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Inheritance

ISYOUR LIFE COVER
WRITTEN IN AN
APPROPRIATE TRUST?

Check that all your life insurance
policies that will pay out on your
death are“written in an appropriate
trust."This will ensure that their value
passes straight to your family (or
other beneficiaries), avoids your will
and therefore is not liable for IHT.

This is a relatively simple procedure,
which might have already been
carried out when you took out the
policy. If not it can be easily added
in to the legal documentation in
your policy.

Need more
information?

Please email or contact
us with your enquiry.

If you would like us to email a
copy of our digital magazine
to someone you know, please
email us with their details and
we'll send them a copy.
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WHO WILLYOUR LEGACY END UP WITH?

Without a will, the State directs who inherits your estate, so

your friends, favourite charities and relatives may get nothing.

Itis particularly important to make
a will if you are not married or are
not in a registered civil partnership
(alegal arrangement that gives
same-sex partners the same status
as a married couple). This is because
the law does not automatically
recognise cohabitants (partners who
live together) as having the same
rights as husbands, wives and civil
partners. As a result, even if you've
lived together for many years, your
cohabitant may be left with nothing
if you have not made a will.

A will is also vital if you have
children or dependants who may
not be able to care for themselves.
Without a will there could be
uncertainty about who will look
after or provide for them if you die.

COULD ONE OR MORE OF THESE
SCENARIOS BE RELEVANTTO
YOUR SITUATION?

W several people could make a
claim on your estate when you
die because they depend on you
financially;

B you want to include a trustin
your will (perhaps to provide
for young children or a disabled
person, save tax,

B or simply protect your assets in
some way after you die);

W your permanent home is not in the
UK or you are not a British citizen;

B you live here but you have
overseas property; or

B you own all or part of a business.

Once you have had a will drawn up,
some changes to your circumstances,
for example, marriage, civil partnership,
separation, divorce or if your civil
partnership is dissolved (legally
ended), can make all or part of that will
invalid or inadequate. This means that
you must review your will regularly, to
reflect any major life changes.

Who do you want to leave your
assets to? How do you want to
divide your property between your
loved ones, friends or charities? Are
there any conditions you want to
attach to these gifts (for example,
that young people must reach a
particular age before they are paid
money you have left them)?

You need to consider the details

of your family and status. Are

you divorced or has your civil
partnership been dissolved? Have
you remarried or entered into a
new civil partnership? Or are you
living with someone without being
married to them or being their civil
partner? Do you have any children
or any other dependants? Anyone

who depends on you financially
can ask a court to review your will
if they feel you have not provided
properly for them.

If you have any children that may
still be under 18 when you die, you
may need to name someone as
their legal guardian.

Do you have any particular wishes

for your funeral? Do you want to be
buried or cremated? Are there any
other instructions? For example, if you
want to be an organ donor this can

be included in your will. However, it is
also a good idea to record your wishes
on the organ-donor register, or to
carry an organ-donor card.

You must also name the people you
want to appoint as ‘executors’ of
your will, the people who carry out
the administration of your will after
your death. These could be friends
or family members, or a professional
such as your solicitor. A good
combination may be a friend or
family member and a professional.
Ideally, you should choose someone
who is familiar with financial
matters. Make sure you ask your
executors whether they are happy
to take on this duty as there are
long-term responsibilities involved,
particularly if you include a trust

in your will. Once the will has been
drawn up it is not effective until it

has been signed. There are several

rules affecting the signature process
which, if not followed correctly, will
make your will invalid. For example,
witnesses and their husbands, wives
or civil partners cannot benefit under
the will.

It is important to keep your will in
a safe place and tell your executors
or a close friend or relative where
it is. People often ask their solicitor
to store their wills for them. Most
solicitors will do this for free, but
sometimes there is a small fee.

You should review your will at least
every five years and after any major
life change such as getting separated,
married or divorced, having a child or
moving house. It is best to deal with
any major changes by getting a new
will drawn up. But it is also possible to
make minor changes (or‘codicils’) to
your existing will.

Need more
information?

Please email or contact
us with your enquiry.

If you would like us to email a
copy of our digital magazine
to someone you know, please
email us with their details and
we'll send them a copy.
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Fund sectors

A GUIDETO WHERE YOUR MONEY IS BEING INVESTED

Unit trusts and open-ended investment companies (OEICs) are divided into

different groups, or sectors by the Investment Management Association (IMA).

