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IHT demise exaggerated

A couple of years ago, inheritance tax (IHT) grabbed the headlines,
with one national newspaper running a high profile campaign for its
abolition. Butt, once Alistair Darling had announced in the 2007 Pre-
Budget Report that the nil-rate band (currently £325,000) would be
transferable between married couples and civil partners, IHT hegan to
fade from view,

You mighi think that IMT 5 ne longer an ssue, except far multi-millienaines, but you
wauld be wrong:

m If youane marmed ar in a civil partnership and your total jpint estate (including

your home) is worth more than £650.000, then your beneficianies could still see
In thIS iSSUE: thie Exchequer take & slice of their inhertance. For mstance, o a joint estate of
£1 miflion, the IHT bill is potentaily £140.000

Building financial foundations ®m If you are unmarred, then IHT cap be a mose sencus problem, On first death,
gnpuses and civil partriers can generally make qifts 1o each ather free of IHT and

; transfer any urused nil-rate band ta the survivor, but neither opportunity applies to
Higher rate pansion reliet hits trouble unrmarried couples, &5 a single person, IHT becomes relevant 7 your estate is warth
more than £325, 000

The rising costs of education

Planning for complicated lives
& The complexities of IHT mean that you {or your executors) could face a tae bl
berause some aspect of your financial planning had been overtaken by legislative
154 top-up time or other changes. One of the more obvious examplas s an aut-dated will - which
rmight anly twe a few years old. (f you do not have @ the rules of intestacy can
easily create an unnecessary 1HT liability, so it may be wise to draw upa will )

¥ear-end planning decisions

Although IHT rules have been strengthened over the years, there' s still avanety of
sehemet that may belp limit the impact of the tax on your beneficianes. A few of
these Arrangrmients have been i existence for many years and their effectvenass has
been accepted by HM Revenue & Customs, However, IHT schemes can only go so fa
I you are cancerried about IMT, there is no real substitute for a thorough review of
vour financial planning with a dhase faous on its averall HT effectiveness. Sametimes
relatively minar changes can make a significant differsence to the overall IHT hability,

bevals and bases of, and rebefs fram, Laxation are subject fo change and thelr value
dependt on the indiidual crcumstances of the investar, The Financial Semic
Authority does not regudste taation advice, will writing and some forms of estate
planning.
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Building financial foundations

There are now two really tax efficent ways to glve
grandchildren or other young relatives a valuable nest-
egg for the future.

First there is the chitd trist fund (CTF fram swhich ey
borm on or atter ¥ September 2002 benefits, The govgrnment

cantributes ralatvely small amaents te (1, but the resl advantage
carmes fram the cantribitions that family and friends can make for
a child

The growth in the fund does ot have to be reported 1o the tax
autherithes on. a tax return, making the whole process very simple

Grandparents (or aryone else) Can also contnbute 1oa CTF where
the funds will barefit from thess tax privilegas The masmum
cantrbutions are £1,200 10 each CTF

Wien the grandchild Decomes 18 e ar she may well be able

e fined & good wse for the cash. For gkample, the CTF could be
used to cover a substantal part of the costs of going on to higher
educatan. Alternatively, the tas-free fund could be used o finance

The tax, treatment of the CTF i very like an indivichial
account. Any growth an the fund s tax free {apart
eclaimable tax credits an dividends) and there 5 n
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The rising costs of education

School fees increased by an average
of 5.90% in 2009, according to the
Independent Schools Council. Termly
fees ranged from an average of
£3,358 for day schools to £7,748 for
boarding schools, although there
was quite a range depending on the
actual schools chosen,’

Iyl can baild wp even a relatiely modest
education fund, wou will find it can reduce
the pain of tF mly bill and tide cver
penads o ncial hardship on redundancy
or other 5. It iz well wiorth

parents saving, and grandpatents or other
relatives can bean irvaluable help. Don't
forget, leaving school will not be the end

of education oasts if the child goes on to
higher education

S, witat types of investments could the
parents and grandparents consider for
funding the costs of education? The most
Impartant decision is the azset allocston,
The shorter the penod to paying the schoal
fees ar ather costs, the fess risk youcan
affcrd to take

If you have at least erght years or ever
lenger befare you are likely ta need [

draw on the funds, you can probably afford
1o think about irmvesting in mone volatile
Irvestrients and you should corsider what
praportion of your funds should be in
eruity-based investments, These can go
doneerr as well up and their past |'.)"!l'f'('l|'l'|'|-:'!f"-’l=
is not a reliabde quide 10 their futwne retums

wivd £ould stick o cashoor

passinly safe floed interast bonds, Howeser,

If you are prepared to accept some risk to
your capital, and to commit 10 tying up your
cash oo doeposit (say, by investing for a1 least
five years), the returns may be much better
than if you want nstant acoess o funds
But, af course, you run the risk of making
lewuir returns, ar even a loss.

