemes

Recent changes could affect your estate planning

Thousands of families who have entered into arrangements to protect them
against inheritance tax (IHT), involving splitting the value of a property
between a husband and wife and aimed at lessening the tax burden, could

now face higher tax bills.

his follows a recent Special

Commissioners ruling from the body

that settles disputes between HM

Revenue & Customs and taxpayers.The
ruling could have a major impact on couples
who have taken out tenants in common schemes
to protect their estates and their children from
paying the tax.

How the changes could affect
your planning:

Q:What is a nil-rate band discretionary trust?
A:This is a trust set up for the purpose of
protecting the IHT nil-rate band allowance
(currently £300,000 in tax year 2007/08) of the
first person to die.

Q: My partner and | own our property as joint
tenants. Does it affect us?

A: This ruling won't directly affect anyone who
hasn't set up a discretionary trust, regardless of
whether the property is owned as joint tenants
or as tenants in common.

Q: My partner and | own our property as
tenants in common. Does it affect us?

A:The answer is as for the previous question,
but this tax ruling should be taken into account
by anyone considering setting up a trust or
changing the basis of how the property is
owned. Always obtain professional advice
before making any such decision.

Q: 1 work but my partner does not as she
looks after the children. Could this affect us?
A: 1t would appear that this will only potentially
affect people in this position who set up a
discretionary trust. If the property is jointly
owned, whether as joint tenants or as tenants
in common, but there is no discretionary

trust arrangement, this decision does not
appear to have any direct effect. However,

you can no longer be sure that any tax
avoidance arrangements will be effective

and some schemes that were not illegal have
retrospectively been made so.

Q:What should we do?

A: As a result of this ruling, anyone who has set
up a discretionary trust, and perhaps any other
type of trust, should seek professional advice.
For people who haven't set up a trust, there is no
need to do anything as a result of this ruling.

If you would like to
discuss your current

position, please
contact us for further
information.




Alternatively
secured pensions

Over-75s face death taxes on pensions

Following Budget 2007, death taxes on pensions for the over-75s were
announced and wealthy investors waved goodbye to one of their last chances
of passing unused pension savings to their heirs.

Iternatively Secured Pensions (ASPs)

- schemes that investors enter into

at age 75 if they decide not to buy an

annuity - potentially offered an at-
tractive route for people to safeguard remaining
pension funds for their families when they died.

Under the original ASP rules, spouses, civil
partners and financial dependants could receive
assets held within an ASP free of inheritance tax
(IHT). In addition, individuals could bequeath
their ASP assets to others and these assets would
then form part of their estate for IHT purposes.
Now any ASP funds remaining on death will

suffer tax charges of up to 70 per cent, on top
of any IHT liability. Family members can only
expect around 18 per cent of the remaining
pension pot if IHT is due. Only spouses, civil
partners and financial dependants such as
young children will be able to inherit pension
assets free of tax, although ASP assets can be
bequeathed tax-free to charities.

ll Now any ASP

funds remaining
on death will suffer tax
charges of up to 70 per

cent,on top of ”

any IHT liability.

The question is - are there any alternatives
for investors who want to leave surplus pension
savings to the next generation but cannot
stomach the tax charge?

One alternative could be to take out the
maximum possible income from your pension
fund during your lifetime and use this to fund
other insurance or investment policies, such as
whole-of-life insurance.

Since the ‘A-Day’ pension rules were
introduced last year, investors have been able
to draw an income directly from their pension
fund, and retain control over the remaining pot,
rather than having to hand the entire amount
over to purchase an annuity at age 75.

A positive effect of the Budget changes is that
the maximum amount of income you can take
post age 75 — when you switch into ASP - has
been increased from 70 per cent to 90 per cent
of a benchmark annuity, allowing investors to
draw more money from their pension.

Another option set to become more popular
is extracting income from your pension and
paying it into an offshore bond. An offshore
bond has the advantage of being an efficient IHT
planning tool if it is set up under a suitable trust.
Combining this with the tax relief received on
pension payments could bring attractive rewards.

