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Income drawdown

20% increase
Income drawdown is the main alternative to an annuity and allows you
to take a retirement income directly from your pension fund while it
remains invested. Although it is more flexible than an annuity it is also
more complex and higher risk.
A quarter of the fund can be taken as a tax-free lump sum when you
start income drawdown. The remainder is invested to provide a
variable, taxable income. Each year you choose how much income, if
any, to take, up to the income limit set by the Government.
Increased maximum income limits
On 26 March 2013 the income cap will
increase by 20 per cent to 120 per cent,
according to draft legislation.
This is good news as it offers investors
more ﬂexibility, but taking the maximum
income for a prolonged period isn’t usually
sustainable. Income from your pension will
be subject to both negative and positive
stock market performance. If your investments
perform badly or you excessively withdraw
income you will deplete your pension fund,
leaving you short of income later in
retirement.
1. Take tax-free cash and no income
You can take your tax-free cash and then
draw no income at all. Some income
drawdown investors have income from
employment or other sources, or simply want
access to the tax-free lump sum without
drawing an income (which is taxable).
Once you’ve taken tax-free cash, your
pension is deemed to be in payment even if
you’re not drawing income. This affects the
tax treatment of your pension on death.
2. Take tax-free cash and some income
The drawdown rules set a maximum, but you
can vary your income to meet your
requirements.
From 26 March 2013 the maximum will
rise by 20 per cent. This higher limit of 120
per cent potentially allows you to balance
drawdown income with money from other
sources, ﬁlling the income gap in years when
it’s needed and leaving it invested in years

when it’s not. This may help your income to
be more tax efﬁcient, for example taking
advantage of personal allowances each year.
At least every three years your maximum
income will be assessed again and new
limits set. Once you reach age 75 the plan
must be reviewed annually.
3. Draw your whole pension if you
qualify for ﬂexible drawdown
Another option is “ﬂexible drawdown” this
is for investors who can afford to take
unlimited income, provided they meet set
criteria.
The main criteria include being in receipt
of a secure pension income of at least
£20,000 per annum and not making future
contributions to pensions.
Flexible drawdown offers the ultimate
control over your pension income. You have
the freedom to vary your pension income
without limits, however, any income you
draw will be taxed at your highest marginal
rate.
Income drawdown is a complex product.
Unlike an annuity the income is not secure
so it is not suitable for everyone. If you are
at all uncertain about its suitability for your
circumstances we strongly suggest you seek
advice.

This article is based on draft legislation and
is correct as at 13 February 2013. Pension
legislation is subject to change, as is the
intended date of the income limit increase.

Not all ﬁnancial advisers will have regulatory permission to advise on every product mentioned in these articles. Certain products mentioned in this magazine may
require advice from other professional advisers as well as your ﬁnancial adviser and this might involve you in extra costs. The articles featured in this publication are
for your general information and use only and are not intended to address your particular requirements. They should not be relied upon in their entirety. 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 receiving appropriate professional advice after
a thorough examination of their particular situation. Will writing, buy-to-let mortgages, some forms of tax and estate planning are not regulated by the Financial
Services Authority. Levels, bases of and reliefs from taxation are subject to change and their value depends on the individual circumstances of the investor.
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So who wins?

New State Pension rules
The State Pension is changing, the reason given is to make them
simpler and fairer, a new ﬂat rate weekly payment of £144 at
today’s value is being proposed.
In addition, the old rules which penalised couples, mothers who
took career breaks and the self-employed are being changed.
What are the changes?
• There will be a single ﬂat rate pension of
£144 (£7,488 a year). This will be
introduced in April 2017 and taking into
account inﬂation it is expected to be worth
around £155 by the time it starts.
The current State Pension is £107.45
a week.
• The age when we can take our State
Pension will rise, along with life expectancy.
The current arrangements still differ for
men and women, but both now start
getting the State Pension when in their
60s. This gender difference is being phased
out and the pension age will eventually be
standardised, rising to 66 for both men
and women in 2020 and 67 by 2028.
The Government will introduce ﬁve-year
reviews of the pension age but has
promised to give 10 years’ notice of any
future changes.
• People will need 35 years’ worth of National
Insurance contributions to qualify for the
new payments from 2017, up from 30 years
now. Presently, an individual begins to build
up State Pension entitlement after one year
of NI contributions, but under the new
system this will be increased to 10 years.
Therefore the minimum State Pension will
be £41 a week in today’s money, based on
10 years of NI contributions.
• Under the new change, time taken from
work to raise a family will be counted
towards the 35 years of NI contributions
needed for a full State Pension.

