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The most valuable gift
you could give a child
Whilst we doubt that many children are
personally saving into a pension, many
parents and grandparents are offering a
helping hand by doing so on their behalf.
Already thousands of children are beneﬁting
from a Junior SIPP (Self Invested Personal
Pension), with its wide investment choice,
low costs and savings.
Pensions, such as SIPPs, are one of the
most tax-efﬁcient ways of saving, mainly
because of the tax relief. Contributions are a
maximum of £3,600 each tax year, or £300
per month. The Government automatically
pays tax relief of 20 per cent, so a £3,600
contribution only requires a payment of
£2,880. Children in general don’t pay tax;
the tax relief is effectively ‘free money’ into
their pension pot.
Tax advantages
Investments can grow free of capital gains tax
and further UK income tax. Current rules state
that from age 55, the child can normally take
up to 25 per cent as a tax-free lump sum and
a taxable pension income from the balance.
Contributions are generally exempt from
inheritance tax; the “gift” is often covered by
one of the inheritance tax exemptions and
could fall outside the estate for IHT purposes.
The contributor’s tax allowances are not
affected as the tax relief is based on the
circumstances of the child, not the
contributor. Therefore, the amount they can
contribute and the tax relief they claim on
their own pension contributions remains
unaffected.
It is worth noting that Tax rules and reliefs
are likely to change over time. The availability
of tax shelters depends on the individual
circumstances of the child.

from birth to age 18 and keeping it until age
65, could build a £1.28 million pot, at a cost
of around £52,000 taking into account tax
relief, with the aid of compound interest.
If the same amount was paid in from age
25 to age 65 the value of the pension at age
65 could be £496,000, at a cost of £115,000.
This is double the cost for half returned
potential value (these ﬁgures are just
projections and not fact).

Many children in the
UK under the age of 10
already have future
savings.
The Junior SIPP is for those happy to make
their own investment decisions, without
ﬁnancial advice. It offers a wide investment
choice including more than 2,500 funds,
shares, investment trusts, gilts, corporate
bonds, ETFs and cash. A pension savings
scheme for a child can start immediately after
they are born. It doesn’t matter if you’re a
parent, grandparent, aunt or uncle, anyone
can put money into a child’s pension.
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.

Growth
Starting to save early generally
leads to a larger pension pot than
saving more at a later date.
Contributing £300 a month

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 Conduct 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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Is the time
right to buy
an Annuity

Avoiding the

postcode lottery
Did you know that your postcode can now
affect not only your NHS treatment and home
insurance but also your retirement income.
Annuity providers pay out a secure income for
life and now routinely ask for your postcode
before deciding what they will pay. They use
your postcode to work out how long you are
expected to live on average and therefore
how long they expect to pay out.
This non-scientiﬁc measure is used for
standard annuities and explains why people
living in an afﬂuent area, with a highest life
expectancy, typically receive an income lower
than those living in a poorer area, with the
lowest life expectancy.
What action should you take?
If you’re close to retirement you should
request a guaranteed quote based on your
exact postcode. Then you will know what your
true post-coded income rate is. Make sure
your other personal details, such as your
marital status, are also correct as these can
also affect the income.
Update your health situation - this
could increase your income
Declaring your health conditions, whether you
smoke, are overweight, drink alcohol regularly
or take any prescribed medication, could
signiﬁcantly increase your annuity income.
Those in wealthier areas, who would
otherwise face an income cut from their
postcode, have the most to gain.

The UK’s estimated 3.7 million diabetics could
miss out on up to 19 per cent extra income if
they fail to declare their diabetes at retirement
yet live in an afﬂuent area, according to
specialist annuity provider Partnership.
Those living in a less wealthy area could gain
an increase of 9 per cent by declaring full
information on their health. Partnership’s
actuaries have reported that diabetes is at the
top of the most under-reported medical
condition.
Even minor conditions can qualify for a
higher income, some retirees have increased
their income by at least a third simply by
providing as much information as possible
when using annuity calculators. It is worth
remembering you can run as many quotes as
you want as it is free and there is no
obligation to proceed.
What are the alternatives?
Income drawdown offers a ﬂexible yet higher
risk alternative where you control and review
where your pension is invested and the
amount of income you draw within the limits.
This can give you ﬂexibility and the
opportunity to beneﬁt from investment
growth but, it is worth remembering that your
fund value and income can fall if your
investments perform poorly or if you withdraw
income too quickly, therefore your pension
pot could be signiﬁcantly reduced.