There are two broad categories,
Income and Growth, and each
sector within these groups is made
up of funds that invest in similar
assets, the same stock market sector
or in the same geographical region.
A third Specialist category is home
to funds that cannot be categorised
under Income and Growth.

INCOME FUNDS

These are funds with an
‘immediate income’ objective:

UK Gilts - Funds which invest at
least 95 per cent of their assets in
sterling denominated (or hedged
back to sterling) AAA rated UK
government backed securities with
at least 75 per cent invested in UK
government securities (gilts).

UK Index-linked Gilts - Funds
which invest at least 90 per cent
of their assets in UK Index-linked
government securities (gilts).

UK Corporate Bond - Funds which
invest at least 80 per cent of their
assets in sterling-denominated (or
hedged back to sterling) bonds,
BBB-minus or above bonds as
measured by either Standard & Poor
(S&P) or equivalent, Moody’s Baa or
above. This excludes convertibles.
S&P rates bonds from the most
stable governments triple AAA. Blue
chip companies are then AAor A
and weaker companies are BBB, BB
or B, and so on.

UK Other Bond - Funds investing
at least 80 per cent of their assets
in sterling-denominated (or
hedged back to sterling) and at
least 20 per cent of their assets

in below BBB-minus bonds

as measured by either S&P or
equivalent, convertibles and
preference shares.

Global Bonds - Funds which invest
at least 80 per cent of their assets

in fixed interest stocks. All funds
which contain more than 80 per
cent fixed interest investments are
to be classified under this heading
regardless of the fact that they may
have more than 80 per centin a
particular geographic sector, unless
that geographic area is the UK,
when the fund should be classified
under the relevant UK heading.

UK Equity & Bond Income - Funds
which invest at least 80 per cent of
their assets in the UK, between 20
per cent and 80 per cent in UK fixed
interest securities and between

20 per cent and 80 per cent in UK
equities. These funds aim to have a
yield of 120 per cent or over of the
FTSE All-Share index.

These are funds with a ‘growing
income’ objective:

UK Equity Income - Funds which
invest at least 80 per cent of their

assets in UK equities and which aim to
have ayield in excess of 110 per cent
of the yield of the FTSE All-Share.

GROWTH FUNDS

These are funds with a‘capital
protection’ objective:

Money Market - Funds which
invest at least 95 per cent of
their assets in money market
instruments (i.e. cash and near
cash, such as bank deposits,
certificates of deposit, very short-
term fixed interest securities or
floating rate notes).

Protected/Guaranteed Funds -
Funds, other than money market
funds, which principally aim to
provide a return of a set amount of
capital back to the investor either
explicitly guaranteed or‘via an
investment strategy highly likely to
achieve this objective’) plus some
market upside.

D —

~ €SMmartmoney JuLy/AUGUST 2008

These are funds that concentrate
on‘capital growth/total return”:

UK All Companies - Funds which
invest at least 80 per cent of their
assets in UK shares which have

a primary objective of achieving
capital growth.

UK Smaller Companies - Funds
which invest at least 80 per cent of
their assets in UK stocks that make
up the bottom 10 per cent of the
UK stock market.

Japan - Funds which invest at
least 80 per cent of their assets in
Japanese shares.

Japanese Smaller Companies -
Funds which invest at least 80 per
cent of their assets in Japanese stocks
of companies which form the bottom
30 per cent by market capitalisation.

Asia Pacific including Japan -
Funds which invest at least 80 per
cent of their assets in Asia Pacific
shares, including some Japanese.
The Japanese element must make
up less than 80 per cent.

Asia Pacific excluding Japan - Funds
which invest at least 80 per cent of
their assets in Asia pacific shares and
exclude Japanese securities.

North America - Funds which
invest at least 80 per cent of their
assets in North American shares.

North American Smaller
Companies - Funds which invest

at least 80 per cent of their assets

in North American equities of
companies which form the bottom
20 per cent by market capitalisation.

Europe including UK - Funds
which invest at least 80 per cent
of their assets in European shares.
They may include UK stocks, but
these must not exceed 80 per cent
of the fund’s assets.