• Couples will each qualify for the full new
payment as individuals, rather than receive
the current joint couple’s rate.
• Means testing for the Pension Credit will
end. Pensioners whose income is less than
the guaranteed minimum currently have to
undergo detailed assessments of their
income and savings.
• State Earnings Related Pensions (SERPs)
and State Second Pensions (S2P) ‘second
pension’ and other top-up arrangements
will be swept away under the reforms.
As well as the current basic weekly pension
of £107.45, you can claim S2P, SERPs and
graduated pension (Graduated Retirement
Beneﬁt). There will be a one-off rebasing of
State Pension entitlements as a result, the
details for people who have ‘contracted out’
for periods in the past are not yet known.
‘Contracting out’ has already started to be
phased out and will end entirely in 2017.
• Final salary pension schemes (the vast
majority now in the public sector) will face
higher NI contributions as the right to opt
out of the State Second Pension comes to
an end.
• Inheritance of pensions will cease for
widows and divorcees.
• The triple-lock inﬂation guarantee, under
which the State Pension rises according to
the highest of CPI, the rise in earnings or
2.5 per cent will continue to apply.
• The Minimum Income Guarantee will stay
as a safety net. This is set at £142.70 for a
single person in the current year ending
April 2013.

Married Couples: Will benefit, since
they will each qualify for the full new
payment instead of sharing the lower
couple’s rate.
Mothers who take career breaks:
The years taken to raise a family will
now be included in full towards the
State Pension under the new system.
Self-employed: At present can only
claim a maximum State Pension of
£107.45 a week, but this will go up to
£144 from 2017 for those who have
paid NI for 35 or more years.
Low earners: Those whose combined
basic and second tier pensions would
be under £144 at present will get an
income boost.

And who loses?
High earners: Using second pension
and other top-up arrangements the
high earners can currently build up a
State Pension to a maximum of £250 a
week, but they will get no more than
the flat rate £144 in today’s money in
future.
Final salary scheme members:
People in contracted out final salary
schemes pay lower NI contributions at
present, these will rise after 2017.
Existing pensioners and people
retiring between now and 2017:
These people will be stuck on the old,
less generous weekly pension
payments.
The under 20’s: Pension age increases
mean they are likely to wait until they
are in their 70s to qualify for state
payouts.
Recent immigrants: Those who have
made fewer than 10 years’ NI
contributions will not get a State
Pension anymore; previously they
would start getting something from
one year onwards.
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Tax and National Insurance rates 2013-14 Tables
Income tax and income tax allowances

Lowering

Income tax personal allowances

the tax you pay

Wealth protection
Good tax and ﬁnancial planning could lower
and defer the tax you pay, which will free up
your cash for investing. The 40 per cent
threshold is coming down as of April 2013
and the personal tax allowance is going up.
There are still ways for higher rate
taxpayers to maximise their allowances
ahead of the tax-year end. From 6 April
2013 the threshold for higher rate will be
taxable income of £32,245, down from
£34,371. After including the increase in the
basic personal allowance from £8,105 to
£9,205 the normal higher rate threshold
will reduce to £41,450 from £42,475.
Plan ﬁnances so you consider what is
essential for you with the ever-changing tax
laws and the wide range of ﬁnancial
products and solutions available. We outline
some of the main areas that you may wish
to consider discussing with us before the
tax-year ends.
Married couples
Married couples should consider the transfer
of income and assets to the lower-taxed one.
This can be done free of capital gains tax
(CGT) for married couples and registered civil
partnerships.

Unmarried couples can equalise non-CGT
assets such as bank accounts and may ﬁnd it
possible to equalise or transfer assets on
which gains are less than their annual CGT
exemption. When an asset is put into joint
ownership only the day before it produces
income, like interest or a dividend, that
income will still be split equally between
both owners.
General planning and tax shelters
You can reduce exposure to the 50 per cent
tax rate and/or minimise the loss of personal
allowances by deferring income into
2013/14 tax year.
Consider selling assets which have a long
term loss in order to crystallise that loss for
use against current year gains. Review your
investments to see which have reduced in
value which could crystallise a useable loss.
If you have properties, make sure you don’t
miss the opportunity to minimise CGT by
electing within two years of any change in
combination of residences. For withdrawals
from 6 April 2013, currency gains and losses
will be taken out of the tax net, so avoid
crystallising any gains too early, but be sure
to attribute losses before the tax year end.