This has been a good year for annuities,
with rates rising since January. In general
terms, this could mean that someone with
a £100,000 pension pot will be more than
£350 a year better off for the rest of their
life.
However, there is evidence to suggest
the recent Bull Run may be coming to an
end. This is because annuities are priced
in relation to the yields on Government
bonds, called gilts, and other ﬁxed-interest
investments such as corporate bonds.
The benchmark 15-year gilt yield rose
signiﬁcantly from 2.31 per cent at the
beginning of January to 3.2p per cent in
September.
The outlook for annuities for the rest of
this year has soured. Gilt yields have
slowed and on October 1 the benchmark
yield was 3.0 per cent. At the moment it
does not seem likely that annuity rates
will continue increasing in the run to
Christmas, especially as the Bank of
England seems to want to keep rates low
for the foreseeable future. It is too early
to know what effect the ﬁnancial
shutdown in the US will have on UK bond
yields so it will be important to watch
events in America.
There is, however, a general consensus
that annuities will be higher at some time
in the future. This makes deciding the best
time to purchase an annuity a difﬁcult
task.
For anybody considering purchasing an
annuity, it may be prudent to take as
much time as is needed in order to decide
what the right option is. Once a decision
has been made it might make sense to
act straight away, as those who defer
their annuity purchase in the hope of
getting a higher income are often
disappointed.
This is one of the most important
ﬁnancial decisions you will ever make,
so discuss your requirements with your
professional ﬁnancial adviser.
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Understanding investing behaviour
Bad investments and many decisions can always be
rationalised. These arguments are often detailed short-term
excuses that we use to justify behaviour that often
contradicts our own long-term interests, recognising our
behaviour helps us understand investing decisions.

Pension Shake Up
What did the Office of Fair Trading
uncover?
With more people set to enrol in workplace
pension schemes, the Ofﬁce of Fair Trading
(OFT) wanted to assess these schemes to
ensure they are ﬁt for purpose and that they
do deliver value for savers.
The Government wants more working
people to save for retirement, whether via a
company pension or a personal pension, so will
make it compulsory for employers to match
contributions in some instances. It has been
estimated that only 5 million people currently
save into a workplace pension, but the
Government now requires employers to
automatically enrol eligible staff into a
workplace pension. When this obligation is
fully in place for all UK employers, it is believed
that up to 11 million people would have
enrolled.
The OFT findings
The OFT found that competition alone could
not be relied upon to deliver value for savers in
deﬁned contribution schemes, where the saver
does not have any control or guarantee of the
size of their pension pot.
It found two areas of concern.
Older schemes mainly set up before 2001
have savers paying charges of 1 per cent or
much higher. It is estimated that £30bn of
savers’ money is locked into these schemes.
As many as 190,000 savers are estimated to
have enrolled in these high-charging schemes,
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such charges can take up to 20 per cent from
the value of a pension pot. Charges today are
often less at around 0.5 per cent.
The OFT was also concerned about those in
the 3,000 smaller pension schemes, where
there are only around 1,000 members or less,
who may be at risk because of poor
governance. It is thought there could be as
much as £10bn in such schemes.

What are the OFT’s proposals?
The OFT has made a series of proposals and
has reached agreements with regulators and
the industry to improve governance and to
help employers make the right decisions when
choosing a scheme for their employees.
In dealing with the OFT’s concerns about old
schemes with high charging contracts and
bundled trust schemes, the Association of
British Insurers (ABI) have agreed to an
immediate audit. The audit of these schemes
will be overseen by an independent project
board.
For all new schemes, the ABI has agreed that
its members will establish Independent
Governance Committees, representing
members’ interests. Committees should
recommend changes to providers and involve
regulators where they suspect risks of poor
outcomes for savers.
The OFT also recommends that the
Government ban the practice where members
who leave a scheme, ie: to get another job, are

levied with higher charges, known as “deferred
member charges” or “active member
discounts”.