Europe excluding UK - Funds
which invest at least 80 per cent of
their assets in European shares and
exclude the UK.

European Smaller Companies -
Funds which invest at least 80 per
cent of their assets in European
equities of companies which
form the bottom 20 per cent

by market capitalisation in the
European market. They may
include UK stocks, but these must
not exceed 80 per cent or the
fund'’s assets. (‘Europe’includes all
countries in the MSCI/FTSE
pan-European indices).

Cautious Managed - Funds would
offer investment in a range of assets,
with the maximum equity exposure
restricted to 60 per cent and with at
least 30 per cent invested in fixed
interest and cash. There would be
no specific requirement to hold a
minimum percentage of non-UK
equity. Assets must be at least 50
per cent in sterling/euro assets and
equities are deemed to include
convertibles.

Balanced Managed - Funds would
offer investment in a range of
assets, with the maximum equity
exposure restricted to 85 per cent.
At least 10 per cent must be held
in non-UK stocks. Assets must be
at least 50 per cent in sterling/euro
assets and equities are deemed to
include convertibles.

Active Managed - Funds would
offer investment in a range of
assets, with the manager being
able to invest up to 100 per cent

in equities at their discretion. At
least 10 per cent must be held

in non-UK equities. There is no
minimum sterling/euro balance
and equities are deemed to include
convertibles. At any one time the
asset allocation of these funds may
hold a high proportion of non-
equity assets such that the asset
allocation would by default place
the fund in either the Balanced

or Cautious sector. These funds
would remain in this sector on
these occasions since the manager
retains the right to invest up to 100
per cent in equities.

Global Growth - Funds which
invest at least 80 per cent of their
assets in equities (but not more
than 80 per cent in UK assets) and
which have the prime objective of
achieving growth of capital.

Global Emerging Markets - Funds
which invest 80 per cent or more
of their assets directly or indirectly
in emerging markets as defined
by the World Bank, without
geographical restriction. Indirect
investment e.g. China shares listed
in Hong Kong, should not exceed
50 per cent of the portfolio.

In addition, the sectors above

also require funds to be broadly
diversified within the relevant
country, region or asset class.
Funds that concentrate solely on
a specialist theme, sector or single
market size (or a single country in
a multi-currency region) would be
incorporated below.

UK Zeros — Funds investing at

least 80 per cent of their assets in
sterling denominated (or hedged
back to sterling) and at least 80 per
cent of their assets in zero dividend
preference shares or equivalent
instruments, this excludes preference
shares which produce an income.

SPECIALIST FUNDS

Specialist — Funds not categorised
by the mainstream sectors.
Performance ranking of funds
within the sector as a whole is
inappropriate, given the diverse
nature of its constituents.

Technology &
Telecommunications - Funds
which invest at least 80 per cent
of their assets in technology and
telecommunications shares as
defined by major index providers.

Personal Pensions - Funds that
are only available for use in a
personal pension plan or free-
standing additional voluntary
contributions (FSAVC).

Need more
information?

Please email or contact
us with your enquiry.

If you would like us to email a
copy of our digital magazine
to someone you know, please
email us with their details and
we'll send them a copy.
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BENEFITS AND TAX ALLOWANCES

When you retire you may be able to get certain benefits on
top of any State Pension you're entitled to. Some of these
benefits are age-related, others depend on your income.
Tax allowances are also more generous from age 65 if your
income is below a certain level.

martmone

BASICSTATE PENSION

The State Pension age is currently 65 for men and
60 for women born on or before 5 April 1950 (this
will increase for women born after 5 April 1950 from
60 to 65 between 2010 and 2020) and eligibility
depends on your National Insurance contributions
(NICs). You can choose to claim your basic State
Pension as soon as you reach the qualifying age, or
to delay claiming and get more later on.

ADDITIONAL STATE PENSION

The additional State Pension is also known as

the State Second Pension (formerly the State
Earnings-Related Pensions Scheme (SERPS)
pension). Eligibility is based on a combination of
your earnings from employment, and National
Insurance Contributions you have made or been
credited with. You may also be eligible through
other factors, such as a disability or because you've
spent time caring for someone. If you qualify, you'll
automatically get the additional State Pension
when you claim your basic State Pension.