If a relative has died within the past two
years, a rearrangement of their estate could
see income move to family members whose
income level is below the 40 per cent or 50
per cent income tax threshold.
Individual Savings Account (ISA)
An ISA provides saving and investment in a
tax-efﬁcient environment. The current annual
ISA subscription limit is £11,280. Up to
£5,640 can be invested in a Cash ISA, the
balance held in a Stocks & Shares ISA. The
tax credit on an ISA dividend is not
recoverable.
Lifetime annual allowance
In the 2012 autumn statement, the
chancellor revealed the lifetime allowance
for pension saving will be reduced from £1.5
million to £1.25 million. This is set to come
into effect in 2014-15, following on from the
previous reduction in 2011, down from £1.8
million to £1.5 million. As part of the
changes revealed, it was also stated that the
annual allowance for pension tax relief will
fall from £50,000 to £40,000 from 6th April
2014.

A review of your financial
and tax planning to maximise
your net income and your
business and family assets
should be high on your
“to do” list prior to the
tax-year end on
5 April 2013.

Personal allowance
Personal allowance for people aged 65-74
Personal allowance for people aged 75 and over
Married couple’s allowance for people aged 75 and over
Income limit for age-related allowances

2012-13
£8,105
£10,500
£10,660
£7,705
£25,400

2013-14
£9,440
£10,500
£10,660
£7,915
£26,100

1. The Personal Allowance reduces where the income is above £100, 000 - by £1 for every £2 of income above the £100,000
limit. This reduction applies irrespective of age.
2. These allowances reduce where the income is above the income limit by £1 for every £2 of income above the limit. The
Personal Allowance for people aged 65 and over (up to and including 2012-13) and born before 6 April 1948 (from 2013-14)
can be reduced below the basic Personal Allowance where the income is above £100,000.
3. Tax relief for the Married Couple’s Allowance is given at the rate of 10 per cent.

Bands of taxable earned income
2012-13
£0 - £2,710
£0 - £34,370
£34,711 - £150,000
Over £150,000 @ 50%

Starting rate for savings: 10%*
Basic rate 20%
Higher rate 40%
Additional rate 50% or 45%

2013-14
£0 - £2,790
£0 - £32,010
£32,011 - £150,000
Over £150,000 @ 45%

The 10 per cent starting rate applies to savings income only. If, after deducting your Personal Allowance from your total income
liable to Income Tax, your non-savings income is above this limit then the 10 per cent starting rate for savings will not apply.
Non-savings income includes income from employment, profits from self-employment, pensions, income from property and
taxable benefits.
The rates available for dividends are the 10 per cent ordinary rate, the 32.5 per cent dividend upper rate and the dividend
additional rate of 42.5 per cent (the dividend additional rate is 37.5 per cent from 2013-14)

Inheritance tax
Inheritance tax
2012-13
40%
£325,000

Rate
Individual nil-rate band

2013-14
40%
£325,000

Since 9 October 2007, it has been possible to transfer any unused IHT nil-rate band from a late spouse or civil partner to reduce
the estate of the surviving spouse or civil partner.

Individual savings accounts (ISAs)
ISA maximum limits
2012-13
£5,640
£11,280
£3,600

Cash
Stocks and Shares (overall limit)
Junior ISAs

2013-14
£5,760
£11,520
£3,720

From 2010-11 these limits became indexed in line with RPI increases to the preceding September and rounded up to be divisible
by £120.

Lifetime and Annual allowances
Allowance
Lifetime allowance
Annual allowance
4

2012-13
£1,500,000
£50,000

2013-14
£1,250,000
£50,000

The government announced in the 2012 Autumn Statement changes to the lifetime allowance for tax relief on pensions. From
2014-15 onwards, the lifetime allowance for pension savings for individuals will be reduced from £1.5 million to £1.25 million.
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Don’t fall out with
Mum & Dad
Almost half of all ﬁrst time buyers now receive
ﬁnancial help from family members .This trend
will grow as more and more buyers are unable
to get on the ladder without family help.
Interestingly, the Bank of Mum and Dad is a
cautious lender. Research from HSBC in
January 2013, indicates that more than half of
family members who help ﬁrst-time buyers
want their money back, the majority with
interest, but there are pitfalls. Experts say that
many would-be benefactors risk problems,
including family disputes that could end in
court, by not putting the correct paperwork in
place from the start.
There can also be tax issues. There are cases
where grandparents have written off large
sums owed by their grandchildren, but not
documented this properly. According to HM
Revenue & Customs, the money remains in
their estates, potentially adding tens of
thousands of pounds to the family’s
inheritance tax (IHT) liability on their deaths.
The key question is whether to give money
or to lend. Mortgage lenders will take into
account whether ﬁnance for a deposit has
been given or lent when assessing what the
child can borrow.
If it is a loan that needs repaying, this will
reduce the positive impact of the money
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because the mortgage the child can get could
be considerably reduced. If you can “gift” the
money as an advance on the child’s
inheritance, this may be a better option, as it
would also help with estate planning.
Lenders generally do not like loans or
conditional gifts and will usually request proof
from the borrower’s lawyer to conﬁrm that the
cash is a gift. There is an obligation on the
lawyer to report any third-party ﬁnancing,
which includes gifts and loans. The lawyer
should obtain a gift letter from the family
members stating: The money is a non-repayable
gift and the giver has no legal, equitable or
beneﬁcial interest in the property, including
living in the property. The majority of high-street
lenders will not accept anything other than a
pure gift. Should the lender consent to a family
loan, he recommends that this is drawn up in a
legal document with a “second legal charge”,
setting out all of the loan terms.
Mums and Dads and children should employ
separate solicitors so no conﬂict of interest is
present, so parents should be separately
advised as to the terms of the second charge.
If the property is ever repossessed the ﬁrst
charge will be for the mortgage lender, the
relatives will only receive a payment on the
second charge if there is sufﬁcient equity to
repay both lending parties.