Does this OFT intervention offer better
value for savers?
These proposed measures should ensure that
savers are enrolled in better governed schemes,
delivering better value for their savings. But the
report did not go as far as calling for a charge
cap, as many had hoped. In its defence the
OFT said it believed its ﬁndings had passed the
legal test to be referred to the Competition
Commission but it felt that its agreements with
the industry and regulators, plus the
recommendations to Government, were
“appropriate”. It is consulting on this decision.
What action should I take?
If you are paying more than 0.5 per cent in
annual management charges on your pension,
then you are in a scheme that is higher than
the market average. If you have a pension
dating back to 2001 or before, this is very likely
to be the case.
It is possible to transfer your pension savings
to a better value scheme but check that if you
do it so will not leave you worse off. Some
older pension schemes have exit charges or
fees for leaving, which will be deducted from
your fund, or valuable “guarantees” linked to
income at retirement, that are worth keeping.

Waiting until things become clearer
We all feel nervous about volatile markets,
but waiting for stock markets to become
more stable before investing may result in
losing the return that goes with the risk.
Investors are often guilty of anchoring,
focusing too heavily on unfounded targets
such as the FTSE 100 breaking through 6,000
points or falling under 5,000 points; however,
this is an illogical thing to do.
Worried by risk
If you focus entirely on the risk of losing
money and paying a premium for safety, it
could leave you with insufﬁcient funds for
your retirement. Avoiding risk also means
missing opportunities. You need to be
comfortable with the highs and lows that a
portfolio returns. Some people would be
worried with a 5 per cent loss and would pull
the money out, never to invest again.

Yet others are relaxed in seeing their
investments rise or fall by 50 per cent in a
year.
Risk is a very personal thing and depends
on a person’s age and what the money is
actually for. If you are 30 and the money is
going into a pension, you won’t be able to
draw on it for 25 years, the rises and falls
will be seen as balanced over the period of
time.
An area of risk we often forget is cash
itself. After tax and inﬂation the real value of
most cash savings is dwindling each year.
Over one year it doesn’t cause a problem,
but over a number of decades it can be a big
risk to your ﬁnancial security.
Living for today, but what about
tomorrow?
Tomorrow won’t be able to look after itself
unless you are very lucky. If you spend all of
your income now you will probably continue
to spend all of your income as our salary
increases with age. If you don’t get into the
habit of saving early on, you will ﬁnd it very
difﬁcult to do so later on in life.
The State Pension is very modest and the
age at which you can draw it keeps

increasing. The days of a job for life along
with a ﬁnal salary pension at retirement have
long disappeared in the private sector and
are being diluted in the public sector too.
Tomorrow has a habit of arriving faster
than we think; wise people can live for today
and put money aside for the future. You have
to keep within your budget and accept that
you can’t have everything.
Overlooking capital gain just for the
income
Retired people mostly focus on what income
their investment is likely to produce. Yield is
important, however, by its very nature this
has to mean that something else is being
sacriﬁced, like “stock” growth prospects, if
you keep taking proﬁts without reinvesting.
For bond growth, the higher the income
the more at risk your capital is. Just because
other countries’ Government bonds pay a
high yield doesn’t mean they are a good
investment. In the context of your personal
ﬁnancial goals, looking at total return is a
much more rational way of viewing portfolio
structure. It can also be more tax efﬁcient
too as it allows you to focus on both income
tax and capital gains tax planning
opportunities.
Don’t be “too busy”
We all have busy lives where many aspects
of personal ﬁnance can be handled with
ease, saving monthly into an ISA for
example, but remember that this will give
you more time and energy for areas where a
bit of focused time and effort could make a
big difference to your ﬁnancial situation.