Tax efficency 15 also very rmportant, There
is now & wite choice of tax wiappers and
thie right one will depend on yaur individual
crcumstances. Past performance is not a
guitde 1o future performance. The valus of
investments and the incorme frem them can
o down a5 well as up and you fray not get
back the ariginal amount invested

indepengant Schools Councll fivameisc
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Higher rate pension relief hits trouble

The government has reduced the tax relief on pension
contributions for people with high incomes. This has
implications for many people - not just the high earners
directly affected.

Therestrictions will apply it your total income = £150,000 i the
current year o was at this kevel in either of the twa previous tax
years. The new rubes cover both individual and employer pension
contributions into any registered pension scheme, ranging from
personal pensians to final salary-related schemes The higher
rate tax relief is taken away through a special tax charge an you
perscnally

Rules will be replaced

Thie rules were introduced in the Finance Act 2009 and will be
replaced fram 2071412 For the tax years 200970 afd 2010011,
peogle with incomes of at Fast £ 150,000 can still hepafit from
full 1as relicf on limited lovels of contributions. Theo rules are
cornplicated. Quarterly or mana fraquent contributions started
before 22 Aprll 2009 are basically not affected and there & an
annual abowance of at least £20,000 of comtributions, which can
be higher in certain circumstances: Ask us for details if you think
you maght be affacted now o in the future

From 20711/12, the restrictions on tax relief are due to be generally

Did you know that fram & April 2010 the minimum &

ill rise from 50 to 557 Tt

tighter For (ncomes of at least £180,000, the tax relief for all
pension contributions will be at basic rate only, Far incomes
between £150,000 and £180,000, tax relief will be tapered dawn
from the higher rats to the basic rate. Tax rahiet at your highest
marginal rate will still be availabée for all pension contrbutions if
your Income is less than £150,000

The restrictions rase the question af whether it makes serse 1o
contrbute 1o a pension if relief is limited 10 the basic rate. if you ase
a higher rate taxpayer in retirement, the rules mean you would have
received contributon tax relief at a lower rate than you would be
paying tas on your pensan

A3 is often the case with personal finances, matters ase rather less
straightfansand. Ulmately, a4 decision abaut the relative berefits
of 20% tax-ralieved pension contributions will depend upon your
personal circumstances and retirerment planning objectves. If wou
are below the £150,000 threshold and qualify Tor higher rate

tax relief, i is probably & geod idea 1o take full advantage of the
situatian whike it still tasts

Lewels and bases of, and reliefs from, tasation are subject to changs
and their value depends o the individual circumstances of the
investor. Thie Financial Services Autharity dogs not regutate 1ax
aluice

ge at which you can start drawing
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Planning for complicated lives

The way wa live is changing and
for most people it is becoming
more complicated. For example,

planning tips

Here ase what wie belseve 10 be four key

to hawe thetr own source of retirement
MCOImE,

'‘boomerang kids' are much more
comman - those are adult children
whao leave home and then return,
typically when times get tough.
Mearly a third of men and a fifth of
women aged 20 to 34 live with their
parents, according to government
figures.”

Meanwhile, although the figures for divorce
are at their lowest for over 20 years, that s
mostly because far fawer of us are marrying
in the first place. The nurmber of marriages
i the UK in 2007 (the most reoent statistics)
stood at 270,000 with tigures for England
and Wales the [ewest recorded since 1895°
When we do marry, it 5 generally much
later in life, m our 30s rather than our 20s
and maore of us are dedsying parenthood

These marked changes in the way many of
us are now Iving have a major impact on
personal finandal planning, which meeds
i e Fexlble enough to take these new
patterns for families into account

m Build up some shoet term savings or rainy
day money for yourself. Don't depend on
the awailability of cebf. You never knioma
when yau might need 1o draw on savings
—separation, divorce, unempsoymsent,
short-time '-\'l')’lt'l'll'_.u‘-. the nan-appearance
ol an expected borus.