Many relatives at present provide money by
both lending and giving. Parents or grandparents
can make a loan then release elements of the
young person’s borrowing as their ﬁnances
become clearer and they feel they can afford to
reduce the need to recover lending from the
borrower.
As well as getting the loan agreement
properly drawn up, ideally with a second
charge, it is important to record any decision to
reduce or write off borrowing along the way.
The taxman takes the view that full or partial
loan releases should be recorded in a deed,
which is a legal document that must be made
in writing and witnessed.
Parents fret over what will happen to their
money if they lend it to their child who is buying
with a partner and then splits up. The answer is
to get a legal agreement drawn up, signed by
both parties to the mortgage, so that if they do
break up, you get your money back and the
child’s partner has no claim on it. If you think
ahead and anticipate problems before they
arise, the chances are that there won’t be any
issues.
Between them, your professional ﬁnancial
adviser and solicitor can steer you clear of the
pitfalls and can also advise on the alternative
ways to help your relatives, when buying a
property together or acting as a mortgage
guarantor.
The Financial Services Authority does not
regulate Taxation Advice or Trusts.
Your home may be repossessed if you do
not keep up repayments on your mortgage.

Almost half of all first
time buyers now receive
financial help from
family members

2013

PENSION
CHALLENGES
During 2012 many approaching retirement
faced hard choices about their finances and
now 2013 looks to be shaping up as one in
which the toughest decisions may be those
facing employers.
For private pension savers and those
saving through their employer’s scheme,
the lowering of the maximum tax-free
annual allowance and that of the maximum
lifetime pensions savings pots are certainly
disappointing events from the Government.
But they are likely to affect no more than
2 per cent of savers.
The bigger changes in 2013 will affect
what is known as the decumulation phase,
the point at which those pension savings
are converted into income.
The good news is that an industry code of
conduct promoting transparency takes
effect in April, which is designed to make it
easier to compare annuity offers. More
difficult are the new rules allowing those
going into retirement who do not choose
annuities to draw down income. While
savers whose additional pensions are big
enough to allow them to drawdown as
much as they wish, those with smaller pots
face harder choices.
People with alternative pension income of
less than £20,000 a year are subject to
“capped” drawdown, designed to ensure
they do not run out of money before they
die. New rules allowing higher drawdown

will lead to more generous payouts now,
but mean that the risk of running out of
cash is also increased. This is particularly so
because academic research shows that
people tend to underestimate their
spending needs and how long they will live.
Employers face even bigger challenges.
In 2013, it is estimated another 2.7m workers
will become eligible for auto-enrolment into
a workplace-based scheme. Surveys suggest
that some employers, particularly the
smaller ones, have yet to grasp the full
implications of the task ahead of them.
For small companies without any
contributing pension scheme in place at
present, there is the task of picking the
“best” provider of pension savings plans.
Is the lowest-cost provider always the best
choice? Is one which is low cost for current
workers but bad value for former workers a
fair choice? How important are the
investment choices?
The Department for Work and Pensions is
consulting on whether the low-cost National
Employment Savings Trust should be allowed
to compete for business that currently it is
forbidden from seeking. Many employers’
bodies may be pleased to see the change
but the savings industry won’t be so
enthusiastic.