To make this work, you may build up funds
within a pension and benefit from the initial
upfront income tax relief on contributions.On
retirement you could take 25 per cent of your
pension tax-free and invest it in an offshore
bond.Then each year take the maximum
income allowable from your pension and add
some of this to the bond.This money will roll up
tax-free offshore. Your dependants will, however,
face an income tax charge when the funds are
brought back onshore after you die. However,
careful tax planning can limit this to 20 per cent,
even for higher-rate taxpayers.The funds are not
liable for IHT when brought back onshore.

Another advantage of using an offshore
bond is that you still have the option to fall
back on the money in your lifetime, should
your situation change.

If these options sound complicated, you
could always give your pension income straight
to your children while you are alive. Provided
you can show HM Revenue & Customs that you
have income surplus to requirements, you can
give this away without it being subject to IHT.

If the threat of the tax charge is enough to
propel you into taking an annuity, then at least
you now have more flexibility as to when you
can buy it. Pension companies are also working
to create new ‘halfway house’annuities, which
might combine some guaranteed income with
the potential to benefit from further investment
returns should markets outperform.

Self-invested
personal pensions
Relaxation of rules gives

an increased appetite for
longer-term saving

The relaxation of rules governing pension
contributions has altered the retirement saving
landscape and reinvigorated public appetite for
longer-term saving.

The biggest winners from more generous
pension allowances are self-invested personal
pensions (SIPPs), as many investors increasingly
want greater control over their pension assets.
It is not just sophisticated investors looking to
include derivatives and commercial property
in their pension portfolios who are taking
advantage of SIPPs, but mainstream investors
looking to have a hand in the placement of
their retirement savings.

SIPPs were introduced in 1990 as tax-efficient
wrappers, but they only began to catch the
public’s imagination two years ago.They allow
investors to hold a variety of asset classes in a
pension fund, including stocks and shares, cash,
bonds, commercial property and gilts. Investors
can choose whether they want to manage their
SIPP alone or with the advice of a provider.
Some 150,000 investors are estimated to have
already opened a SIPP in the UK, and the sum of
money invested is around £30bn so far.

Following ‘A-Day’ last year, when Chancellor
Gordon Brown changed the rules for
contributions to pension schemes, demand for
SIPPs increased considerably.The investment
choice on offer widened and individuals were
suddenly able to save up to 100 per cent of their
annual income in a tax-free environment, subject
to a cap of £225,000 for the 2007/08 tax year.

To discuss your
retirement options,

please contact us for
further information.
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Maintaining your
urchasing power

Is the ‘real’ value of your life savings being eroded?

The recent rise in inflation to its highest since Labour came to power in 1997 has

affected savers, pensioners and homebuyers. For many, the ‘real’ value of their life

savings is being eroded, because after tax their earnings are increasing by less than

even the Government’s lower measure of inflation — the consumer price index (CPI).

he purchasing power of pensioners
could also be gradually eaten away.The
retail price index (RPI) inflation figure,
which is the measure used to adjust
index-linked pensions for inflation, recently hit
its highest level since July 1991, as a result not
just of higher oil prices but also rising food costs.
However, the ‘true’ rate of inflation for
pensioners increased to nearer double the
official figure — so many people in retirement
may see their spending power dwindle year
after year as even inflation-proofed pensions
fail to keep pace with the actual increases in
pensioners’ costs of living.
Borrowers may also have to brace themselves
for another interest-rate hike as the Bank of

Several lenders have pulled

their fixed-rate loans, which
protect borrowers from further rises
in interest rates, in preparation for a

potential rise in the
cost of borrowing. ”

England tries to control UK inflation, which
increased to the highest of any major European
economy. Several lenders have pulled their
fixed-rate loans, which protect borrowers from
further rises in interest rates, in preparation for a
potential rise in the cost of borrowing.