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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Beating the
inflation bubble

Future

vision
Having a Will means it will be clear
for all
A Will is one of the most important
arrangements you can make during your
lifetime. Failing to leave a Will when you
die, can put a lot of stress and strain on
people who are not only grieving but
possibly also face an uncertain ﬁnancial
future.
With interest rates likely to remain below
inﬂation for many years to come, the new
head of the Bank of England, Mark Carney,
announced he is committed to maintaining
low interest rates for several more years.
So, how can we stop our money being eaten
away?
Millions of savers have suffered negative
real returns on their cash, this happens
when inﬂation exceeds even the best
deposit rates available, which has been the
case for almost ﬁve years now.
Older savers are especially affected by the
Bank’s “growth ﬁrst” policy, as they tend to
suffer higher inﬂation. The Alliance Trust
Economic Research Unit, which tracks
inﬂation across age groups, reported
recently that the over-75s were experiencing
the highest rate of inﬂation of all age
groups at 3.1 per cent. This is above the
ofﬁcial rate, which has now dropped below
3 per cent.
Alliance’s research shows inﬂation rising
for all age groups except the under-30s.
The rapid rise in fuel and food costs, on
which a larger proportion of pensioners’
income is spent, accounts for much of this
increase.
Efﬁcient management of savings and
investments can help to keep inﬂation
down.
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So what can be done?
Private investors are switching cash savings
into funds such as unit trusts, where, in
return for higher risk, there is a greater
chance of keeping pace with inﬂation.
Recent ﬁgures show inﬂows to such funds
are at their highest level in two years.
According to the Investment Management
Association, the trade body for fund ﬁrms,
the most popular funds were those where
20-60 per cent of assets are invested in
shares. In other words, investors sought a
blend of assets, including bonds and cash
alongside shares, to give them the chance of
gains while limiting the risk of full stock
market exposure.
Trying to beat inﬂation should not be at
the expense of high risk, the long-term peril
of inﬂation needs to be set against the
short-term risk of capital loss if money is put
into volatile investments such as shares.
Investors need to be careful not to expose
themselves to investment disasters over
both the short and longer term.
A simple balanced portfolio over any
ﬁve-year period has never lost more than
1 per cent, even during a ﬁnancial crisis.
Diversiﬁcation is a safer haven that does
work, so people should not be afraid to be
in the markets if they have a long-term time
view.

Investment trusts
These are companies whose shares are
listed and traded on the London Stock
Exchange but whose sole purpose is to
invest in other businesses.
In many cases they have explicit
objectives to pay an increasing stream of
dividends and preserve investors’ capital
against the ravages of inﬂation. Many have
exceptional records stretching over many
years.
Split your cash
Cash returns are low right now, and set to
remain low or possibly even fall further,
so savers have to manage their accounts
aggressively to maximise income.
One route is to split savings across a mix
of ﬁxed and instant-access deals. This means
that if rates do rise, the instant-access
money can be moved to beneﬁt. But, at the
same time, today’s returns are maximised.
It is clear that whilst inﬂation may have
edged down slightly in July, rates on savings
accounts are falling faster for both new and
existing savers.
There is no sign of improvement; in fact,
following Mark Carney’s announcement,
there’s no expectation of things changing
for several years to come.

If I don’t have a Will, what happens?
Your assets, such as your home, your bank
accounts, savings and investments, your
personal possessions such as your car,
jewellery, and other items of value, could
be distributed under the intestacy rules
rather than following your wishes.
Intestacy, what does this mean?
Intestacy rules apply if you die without a
Will and therefore pass your assets on,
dividing them up in a speciﬁc order.
The rules are slightly different in Scotland
than in England and Wales but overall they
are intended to make sure the bulk of any
estate passes to any surviving spouse/civil
partner and children.
Why is making a Will important?
If you get married, enter a civil partnership
or have any children, all should prompt
you to get your Will written.
If you aren’t married but setting up
home with your partner, it’s probably even
more important as your unmarried partner
won’t get any of your estate without a Will
that leaves it to them. Your Will also
names the people you want to act as
‘executors’, to carry out the wishes stated
in your Will.