Waiting too long to lift those restrictions
could leave employers stuck in less efficient
schemes in which higher fees eat into
pension savings. By the time the restrictions
expire in 2017, employers’ arrangements
will be bedded down and too expensive and
cumbersome to escape.
Another issue revolves around a concept
called “pot follows member” in which a
worker’s retirement savings will move to a
new employer with them. There is a risk that
savings could move from low-cost plans
into higher cost plans. Also, there is some
resistance from those in the savings industry
who would like to be able to hold on to
higher-value pots.
The worst of all issues, especially among
employers, is the discount rate. It’s a key
actuarial issue since it’s used to calculate
the size of liabilities; employers say that
current low rates make these appear much
larger than they really are. But the actuarial
profession says changing it creates the risk
that plans will be woefully underfunded in
the future. A string of corporate collapses,
the actuaries say, could leave taxpayers to
pick up the tab.
Finding workable solutions to these issues
will make 2013 a year with the potential for
far more turbulence for employers than
individual pension savers.
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Living together?
If you are considering moving
in together or have already
made the move, do not ignore
the unavoidable questions,
such as what happens if you
split up or one partner dies.

A recent Court of Appeal decision offered a grim reminder to all
non-married couples that they have no automatic entitlement to
any part of their partner’s property or possessions if they split up,
even if they have lived together for many years.
The weaknesses in the law relating to cohabiting couples make
it all the more necessary to plan things before you move in
together. This applies across the board, from cash-strapped
couples to the wealthy.
1 Record in writing each partner’s financial contributions that are
made towards any property purchase and your respective
ownership shares (especially where this is not 50/50).
2 Where a cohabiting couple own property together they need to
decide whether to hold it as joint tenants or tenants in common.
With joint tenancy the deceased person’s share passes
automatically to the co-owner. The alternative of tenancy in
common allows each partner to nominate whomever they want to
inherit their share of the property. This option might lead to a
forced sale of the property if the nominee insists on it.
3 Make a “living together” agreement covering property and
money matters, stating who owns what and who pays what.
This would cover who pays what share of the mortgage, insurance
and utility bills
4 Extend the living together agreement to cover other elements,
such as who owns the car and who owns house contents, such as
furniture and appliances. Ideally, any agreement should include an
option to buy out the other’s interest if they split up.
5 Make Wills, so that each partner’s wishes upon death are clear.
This is especially important with unmarried couples because the
surviving partner has no automatic right to any property and will
inherit nothing if his or her partner dies without making a Will.
Instead, the partner’s estate would go to members of his or her
family.

6 If one partner has no intention of sharing ownership of the
property, it is a good idea to make this clear, in writing, from the
start. Otherwise the other partner could gain the impression that,
by contributing to the running of the property, he or she had
effectively acquired a financial stake in it. This is particularly
important where major improvements such as building a
conservatory are involved.
7 An extension of this idea is the so-called no-nup, or
cohabitation agreement, which basically means that one partner,
usually the wealthier one, seeks to ensure that any wealth he or
she brings into a relationship stays under his or her control.
No-nups have become increasingly popular in recent years, often
driven by wealthy parents’ desire to ensure that money given to
their child is not frittered away by free-spending partners.
8 If renting, and the tenancy is in joint names, remember that
each partner becomes responsible for the rent. This means that,
if one party fails to pay, the landlord can ask the other to do so.
Partners can agree among themselves the proportion of rent they
will pay, but that does not affect the landlord’s right to demand
the full rent from either of them.
9 The partners should specify, from the outset, who is to receive
any deposit returned at the end of the tenancy. They should also
remember that if a deposit is paid by one person, it will act as
security for all liabilities under the tenancy, including any incurred
by the other partner.
10 Be aware that living together for an extended period does not
grant you any financial rights should your relationship come to an
end. Despite frequent assumptions to the contrary, there is no
such thing as a common-law spouse under English law – and
there hasn’t been since Lord Hardwicke’s Marriage Act in 1753.
If you want legal rights you must be married or in a civil
partnership.

Taxation advice, Trusts and Will writing are not regulated by the Financial Services Authority
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With profits

Policies

What have recent bonuses been like?
All with-profits funds grow with the
addition of annual bonuses. Once given,
these bonuses cannot be taken away.
Each insurer sets out their own range
of bonuses linked to the health of the
financial markets and how active the
firm has been to attract and retain
investors.
How strong is my fund?
Future bonuses depend on an insurer
being able to grow savers’ assets over
the long term faster than the liabilities
grow on the with-profits fund.
What is invested in the fund?
With-profits funds consist of a range of
holdings, such as bonds, shares, property
and cash. A with-profits fund in good
health will have the majority of its
investments in growth assets, such as
shares and property, giving investors the
potential for better long-term returns.
What about exit penalties?
A common problem for those looking to
sell can be the Market Value Adjustment
(MVA). This is a discount applied to the
face value of an investment if you want
to sell early.
The aim of the MVA is to protect
investors who remain in the fund from
people withdrawing more than their fair
share when financial markets fall.
Consider guaranteed bonuses or
other extras?
Older plans often have guarantees and
investors need to think twice before
selling these.
For example, some with-profits plans
have a guaranteed minimum annual
growth and some pensions carry
guaranteed annuity rates, a set rate at
which the money in the fund will be
converted into an income.