Those who remember the days of rampant
inflation in the 1970s — when inflation peaked at
over 24 per cent in 1975 — may feel that today'’s
rates are nothing to worry about. However, over
time even low inflation can have a big impact.
Someone retiring on a £10,000-a-year pension
in 1985 would, 25 years later, require a pension
of more than £28,700 to provide the same

7 ways to maintain your purchasing power

Check the interest on your savings accounts. Consider opting for a tax-efficient Individual
Savings Account (ISA) and index-linked investments.
You could use income-generating shares in the hope of both capital growth and inflation-

busting dividend increases.

Protect your mortgage against rising rates with a fixed-rate loan.

Switch high-interest borrowing to zero per cent deals or low-cost loans.

Lower your expenses by switching energy suppliers.

Inflation-proof your pension and life cover by index-linking contributions and cover.

Don't let your standard of living dwindle in retirement - opt for an index-linked annuity or
use a portfolio of income-generating investments to help keep on track.

Levels and bases of, and reliefs from, taxation are subject to change. Quote Source: FT Media 2007

purchasing power. Even over the last five years,
when inflation has been running at a historic
low, the purchasing power of the pound has
fallen by almost 15 per cent.

But, with careful planning, it is possible not
only to inflation-proof your pocket, but also to
beat inflation.

If you would like
to discuss your
personal financial

requirements, please
contact us for further
information.




Record numbers of parents are
turning their backs on state education

early 40,000 more children are

now being educated privately than

when Labour came into power, new

figures reveal, according to a report
from the Independent Schools Council (ISC).

Despite the Government increasing its spending
on education by two-thirds, in real terms, since
1997, record numbers of parents are turning their
backs on state education and paying up to £25,000
a year for private education. Average private day-
school fees have more than doubled in this period,
according to the ISC report.

Almost a quarter of sixth-formers now
attend a private school while, in London,
one in seven pupils is privately educated; in
Edinburgh, it is one in four. Overall, 509,093
children attend ISC member schools, where
the average pupil-to-staff ratio is the lowest
ever, and there is one teacher for every 9.7
pupils. This compares with a ratio of 17 to 1
pupils to staff in state schools.

Despite average fees of £8,790 and a drop
in the number of British children of school
age, there has been no let-up in the number
of parents opting for private education. Head
teachers say that this is not only because
society is getting richerand families are

having fewer children, but because parents
are also better informed and more concerned
about education.

Mounting pressures of commuting and
long working hours have also persuaded more
parents to turn to independent schools to
give their children the care and attention they
cannot always provide at home.

The ISC covers 1,276 schools from nursery
to sixth-form level, including Britain’s most
elite, from a total of 2,500 independent
schools. Fourteen schools now charge
more than £25,000 a year and the average
boarding school fee at secondary level is
£20,000. Of the half-a-million pupils, just
67,335 are boarders.

The annual census also reveals that 20,852
overseas pupils attend public school in Britain,
the majority from Hong Kong and China.
Although the number of boarders has dropped
slightly, Britain’s military commitments in
Afghanistan and Irag may account for a surge in
the number of Armed Forces families sending
children to private schools.

To discuss the options
available for making
provision to fund a
private education,
please contact us for
further information.

making more of your money...

For more information on any subject that we have covered in this issue, or on any other subjects, please tick the
appropriate box or boxes below, include your personal details and return this Information Request to us.

O Arranging a financial wealth check

O Building an investment portfolio

O Generating a bigger retirement income
U off-shore investments

U] Tax-efficient investments

O Family protection in the event of premature death
O Protection against the loss of regular income
O Providing a capital sum if I'm diagnosed with serious iliness

O provision for long-term health care

U school fees/further education funding

O Protecting my estate from inheritance tax
O Capital gains tax planning

O Corporation tax/income tax planning

U Director and employee benefit schemes

I other (please specify)

Name
Address

Postcode
Tel.(home) Tel. (work)
Mobile Email

You voluntarily choose to provide your personal details. Personal information will be treated as confidential by us and held in accordance with the Data Protection Act.You agree that such personal
information may be used to provide you with details and products or services in writing or by telephone or email.