OVER 80 PENSION

If you're aged 80 or over and have little or no
State Pension, you may be able to claim the Over
80 Pension.

PENSION CREDIT

If you're aged 60 or over you can apply for Pension
Credit to top up your income to a weekly minimum.

WINTER FUEL PAYMENT

You may be able to claim a payment to help with
fuel bills if you're aged 60 or over. There is also an
extra £100 for eligible households that include
someone aged 80 or over.

COLD WEATHER PAYMENT

You may be eligible for a Cold Weather Payment
to help with extra heating costs during periods
of very cold weather. Payments are made
automatically, you don’t need to claim.

WARM FRONT GRANT

If you're on a low income you may be able to
claim up to £2,700 or in some cases £4,000 for
heating improvements to your home.

You can get Attendance Allowance if you're aged
65 or over and need help with personal care
because of an iliness or disability.

CARER’S ALLOWANCE

If you look after someone who's severely disabled,
you may be able to claim Carer’s Allowance. If
you're severely disabled, someone who looks after
you may be able to claim Carer’s Allowance.

CHRISTMAS BONUS

If you get certain benefits, including a State
Pension, you'll get an extra £10 at Christmas.

FUNERAL PAYMENT

A Funeral Payment can help with the cost of a
simple funeral for someone close to you if you
are responsible for arranging the funeral.

COMMUNITY CARE GRANTS
AND BUDGETING LOANS

Community Care Grants and Budgeting Loans
can help cover the cost of one-off expenses
including household items, clothing and
footwear and certain travelling expenses.

CRISIS LOANS

Crisis Loans can be paid in an emergency or
disaster to help with day to day living costs or
essential items. They're available where there’s a
serious risk to you or your family and you can’t
get help from elsewhere.

HOUSING BENEFIT

If you're on a low income and paying rent, you
may be able to claim Housing Benefit.

COUNCIL TAX BENEFIT

You may also be able to claim Council Tax
Benefit if you're on a low income.

LOW COST BUS PASSES

From age 60 you qualify for a free bus pass from
your local authority.

FREE EYETESTS, PRESCRIPTIONS AND
HELP WITH OTHER HEALTH COSTS

If you're aged 60 or over you may be entitled
to help with various health costs, including
prescriptions, eye tests and dental treatment.

TV LICENCE REDUCTION FEE

You can receive a free television licence if you're
aged 75 or over and pay a reduced fee when
renewing between age 74 and 75.

WARWIDOW’S/WIDOWER'S PENSION

You can claim a tax-free pension if your husband,
wife or civil partner died because of war service
or received a War Pension or related allowance.
Age-related tax allowances

TAX-FREE PERSONAL ALLOWANCE

Everybody gets a tax-free personal allowance,
an amount of income you can have before you
need to pay tax. If your income is below £21,800
(2008/09) the personal allowance increases
when you're 65 and again when you're 75.

MARRIED COUPLE’S ALLOWANCE

If you're married or in a civil partnership and are
a taxpayer and either you or your partner was
born before 6 April 1935 you can claim married
couple’s allowance.

If you look after

someone who's
severely disabled, you
may be able to claim
Carer's Allowance. If
you're severely disabled,
someone who looks after
you may be able to claim
Carer’s Allowance.

Need more
information?

Please email or contact

us with your enquiry.

If you would like us to email a copy of our
digital magazine to someone you know,
please email us with their details and we'll
send them a copy.

eSmartmoney JuLy/AUGUST 2008

25



Enterprise

Fresh

challenges

Need more
information?

Please email or contact
us with your enquiry.

required by law to offer yo
employees access to a stakehold
pension scheme to help them save
for their retirement.

hat plan for their retirement
2d to be able to make informed
oices about how and when

to save and how long to work.
Employers have a major role to play
in this process by providing access,
information and contributions to
pensions for their employees. The
workplace is an effective place for

Even though there are exemptions
that apply to some employers,
you should find out whether

you are required by law to offer
access to a pension scheme to
your employees. Changes to the
Financial Service and Market Act

If you would like us to email a
copy of our digital magazine
to someone you know, please
email us with their details and
we'll send them a copy.

KEEPING HOLD OF YOUR PROPERTY

The fear of having to sell our homes to pay nursing-home fees, when we would rather pass

them on to our family members is a common scenario facing many of us today.