Protecting your family’s lifestyle
Bad news can hit at any time, in the form of an illness, injury or
sudden death. We don’t like to think about it, but we do have to
plan for it. So having the correct protection strategy in place will
enable you to protect our family’s lifestyle if your income
suddenly changes. Making the right choices can be difﬁcult
especially if we don’t seek professional advice.
Professional advice
Obtaining professional advice is essential
when making informed decisions about the
most suitable sum assured, premium, terms
and payment provisions. Professionals can
ensure protection strategies that meet
ﬁnancial goals and needs.
Whether you’re looking to provide a
ﬁnancial safety net for your loved ones,
moving house or a ﬁrst time buyer looking
to arrange your mortgage life insurance or just want to add some cover to what
you currently have, you will need to make
sure you choose the right type of cover and
receiving the right advice and knowing
which products to choose is essential.
Don’t be under-insured
Life assurance helps your dependants
ﬁnancially in the event of your premature
death. The “sum assured’ is the set
amount paid out should you die. Even if
you consider that currently you have
sufﬁcient life assurance, you’ll probably
need more later on should your
circumstances change. If you don’t update
your policy as key events happen
throughout your life, you may risk being
seriously under-insured.
Times to insure
There are typical events when you should
review your life assurance requirements:
Buying your ﬁrst home with a partner
Getting married or entering into a civil
partnership
Moving house
Starting a family
Reaching retirement
Having debts and dependants
Lifestyle factors
Life assurance premiums can vary
according to a number of factors, including
the sum assured and the length of your
policy, plus individual lifestyle factors such

as age, occupation, health and whether or
not you smoke.
If you have a spouse, partner or children,
you should have sufﬁcient protection to
pay off your mortgage and any other
liabilities. After that, you may need life
assurance to replace at least some of your
income.
Types of life assurance
There are two basic types of life assurance,
‘term’ and ‘whole-of-life’, but within those
categories there are different variations.
The cheapest and simplest form of life
assurance is term assurance. It is
straightforward protection, there is no
investment element and it pays out a lump
sum if you die within a speciﬁed period.
Whole-of-life assurance policies are
designed to provide you with cover
throughout your entire lifetime. The policy
only pays out once the policyholder dies,
providing the policyholder’s dependants
with a lump sum, usually tax-free.
Depending on the individual policy,
policyholders may have to continue
contributing right up until they die, or they
may be able to stop paying in once they
reach a stated age, even though the cover
continues until they die.
Tax issues
The proceeds from a life assurance policy
are tax-free, but they could form part of
your estate and become liable to IHT
(Inheritance Tax). The best way to avoid IHT
on the proceeds is to place your policy into
an appropriate trust, which enables any
payout to be made directly to your
dependants.
Your ﬁrst consideration is to clarify what
you want the life assurance to protect.
If you simply want to cover your mortgage,
then an amount equal to the outstanding
mortgage debt should be the assured sum.

Trusts are not regulated by the Financial Services Authority
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Investing in a low-growth environment

Emerging

markets

Now that the “US ﬁscal cliff” is somewhat behind us and
events in Europe seem to be fading, investors are now turning
to fourth-quarter earnings, quantitative easing, and to
emerging market growth. Experts predict that the ﬁnancial
markets will remain volatile over the coming year, and global
growth will be slow. So, where should investors put their
money in this low-growth environment?
Bonds
Bonds, whilst expensive cannot be avoided.
With subdued growth comes low bond
yields and lower return expectations. Many
recommend sticking to top-quality
Government bonds such as UK gilts, German
Bunds and US treasuries. High-quality
short-dated corporate bonds are an
alternative and offer more returns over cash
on deposit. Investors should avoid taking
signiﬁcant credit risk and interest-rate risk
and remember that chasing yield or income
in a low- growth environment is the worst
thing to do.
Currencies
US dollar currency exposure should be kept
to a minimum. In a low-growth environment,
currency volatility has a more meaningful
impact on returns. It is thought that the US
dollar will be weaker as ﬁnancial markets
slowly improve. The bulk of your investments
should always be in your base currency, or at
least hedged back to your base currency.
Investments in non-base currency are
speculative in nature and just add more
unnecessary risk to your portfolio.
Have liquidity
The unwritten rule is that at least eighty per
cent of your portfolio should be held in
liquid investments that you can sell
immediately. This is because there could be
some amazing buying opportunities for
investors over the next six months when
both growth and inﬂation improve.