New investment freedoms

Investors gain access to unquoted shares

Growing numbers of self-invested personal pension (SIPP) providers have
opened their books to unquoted shares, giving investors access to a fringe
asset many consider too risky to hold in a retirement fund.

n April last year, it became possible for the

first time for SIPPs to hold 100 per cent of

their assets in unlisted shares, such as those

held by a private limited company.The
move enabled individuals to invest in new share
capital or to buy shares from an investor want-
ing to exit a holding.

The new investment freedoms generated
keen interest among owner-traders and family
businesses, who saw opportunities to get tax
breaks of up to 40 per cent to buy capital in their
own companies. In practice, few have been able
to exploit these new rules fully as most large SIPP
providers have closed their doors to unquoted
stocks, largely because of concerns of falling foul
of tax rules relating to assets held by unquoted
companies.There are a handful of specialist
providers that still admit unlisted shares.

A major barrier for most providers to allowing
unquoted stocks has been the need to ensure

that the SIPP member and the administrator do
not become liable to a hefty ‘taxable property’
charge.These penalties of up to 55 per cent

on the member’s fund and 15 per cent on the
administrator can be levied when an unquoted
company held in a SIPP is deemed to hold
taxable assets, such as vans and equipment.

It is triggered when the company is
considered not to be sufficiently at‘arm’s length’
from the SIPP member or what HM Revenue &
Customs calls a‘genuinely diverse commercial
vehicle’ (GDCV).This is where the headache sets
in for family businesses and others who may
have a controlling interest in their companies,
putting them in the tax danger zone.

A second big worry for those managing these
assets is the Revenue requirement for a market
valuation of the company. Reaching a valuation of
an unquoted company is difficult and there are tax
consequences if the Revenue disagrees with it.

Providers do have measures to minimise
these risks, including supplying clients with
‘warts and all’information about unquoted
shares and pensions; a requirement for all
unquoted companies to be independently
valued; and clients being asked to sign
declarations about assets held in the companies.

If you are considering putting unquoted shares
into your SIPP you should always seek professional
advice, particularly if you are connected to the
company.You have to be very careful - if you fall
into that trap of the taxable property charge, the
charges can be quite considerable.

If you would like any
further information

on this topic, please
contact us for further
information.

Fast-tracking your retirement

Are you taking advantage of the financial incentives?

Those wishing to fast-track their retirement have been making the most of
new annual allowances that enable individuals to maximise their pensions

with higher contributions.

hanges to pension laws last year
gave bigger financial incentives for
higher earners to enjoy tax relief of
up to 40 per cent by contributing
cash into their self-invested personal pen-
sions (SIPPs).
Under the ‘A-Day’ regime, individuals, up
to the age of 75, can pay their gross salaries
straight into their pension to a maximum of
£225,000 per annum in 2007/08. Contributions
can also be accepted from employees,
employers, the self-employed, and (subject
to a maximum of £3,600) those who have no
relevant earnings.
There is scope under the rules to make
unlimited contributions; however, payments

are only tax efficient at or below the annual
allowance.Tax relief is also limited by a Lifetime
Allowance of £1.6m in 2007/08 and £1.8m by
2010/11.

Investors with substantial funds for pension
savings are being attracted towards SIPPs,

where an individuals can have complete control

over their retirement pot. Once in the SIPP,
members can invest in a wide range of assets
or asset classes, from commercial property and
shares to unquoted hedge funds.

While maximising your SIPP allowance is
tax efficient for higher-rate payers, you should ;
seek professional advice before making any '
big investment decisions, particularly when
doubling up contributions.

This magazine is for general guidance only and represents our understanding of the current law and HM Revenue and Customs practice. We cannot assume legal responsibility for any errors or
omissions it might contain. Level and bases of,and reliefs from taxation are those currently applying but are subject to change and their value depends on the individual circumstances of the
investor. The value of investments can go down as well as up, as can the income derived from them. You should remember that past performance does not guarantee future growth or income and
you may not get back the full amount invested.
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