One possible solution that could enable you to
avoid having to sell your home is the setting up of
a basic discretionary will trust commonly used for
inheritance tax (IHT) planning. This is where half
the house passes into trust for any children on the
death of the first spouse. The trusts may also mean
that property, in effect, could be disregarded when
local authorities assess how much an estate should
pay towards long-term care.

Under the English system, anyone with savings
or capital of more than £22,250 is required to
pay for his or her own care fees. If you have a
property worth more than this, as most people
do, it will be disregarded if it is inhabited by a
partner, former partner or relative.

If you are the only person living there, the local
authority may force you to sell it to pay for care.
your children, the council cannot make a claim
against it. They may be able to place a charge
against the property so they receive some of the

proceeds when it is eventually sold, but even
then the local authority can only obtain half.

And if your family doesn’t want to sell and the
local authority is still pursuing a claim, their own
guidelines state that the value of a half-share of
a property is in effect nil.

With forecasts that show funding long-term care
is set to increase considerably over the next 20
years, planning is the key.

DISCRETIONARY WILL TRUSTS

Discretionary will trusts have traditionally been
used to transfer a half share of a jointly owned
property to any heirs on the death of the first
partner, thereby using up both inheritance-tax
allowances, now £312,000 (tax year 2008/09).
Since the last budget, this is no longer so
important because you can now transfer your
allowance to your spouse on death. However,
these tax-planning devices may provide a
relatively simple way to reduce the value of your

Wealth Protection

home as seen by care authorities and make it
much harder for them to insist on its sale.

Suppose a couple, have not implemented any
trust planning, the husband dies and his half

of the property passes to the wife. She needs

to go into a nursing home, at which point the
local authority could, in some circumstances,
force the sale of the house. In other cases, the
payment of care fees could be deferred until she
died and the property was sold.

If, however, the property had passed into trust,
the property could not be sold while the spouse
was still alive, and would be equally difficult to
sell on death unless the children agreed.

The Department of Health's viewpoint is that
where a resident is a joint beneficial owner of

a property it is the resident’s interest in the
property which is to be valued as capital, not the
property itself.
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YOUR MOST FREQUENTLY ASKED QUESTIONS
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Bare trusts are treated for tax
purposes as if the beneficiary

holds the trust property in his or her own
name. Income tax and capital gains tax
are charged on the beneficiary,
as if the trust did not exist.

Q: As a trustee do | have to pay capital gains tax?
A: As a general rule the liability to tax on gains
arising to a trust falls on the trustee. There are
however certain exceptions which are detailed
on HM Revenue & Customs (HMR&C) help sheet
HS294.

Q: As a beneficiary do | have to pay capital
gains tax on gains that the trustees make?

A: No.The beneficiaries are not taxed on trust
gains. They do not get credit for capital gains tax
that the trustees pay (except for beneficiaries of
bare trusts).

There are special rules for beneficiaries of trusts
with non-resident, or dual resident trustees.

Q: What is the annual capital gains exemption
for a trust?

A: This is normally half the annual exemption
for an individual. For 2008/09 it is £4,800.
Certain trusts (for example a trust for a mentally
disabled person) are entitled to the full annual
exemption of £9,600.

Q: Is each trustee entitled to the trust annual
capital gains exemption?

A: No. Only one annual exemption is allowable.
Q: What is the current rate of capital gains tax
a trustee pays?

A: The gains of the trustees are taxed at the rate
applicable to trusts which is:

RATES

Trusts where settlor/settlor’s minor
child/spouse/civil partner retains interest

Other trusts and personal representatives

Trusts for the vulnerable (subject to election)

4

Q

Q: How do | get my valuations checked before
making my return?

A: You should complete one copy of HMR&C form
CG34 for each valuation you would like checked.

Q: How long will it take to get my valuations
checked?

A. HMR&C expect that it will normally take a
minimum of 56 days to agree your valuation or
provide you with an alternative.

Q: What is taper relief?

A. Taper relief was introduced in 1998 for
disposals after 5 April 1998. For trustees

of a settlement, taper relief ensured that a
reducing percentage of gain was chargeable
to tax. This depended on the number of
whole years the asset had been held after 5
April 1998. The greater the number of years
the asset was held from 6 April 1998 the
smaller the percentage of gain that became
chargeable to tax. For all disposals made on
or after 6 April 2008 taper relief has been
abolished.