Buy large-cap global equities
Large-cap global equities look fairly valued.
Low growth does not necessarily equate to
low proﬁtability. It is company proﬁtability
and guidance that drives share price
appreciation. Long term we are all
encouraged by fair valuations, good dividend
yields, reasonable guidance, and better than
expected earnings numbers. We look
favourably on US equities; the US is still the
largest economy in the world. In Europe,
equity markets look depressed and oversold.
In emerging markets growth prospects are
improving.
Welcome commodities in your
portfolio
As growth prospects improve over the longer
term, exposure to oil, base metals, and
agriculture becomes important. Some
investors are concerned about political
stability, risk, inﬂation and asset price
bubbles, emerging market equity valuations
have moderated and broad-based
commodities have traded off their recent
lows. Commodities can also provide some
portfolio diversiﬁcation beneﬁts.
Sensible fees
Management fee charges, execution costs,
custody fee charges and any retrocessions or
rebates, which should be returned to you as
the client. In a low-growth environment,
overspending on fees equates to the
destruction of your funds over the long term.

The value of your investment and the income from it can go down as well as up and you
may not get back the original amount invested. Past performance is not a reliable indicator
for future results. Please contact us for further information or if you are in any doubt as to
the suitability of an investment.
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An alternative way to beneﬁt from
emerging market growth
Investing in companies benefiting from
growing consumption and changing
trends, doesn’t just include the likes of
riskier countries such as India and
Indonesia, the majority is invested in
developed markets including the UK,
US and Europe, where many companies
are well placed to take advantage.
Funds can contain a number of global
consumer brands such Unilever and
Colgate-Palmolive, both of which benefit
from a significant emerging market
presence. Non-Western consumers aspire
to raise their living standards and buy
products they see from the western
world.
BRICs aren’t everything
People tend to think of Brazil, Russia,
India and China (the BRICs) as the main
drivers of global economic growth.
However, not all global growth is being
driven by these emerging economies.
One important area is Africa with its
many countries, where many investors
describe it as a truly exciting investment
arena. Africa exhibits excellent
demographics, a population of 1 billion
with a median age of around 20,
increasing capital inflows and its
position is similar to that of India or
China 30 years ago.
Safer for the investor
It is possible to buy shares directly in
companies benefiting from global
economic growth, but the best way to
gain exposure could be through a fund
focused on these emerging market
growth themes, where developing
countries are catching up with their
developed counterparts. The companies
to invest in are those that are
world-leaders in their field competing
internationally. As the global economy
expands, driven by the rising wealth of
emerging nations, funds could benefit
over the long term, although it is higher
risk and investors should expect
considerable volatility along the way.

Stocks & Shares ISAs
Q. I only have a cash ISA now but I
have some extra money and want to
use my stocks and shares ISA
allowance this year. What should I
do?
First ask yourself, do you want to build up
your capital, or are you looking for extra
income? Investing in a stocks and shares
ISA is never risk-free but the longer your
timescale the easier it is to ride out stock
market ﬂuctuations.
For ﬁrst-time investors, popular options
are low-cost trackers, which follow the
performance of the UK stock market,
or ‘funds of funds’ where a professional
investment manager chooses a portfolio
of funds. The latter gives you a highly
diversiﬁed investment.
Q. I keep moving my money around
to get the best cash ISA rate. Would
it be better to put it in a stocks and
shares ISA?
We all need some cash liquidity and a cash
ISA is the most sensible way to avoid
paying tax on the interest. If you take out a
stocks and shares ISA you will still need to
monitor its performance regularly.
Stocks and shares ISAs are generally
more risky than cash ISAs, although
historically, over longer periods, stocks and
shares have produced higher returns
than cash and inﬂation.

Shares are also currently paying higher
average dividend yields than the interest
rates available on most cash ISAs. At the
time of writing the average net yield on the
FTSE 100 index of the UK’s largest
companies is 3.76 per cent, remember the
rules though, it is only possible to transfer
from cash to stocks and shares ISAs and
not the other way around.
Q. How do I know that I am not
overpaying for my ISA, post-RDR?
The Retail Distribution Review, effective
from 31 December 2012, is a major change
for the investment industry, charges have
to be explained and shown, resulting in
greater transparency.
If you have existing investment fund
ISAs, the pre-2013 charging structure will
remain and the adviser who sold you the
ISA will continue receiving annual
commission. Some investment platforms for
self-directed investors already rebate this
commission to investors. However, it is not
yet clear exactly how platform pricing will
work in future. The RDR rules relating to
platforms will not be ﬁnalised until later in
2013 and will not be implemented until
31 December 2013.