The executors will go through the process
of probate, and eventually will be granted
permission to distribute your assets to your
beneﬁciaries.
Not having a Will could mean that if you
are the only surviving partner, you would
not be in control of who looks after your
children, who their guardians would be or
what would happen to your estate until
the children reached 18.
If you are not married and have no
children your estate could pass to your
brothers or sisters or even your parents.
If no immediate or distant relatives are
traced, your estate could even end up
being passed to the Government.
Use a professional
Many Solicitors and professional ﬁnancial
advisers specialise in Will writing, they are
the best people qualiﬁed to write and
administer a Will.
Not only are they qualiﬁed and
regulated but they meet you face-to-face
and talk through exactly what it is that you
want your Will to achieve, ensuring you
make use of the transferable nil rate band
and that all assets are in order and will be
left to those you have identiﬁed after you
die. You can appoint your solicitor as
executor but remember that they will
charge for their services.

Remember to seek legal advice from
an expert solicitor to draw up a valid
Will or consult your professional
financial adviser for help with your
tax and inheritance planning.

WILLs
You need to appoint two trusted
executors, who must be over 18, to
administer your affairs. Many people
choose a spouse or one of their adult
children to do this, as professional
executors are likely to charge a fee.
Will I have to pay inheritance tax?
A person’s estate escapes Inheritance Tax
(IHT) up to a certain level. This amount is
set by the Government and is known as
either the ‘tax-free allowance’ or the ‘nil
rate band’. At present the nil rate band is
set at £325,000 and this rate is frozen
until April 2018. Therefore an individual
with an estate worth more than £325,000
(or £650,000 for married couples) will be
required to pay IHT at a rate of 40 per
cent on anything above this level. Gone
are the days of thinking that paying IHT is
‘only for rich people’, property values have
now trapped many and pushed them over
the threshold. They may also wrongly
assume that they can avoid IHT by simply
giving away their assets. In fact, barring
an annual £3,000 gift allowance, almost
everything a person gives away in the
seven years before their death will be
liable to IHT.
What can I do to minimise this?
The good news for married couples and
civil partners is that they are able to pass
their assets and possessions to each other
tax-free. Also, if the tax-free allowance is
not used, the surviving partner is then
able to double the nil rate band to
£650,000 upon their death.

Will Writing is not regulated by the Financial Conduct Authority
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Forward
Guidance

Interest rates under ‘forward guidance’ will
not rise before the unemployment rate falls
below 7 per cent, it currently stands at
around 7.7 per cent. The thinking being to
give individuals and companies the
conﬁdence to borrow.
The Bank would however, consider lifting
interest rates sooner if: it believes inﬂation
in 18-24 months’ time would exceed 2.5
per cent or if inﬂation expectations rise
signiﬁcantly; or the policy threatens
ﬁnancial stability.
The current high UK unemployment rate
provides a measure of the amount of spare
capacity in the labour market, the pre-recession
ﬁgure was around 5 per cent, and should
decline as the economy recovers.

Are there positives for sterling?
Low interest rates are normally bad for any
currency, but this move could be good for
sterling if it helps the economy grow, where
more spending means more jobs, which
boosts spending further.
When considering the positives it is
important to recall that sterling has already
weakened considerably. Ex-Governor
Mervyn King favoured a weaker currency to
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boost exports, but by doing so contributed
to the pound’s 25 per cent decline since
2007. As yet, there is little evidence to
suggest the new Governor Mark Carney
would favour sterling falling further. Scope
within the new guidance for lifting interest
rates if inﬂation pressures rise suggests he
is mindful of the central bank’s main
objective, to safeguard the value of the
currency, in terms of its purchasing power.