Q: What is a settlement?

A: For capital gains tax the word “settlement’
has its normal meaning. It includes property
that is held in trust, except for a bare trust.

A bare trust, also known as a‘simple trust’
and is one in which each beneficiary has an
immediate and absolute right to both capital

2008/09

As settlor’s gain

18%

As beneficiary’s gain

and income. The beneficiaries of a bare trust
have the right to take actual possession of
trust property.

The property is held in the name of a trustee. But
that trustee has no discretion over what income
to pay the beneficiary. In effect, the trustee is a
nominee in whose name the property is held.
The trustee has no active duties to perform.

Bare trusts are treated for tax purposes as if the
beneficiary holds the trust property in his or her
own name. Income tax and capital gains tax are
charged on the beneficiary, as if the trust did
not exist.

The beneficiary must declare any income and
capital gains on his or her personal tax return.
Although trustees can pay income tax on behalf
of a beneficiary, it is the beneficiary who is
chargeable to tax.

Q: What is a settlor?
A: A settlor is any person who makes a
settlement.

Need more
information?

Please email or contact

us with your enquiry.

If you would like us to email a copy of our
digital magazine to someone you know,
please email us with their details and we'll
send them a copy.
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Wealth Creation

Tax-efficient
saving and investment

A QUICK GUIDE TO MAKING MORE OF YOUR MONEY

There are a number of ways investors can take advantage of tax-efficient saving and investing,

here’s a quick guide to get you thinking about the possible options available to you!

CASH ISAS

Cash individual savings accounts
(ISA) are basically ordinary savings
accounts, but the interest you
accumulate is free from tax.
Everyone aged 16 and over can put
up to £3,600 per tax year (April 6 to
April 5) into a Cash ISA.

Many Cash ISAs give you instant
access to your money and some
providers will also allow you to
transfer money between them to
take advantage of the best rates,
without affecting your annual ISA
allowance.

SHARE ISAS

These are accounts in which

you can hold stock market-type
investments such as shares. The
money grows free of capital gains.
Higher rate taxpayers also avoid

paying extra tax on dividend
payments from shares, and you
don't have to declare ISAs on your
tax returns.

You can also hold corporate
bonds and gilts in one of these
ISAs. They pay a fixed rate of
interest and, pay the money back
on a pre-agreed date. The interest
paid by the bonds is free of
income tax if they are held within
a tax-efficient ISA wrapper.

From 6 April 2008 Maxi and Mini
ISAs no longer exist. Instead ISA
savers can now invest into a Cash
ISA and/or a Stocks and Shares
ISA. For the 2008/09 year you may
invest £7,200 into your ISA, up

to £3,600 of this can be invested
in a Cash ISA but if you wish you
could invest the full amount into a
Stocks and Shares ISA.

A sensible and more diverse way
for private investors to capitalise
from the stock market is through
collective investment funds, which
hold a wide range of shares.

SELF-SELECT ISAS

These are largely used for
sheltering individual shares in

an ISA. With the change in tax
treatment of income dividends,

a Self-select ISA may not be
beneficial for many investors unless
they expect to use their capital
gains tax allowance each year.

FRIENDLY SOCIETIES

Friendly societies offer tax-efficient
investment schemes that let you
put away a small amount, either

as a regular monthly payment

or lump sum. These are basically
endowment policies, so you have

to save for a minimum ten years for
the proceeds to be tax-efficient.

OFFSHORE INVESTING

Investing offshore provides
opportunities for tax deferral,
reduction and avoidance.

The attraction is ‘gross roll-up! This
means assets can grow without
being taxed and could therefore
outperform onshore investments.
However gains or income are liable
to tax in the UK when they are
brought back onshore. You may also
need to pay tax of another country if
you take the money there.

You should consider how long
you are going to be away if you
are emigrating, your residency
for tax purposes, your will,
property and more liquid assets
such as savings. Always seek
professional advice as sheltering
money from tax offshore can be
extremely complicated.

Need more
information?

Please email or contact
us with your enquiry.

If you would like us to email a copy of our
digital magazine to someone you know,
please email us with their details and we’'ll
send them a copy.
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