Q. I have accumulated a number of
ISAs. What should I do now?
Think about your objectives, do you want
income or capital? How much risk do you
want to take, and what are your timescales?
Juggling lots of ISAs can make it more
difﬁcult to keep track of performance and
manage them to their optimum.
Q. I am retiring soon and need extra
income. I will receive the 25 per cent
tax-free cash from my pension, what
should I do?
ISAs are excellent for generating a
tax-efﬁcient income. If you invest in
corporate bond funds, you will be able to
receive this income tax-free. Average yields
currently range between 3.25 per cent for
mainstream corporate bond funds and
5 per cent for high-yield bond funds.
Dividends from equity income funds are
hit with 10 per cent tax at source even
within ISAs, but there is no further tax to
pay. Yields on these funds vary widely.

The value of your investment and the income from it can go
down as well as up and you may not get back the original
amount invested. Past performance is not a reliable indicator for
future results. Please contact us for further information or if you
are in any doubt as to the suitability of an investment.
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FINANCIAL PLANNING
We are nearing the end of the tax year again, so it is a good time to get your finances sorted for 2013/14 and
take advantage of any tax breaks available. With that in mind we have put together a list of the essential
areas that will help you work out a cost-effective way of managing your debt, and maximise your savings.
Gather your finances
Gather together all the details of every bank
account, savings plan, credit card, loan agreement,
insurance policy and pension that you have. If you
need help tracking missing assets down you can
use the Unclaimed Assets Register
(www.uar.co.uk) for a fee of £25 per search.
List out your assets and liabilities on a
spreadsheet, this will not only enable you to see
at a glance whether your finances are healthy or
in crisis, but also assess the potential impact of
any changes made to your income or outgoings.

Organise your debt interest
How much do you have on credit cards and what
rate of interest are you paying? What other
outstanding loans do you have? Clearing your
debts, especially credit cards and overdrafts,
should always be a priority. Check that any debt
you have is as cheap as possible by checking and
comparing APRs and potentially consolidating
various debts into a cheaper personal loan from a
bank.

Analyse your cash
All companies use a balance sheet and
individuals need not be different. Begin analysing
how much you are spending every month,
including all cash withdrawals.
Divide your monthly expenditure into fixed
essentials, such as mortgage repayments,

and non-essentials, including meals out, clothes,
entertaining etc and make cuts if you can.

Start a “rainy day” fund
You never know when a crisis will happen,
so it’s best to be financially prepared to avoid
falling into debt to solve the problem.
People should build up cash savings before
looking at higher-risk options such as investing in
shares. Try to get a good return on your cash
savings, you can do this by holding the money in
a cash ISA, where all interest generated is free of
tax.
The current annual individual savings account
allowance for 2012/13 is £11,280, up to half of
which, £5,640, can be put in a cash ISA. You
need one that gives you a good competitive rate
of interest and is flexible so you can withdraw
money quickly.

Plan for the future
If you don’t plan, don’t be surprised if you fail.
Doing something now is vital to provide more
security in later years.
The earlier you start a pension the greater the
opportunity you are giving the fund to grow in
value. At the very least start building up a pot of
money in ISAs and other accounts, if you don’t
trust pensions.

Be tax efficient
Many people are unknowingly paying too much
income tax, which is dictated by which tax code

they have been assigned. Check to see if you’re
paying the right amount by contacting
HM Revenue & Customs
(http://www.hmrc.gov.uk/incometax/check-righttax.htm).
Husbands and wives (as well as civil partners)
are taxed independently so each will have their
own personal allowances. If they are on different
tax rates then consider moving assets to the one
paying a lower rate.

Review your investments portfolio
Performance of your investments is very
important, the main areas to check are whether
you made money and how well they have done in
comparison with rivals. Keep track of them and
try to work out what has caused the over
performance or under-performance. Always review
your portfolio before adding any new cash into
the market.

The value of your investment and the
income from it can go down as well as up
and you may not get back the original
amount invested. Past performance is not a
reliable indicator for future results. Please
contact us for further information or if you
are in any doubt as to the suitability of an
investment.

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, include your personal details and return this section to us.
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Financial wealth check
Tax efficient investments
Pensions
Tax planning
Critical Illness cover
Protection
Off-shore investments
Healthcare
Director and employee benefit schemes

Name
Address
Postcode
Tel. (home)

Tel. (work)

Mobile

Email

Please return to:
KMI Consultants – Prague Office, Vladislavova 46/3, 110 00 Praha 1, Czech Republic
Checkmate Financial Services Ltd, 51 Moorgate, London, United Kingdom

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 personal information may
be used to provide you with details and products or services in writing or by telephone or email.

M8trix Media Limited, Basepoint Business & Innovation Centre,
Great Marlings, Luton, Bedfordshire, LU2 8DL

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.