Are there negatives for sterling?
Just how quickly the 7 per cent
unemployment threshold will be reached is
a guess at best; the Bank’s current forecast
is late-2016. Employment fell much less
than GDP during the recession and could
also grow more slowly as output recovers.
Stubbornly high unemployment might mean
lower interest rates for longer, which would
be negative for sterling.
If growth slows the Bank could still
complement forward guidance with more
quantitative easing (QE). This aims to
increase the supply of money available to
borrow at an acceptable cost but typically
weakens a currency.

The future for sterling
The initial reaction to the Bank’s new
guidance has been positive for the pound,
which rose by around 1 per cent versus the
US dollar and euro when the policy was
announced in August 2013. Longer term it
is still believed a stronger US recovery will
favour the US dollar over sterling in the
months ahead. This is likely to coincide with
expectations that the US central bank will
soon start to taper back its QE policies, at
the very time when the Bank of England
could be considering more stimuli.
If there is a need for more stimuli, it is
thought that sterling will struggle to make
signiﬁcant progress versus the euro in the
near term. Whilst the European Central
Bank has indicated interest rates will
remain low for an ‘extended period’,
its own stimulus measures have been far
less aggressive and it has not yet had to act
on its pledge to ‘do whatever it takes’ to
preserve the euro. The euro zone only
recently came out of an 18-month
recession. Unemployment averages over
12 per cent will make for a dire position and
would mean longer-term risks to the
currency.

How to . . .

use investment trusts

As the world’s oldest collective investment vehicles, investment trusts
are often being dismissed as too complicated or too small. Things are
changing in the way other funds are marketed and distributed so this
could encourage many investors to now reconsider trusts.
Investment trusts are “closed ended”, they
often perform better and are cheaper than
unit trusts and “open-ended” investments
which dominate the investment market.
One reason why this may be a good time
to consider investment trusts is the
introduction of the Retail Distribution Review
earlier this year . The removal of commission
bias in favour of unit trusts brought more
transparency regarding costs. Another reason
is investors’ craving for income in the face of
low bank savings rates, and their willingness
to consider non-mainstream asset classes.
Choosing which market
Browsing through the Association of
Investment Companies’ website you will see
there are hundreds of investment companies
quoted on the London Stock Exchange and
Alternative Investment Market. Many offer
sectors such as technology, infrastructure or
healthcare or themes, such as income. Being
closed-ended, investment trusts do not have
to meet daily demands for redemption or
new investment, which means that they are
particularly well suited to asset classes which
require a longer-term perspective or where
liquidity is constrained. These include private
equity, infrastructure, convertible debt and
commercial property.
Watch the charges
Statistics clearly show investment trusts’ net
asset values have, on average, performed
better than unit trusts.
Generally, investment trusts charge
between 0.75 per cent and 1 per cent less a
year than unit trusts. This may not seem a lot
now, but small numbers become big numbers
over time.
Charges on unit trusts are under review,
because the commissions paid to platforms
and advisers are being removed and the
industry is moving towards “clean” share

In most cases, debt levels are no more than
10-15 per cent of the portfolio. However, a
minority of trusts exceed this and can trade
on what appear to be wide discounts as a
result. You can always check this via brokers’
lists or publications which highlight gearing.
Investment trusts can also retain up to
15 per cent of dividends and income received
from the portfolio, in any one year. This surplus
cash is called the revenue reserve, and can be
Search for discounts
used to produce a growing stream of income
The share price is inﬂuenced by investor
for investors even when markets are volatile
demand for the shares, whereas the net asset
and companies don’t pay dividends or don’t
value (NAV) reﬂects the value of the portfolio.
increase them. This is especially helpful to
Changes to the discounts and premiums of
those investors looking for income.
trusts present both opportunities and risks to
the investor. Trusts standing on a premium
could be the next to fall. Cheaper trusts
standing on wide discounts can do
disproportionately well should sentiment turn
and the discount narrow, particularly in a
rising market.
classes. Investment trust fees have always
been “clean” because they have never paid
commission to advisers or platforms.
Some investment trusts may have
performance fees. These are in decline, but
about 60 per cent of investment trusts still
have them. They are usually triggered if a
manager beats a benchmark by more than a
certain amount.