B Make sure you hawe enough fire
assurance cover and that it is arranged
5o that the potential beneficdaries can be
changed as circumstances alter over tme.
Yool willl meed both the cover and the trust
warding 1o be flesibie

W Axaid expensive cansumer debt and have
some inswrance that pays aut il you fafl
sericaisly ill; the state does net prowvide
genenous sick benefits.

B Don't depend on wour spause or partnar
to da all the saving for retrrement; it
I8 a hagh retk strategy. You may not ba
tegether; they may not save encugh for
bath of you and in any case it Is generaly
much mese tax-efficent foreach partner

Varsatile and flexible arrangements, coupled
with competent professional advice, should
help pou keep complex larruly finances
rurnieg smocthly,

! Soure W STA0E TR QO Lk
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Year-end planning decisions

B The smaller companses’ corpoeation tax rate = dus to nse to 22%
Fraam ﬂ-prl| 2000

= Fram 2010¢11, the top income 13x rate will rise 1o 50% (42 5%
fear dividands) and personal allowances will be phased aut i your
Inconme exceeds £1040,000

= The gavernment has so far not taken any definitive acticn an
family company diidends, aithough it continues 1o say The
matter is under reiew

The first two points tend to feavour retaining prafits within your
campany, while the other two argue for drawing profits out now
If you apt for drawing out profits; the mathematics of the beruy
sdlary/pensicen decsion {assuming full contribution tax redief =
availahle) for this year & shown below, based on a margimal
£50,000 of profits

If yous are not affected by the new pensicn contributian tax reliet
rules, directing profits towards your pension could well be worth
cordidering this year for twa main reasons:

If your company’s year end is 31 December, now s the
time to start considering whether and how you shouwld
draw out your profits. In 2009, there is a new sat of

factors to consider alongside the normal issues: Therz 152 risk that restrictions on pensions 12 relief will be
tightened further by the next government, whatever its hue

Yaur refirement fund may need rebuilding after the past twa years'
diffecult invastment market conditans

m The new rules an pensan 1ax relief for higher eamers (see
Higher rate penssan reliet hits trouble’} may limet the appeal of Levels and bases of, and reliefs from, taxation are subject To
pensan cantributions. change.

Bonus w Dividend v Pension

Bonus Dividend Pension
3 E £

Warginal gross profit 50,000 SG,EN 50,000
Perean cantribution I e S0, 000
Corporatinn tax N.-'A = WA
E‘l.ll.'::lerlu.l r-.l.-’A AT
Emplover's natoral insurance contributions NICs) 1-1.4,32.6 5&-' 12.68% '15,5.1';4] N-"-é'l
Gross banus ﬁ#,:-.léﬁ Nl;ﬁ\
DII‘L'I:I':I!"_:: MNICs 44 326 8 1% 14‘131 Ml'.l'“\
Ingame L 117,730) N.-f.ﬂ.
Benefit to director 26,153 29,615 50,000

Assumpfions,
Cavmpany's manginal compovadion {5y rate i 21 %% fov calengdar poar 2003 Dieechars m‘:IgWIE.' yrcome fax rate for 20090 i 0% (37 5% far divadinds
Jess 0% faw crecieh Ari-foresiaiing reasures do mof aply fo the divectos bmiting- e mlied o 20%

ISA top-up time

In his April Budget, the Chancellor announced an increase in the contribution limits for individual savings accounts
(I15As). The lateness of the Budget and, probably, the tightness of governmant finances, meant that the increase was
staggered:

W Fram 20100 1 the maximuam overall cantslbation will rise from £7,200 10 £10,200 of which £5, 100 {previously £3,600) may be invested
I & cash 154,

m If you were borr before 6 April 1960, these hegher Bmits will apply for 200940, but ealy for contnbutsans made after 3 October 2009

If you are ‘mature’ enough to benefit from Ociober, then doak for our advice bafare investing. For example, IF you have sready
cantributed 10 an 154 in this tax pear, your options may he comstrained by nides which say you can only contribute to one casn 154 and one
stocks and shares (54 during the tax year
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