Understand the gearing
Like other public companies,
investment trusts are free to borrow
money. A well-run trust that is
“geared” will produce enhanced
returns when markets are rising.
But always remember that debt, in
effect, reduces the portfolio value
and therefore NAV.

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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INCOME
Protection
Income protection insurance can
help ease the difﬁcult situation of
suddenly no longer being employed.
Whether you lose your job for
circumstances that are beyond your
control or you become sick with an
illness that prevents you from
working for a speciﬁc period of time,
there is much relief that can come
from having insurance at a difﬁcult
time to replace the income that you
were previously earning and to
provide the protection that you
need. Many different types of
individuals compare income
protection cover and purchase this
insurance for the protection of
income and the needs of those
individuals vary from one situation
to another.
Whether you have a fear of losing
your job and being unemployed or
you fear that you will develop an
illness in the future, there can be
many reasons to purchase income
protection insurance now to provide
protection against what may go
wrong in the future. Before
purchasing this form of cover
however, it is essential to understand
the beneﬁts as well as the options
that are available to you.
This is important because these
details can help you ﬁnd a great
premium for the cover you need and
will help you to make the best policy
purchase.

Remember to keep in mind
that, regardless of your current
situation, your circumstances
can change at any time. While
you may be healthy now, this
can change very quickly. As
such, income protection
insurance can be purchased to
protect against the things that
can go wrong in the future.
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Can

Key Personnel Cover
Protecting against the loss of critical personnel
Key employees, like directors or critical
persons could affect the business should they
not be available to work for whatever reason.
You may need to protect your business
against unforeseen circumstances such as
long term sickness or premature death.
If this is a worrying factor, then you may need
to consider “Keyman Insurance” cover to give
you peace of mind.

What protection does the policy
provide?
Different providers will offer different forms of
cover and it is important to scrutinise the
policy carefully to be sure just what is on offer
in all individual cases.
• Generally they provide cover in areas such as:
A death in service of an employee or
director who is critical to your business
operations.
• A critical illness to a very important
employee or director, which may result in
them being unable to return or continue with
their normal activities.
• The insured beneﬁts to the company would
typically include a cash lump-sum payment to
the policy holding company.
How would a lump sum payment help?
It could help by:
• Covering a loss of initial business and/or
capital start-up investment.

• The costs of replacing the individual
concerned, perhaps on a temporary basis.
• Business loan repayments that could be at
risk as a result of the impact of the
circumstances involved.

Are there any exclusions or conditions
attached to the cover?
Any insurance policy of any type will bring
with it conditions that may or may not include
certain things that are not covered.
Once again, it is imperative that you read
the policy carefully before deciding to
purchase it.
Should I proceed?
Only you can answer this question, but
remember people are your greatest resource,
they are also potentially one of your greatest
liabilities.
Many business owners recognise just how
much their operation relies and depends upon
a given individual, whether that person is an
IT technician, managerial or executive level.
You should assess your need for Keyman
Insurance by performing an exposure analysis,
relating to the people that work for your
business, including executive employees.
It is never good to discover your exposures,
only in the context of someone’s unavailability
which brings your operation to a grinding halt.

If you fail to plan, then you plan to fail!

“SMALL”

Small caps often outperform the
main players in the market
Finding the retirement stock
that will make your fortune is
never easy. One of the classic
fortune stocks of recent years
was online retailer Asos. If you’d
invested £1,000 when the
company listed in 2001, your
stake would now be worth
around £78,000.
Sensible investing though
isn’t about ‘getting rich quick.’
For every Asos, there are
hundreds of failures but don’t
let that put you off this sector.
Research shows that, if you
take the right approach,
investing in small caps can give
your portfolio a real lift. With
new tax rules making investing
in AIM stocks far more
appealing, there’s never been a
better time to go looking at
what’s on offer.
The Government helps too
The Government recently made
changes to the tax rules, with
the aim of making investing in
smaller stocks far more
attractive to individual
investors.
The changes apply to the
Alternative Investment Market,
or AIM. This is mostly made up
of small companies, many of
which aren’t established
enough to pass the more
stringent listing criteria for the
main market.

You can now put AIM stocks in
your individual savings account
(ISA), meaning that you don’t
pay capital gains tax on any
proﬁts you make. You won’t
have to pay income tax on
dividend payouts either.
Also, most AIM shares are
exempt from inheritance tax as
long as the owner has held the
shares for at least two years
before their death. Be aware
that this exemption doesn’t
apply to property or investment
companies and it’s not that
easy to tell which are exempt,
so if your tax-planning strategy
is based here, get professional
ﬁnancial advice.
Additionally from next April,
you won’t to have pay stamp
duty if you buy an AIM share.
Basically, these exemptions
mean that you don’t pay any
tax on most AIM shares
whether you’re dead or alive.
To have good tax breaks you
need good investments to
beneﬁt. The good news is that
plenty of research shows that
small stocks, in the past at
least, have more than earned
their place in portfolios.

investing be
worthwhile?

Why are such shares good?
This is partly because it’s easier
for small companies to grow at
a rapid rate. If a large company
is a dominant player in a
particular market, it’s hard for it
to generate more sales growth.
It will always be easier to grow
sales from nothing to £100,000,
than from £500m to £1bn.
Smaller companies are often
family concerns, or the
management team may have
substantial stakes in the
company. If the directors own
plenty of shares, they’re
incentivised to do a good job.
Large scale companies can be
a problem for institutional
investors. Even if a fund
manager spots a great
opportunity, it’s often

impossible to put enough
money into it for it to make a
signiﬁcant difference to their
portfolio.
Of course, there are risks as
small companies are more likely
to go bust and the share prices
can be volatile, there can also
be a gap between the price you
buy at and the price you can
sell at (the ‘spread’). But
overall, the potential returns
may be worth the added risks.
This means that there can be
exciting opportunities for smart
investors who keep a close eye
on the small-cap world.

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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Offshore Bonds
Offshore Bonds are not only for the wealthiest of investors. With a few well-advised
decisions you could broaden your wealth and investment portfolio.
Offshore bonds provide an opportunity for your assets to grow
in a tax-free environment, they also allow you to choose when
any tax liability becomes payable.
Many investors know that investing in an Individual Savings
Account (ISA) or pension can help reduce their tax bill, but fewer
are aware of the advantages of offshore bonds. Like pensions
and ISAs, offshore bonds are effectively ‘wrappers’ into which
you place your investments, like funds or cash. They are offered
by life insurance companies operating from international finance
centres.
The major tax advantage of investing in an offshore bond is
“gross roll-up”. This is where the underlying investment gains
are not subject to tax at source, apart from an element of
withholding tax. With an onshore bond, life fund tax is payable
on income or gains made by the underlying investment.
This means your offshore investment has the potential to grow
faster than if it were in a taxed fund.
Providing investments are held within the offshore bond
wrapper, you don’t pay any income tax or capital gains tax on
them and you can switch between different funds tax-free.

While you do have to pay tax on any gains when you withdraw
assets, there are a number of ways you can potentially reduce
the amount you pay.
You can withdraw up to 5 per cent of your initial investment
every year, until it is all gone, and defer paying tax until a later
date. You may be a higher-rate taxpayer now but will expect to
become a basic rate taxpayer when you retire, then you can
defer cashing in your assets until retirement and possibly pay
half the tax due on any gain realised. You can transfer
ownership (assign) an offshore bond, or parts of it, as a gift
without the recipient incurring any income or capital gains tax,
although this may mean an Inheritance Tax (IHT) liability if you
were to die within seven years. All future tax on withdrawals will
be charged at the new owner’s tax rate.
Putting an offshore bond in a trust could help your family
reduce or avoid IHT, provided you live for seven years after
setting it up. Offshore bonds are complex investment structures;
please contact your professional financial adviser if you are
considering investing in this area.

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.

