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Investment trusts

One of the

easiest and most
cost-effective ways
to invest in the
stock market

To discuss your
financial planning
requirements or

to obtain further
information, please

contact us.

Investment trusts are based upon fixed amounts of
capital divided into shares. This makes them closed
ended, unlike the open-ended structure of unit trusts.
They can be one of the easiest and most cost-effective
ways to invest in the stock market. Once the capital has
been divided into shares, you can purchase the shares.
When an investment trust sells shares, it is not taxed
on any capital gains it has made. By contrast, private
investors are subject to capital gains tax when they sell
shares in their own portfolio.

Another major difference between investment
trusts and unit trusts is that investment trusts can
borrow money for their investments, known as gearing
up, whereas unit trusts cannot. Gearing up can work
either to the advantage or disadvantage of investment
trusts, depending on whether the stock market is
rising or falling.

Investment trusts can also invest in unquoted or
unlisted companies, which may not be trading on
the stock exchange either because they don't wish
to or because they don’t meet the given criteria. This
facility, combined with the ability to borrow money
for investments, can however make investment trusts
more volatile.

The net asset value (NAV) is the total market value
of all the trust’s investments and assets minus any
liabilities. The NAV per share is the net asset value of the
trust divided by the number of shares in issue. The share
price of an investment trust depends on the supply
and demand for its shares in the stock market. This can

‘ A trust’s shares are said to be at

a premium when the market price

is more than the NAV per share. This
means that investors are buying shares
in the trust at a higher price than the

underlying stock market value ,,
of the trust’s assets.

result in the price being at a ‘discount’ or a ‘premium’ to
the NAV per share.

A trust’s share price is said to be at a discount when the
market price of the trust’s shares is less than the NAV per
share. This means that investors are able to buy shares
in the investment trust at less than the underlying stock
market value of the trust’s assets.

A trust’s shares are said to be at a premium when
the market price is more than the NAV per share.

This means that investors are buying shares in the
trust at a higher price than the underlying stock
market value of the trust’s assets. The movement in
discounts and premiums is a useful way to indicate
the market'’s perception of the potential performance
of a particular trust or the market where it invests.
Discounts and premiums are also one of the key
differences between investment trusts and unit trusts
orOEICs. ®

To discuss your
coporate protection
requirements or

to obtain further
information, please
contact us.
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When you should review your life assurance requirements

Life assurance helps your dependants to cope
financially in the event of your premature
death. When you take out life assurance you
set the amount you want the policy to pay out
should you die, this is called the ‘sum assured.
Even if you consider that currently you have
sufficient life assurance, you'll probably need
more later on if your circumstances change.

If you don’t update your policy as key events
happen throughout your life, you may risk
being seriously under-insured.

As you reach different stages in your life,
the need for protection will inevitably change.
These are some events when you should review
your life assurance requirements:

Buy your first home with a partner
Have other debts and dependents
Get married or enter into a civil partnership
Start a family

Become a stay-at-home parent

Have more children

Move to a bigger property

Salary increases

Change your job

Reach retirement

Rely on someone else to support you
Personal guarantee for business loans

Your life assurance premiums will vary
according to a number of different factors,
including the sum assured and the length of
your policy (its ‘term’), plus individual lifestyle
factors such as your age, occupation, gender,
state of health and whether 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. How much money
a family needs will vary from household to

household so, ultimately, it's up to you to
decide how much money you would like to
leave your family that would enable them to
maintain their current standard of living.

There are two basic types of life assurance,
‘term’ and ‘whole-of-life, but within those
categories there are different variations.

Term assurance in its simplest form pays out
a specified amount of life cover if you die within
a selected period of years. If you survive, it pays
out nothing. It is a cost-effective way of buying
the cover you need.

Whole-of-life assurance provides cover
for as long as you live. Since the policy
must eventually pay out, it may build up an
investment element that you can cash in by
surrendering the policy. However, it could take
many years for a surrender value to build up. A
variation called a‘maximum protection policy’
enables you to buy a higher level of cover
at a premium that is initially lower. Whole-
of-life insurance is also available without an
investment element and with guaranteed
premiums from some providers.

It makes sense to cover yourself until your
normal retirement age, usually 60 or 65.
However, if you have young children, you
should cover yourself until they are financially
independent, which usually comes after they
have left school or university and are earning
their own money.

Although the proceeds from a life assurance
policy are tax-free, it could form part of your
estate and become liable to Inheritance Tax (IHT).
The simple 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. Certain kinds of trusts allow
you to control what happens to your payout
after death and this could speed up a payment.
However, they cannot be used for life assurance

policies that are assigned to (earmarked for) your
mortgage lender.

Generally speaking the amount of life
assurance you may need should provide a lump
sum which is sufficient to remove the burden
of any debts and, ideally, leave enough left over
to invest to provide an income to support your
dependants for the required period of time.

The 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 can
achieve that.

However, if you want to prevent your family
from being financially disadvantaged by your
premature death and provide enough financial
support to maintain their current lifestyle, there
are a few more variables you should consider.

B What are your family expenses and how
would they change if you died?

B How much would the family expenditure increase
on things like childcare if you were to die?

B How much would your family income drop if
you were to die?

B How much cover do you receive from your
employer or company pension scheme and
for how long?

B What existing policies do you have already and
how far do they go to meeting your needs?

B How long would your existing savings last?

B What state benefits are there that could provide
extra support to meet your family’s needs?

B How would the return of inflation to the economy
affect the amount of your cover over time?

If you would like to discuss your

requirements, please contact us for
further information.
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q Even if you consider that
currently you have sufficient life
assurance, you'll probably need more
later on if your circumstances change.
If you don’t update your policy as key
events happen throughout your life,

you may risk being seriously ,,
under-insured.
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Boosting
your pension
income

How to choose the
most appropriate
annuity

If you have personal pensions, in
most cases you will have to buy an
annuity from an insurance company
before you turn 75. But research
from the Pensions Income Choice
Association has found that, even
though you could boost pension
income by choosing a more
appropriate annuity, only one-third
of people chose to do so in 2008.

The result of this could mean that
many British retirees have missed out
on hundreds of millions of pounds
by not being aware of the options
available to them at retirement.
Available to anyone with a UK
pension, every pension provider has
to offer you an‘Open Market Option’
This enables you to choose from
whom you buy your annuity.

Buying the right pension income
is very important as, once bought,
annuities cannot be switched to
another annuity provider, cannot
be changed to a different type of
annuity and cannot be altered in any
way for the rest of your life. H

If you do not obtain
professional advice,
you could lock into an
annuity that has not
been arranged with the
most suitable terms
for you. To discuss
your options and
ensure you arrange
your annuity on the
best terms and secure
the highest income,
please contact us.
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Passing assets to beneficiaries using a trust

You may decide to use a trust to pass
assets to beneficiaries, particularly
those who aren’timmediately able

to look after their own affairs. If you
do use a trust to give something
away, this removes it from your estate
provided you don't use it or get any
benefit from it. But bear in mind

that gifts into trust may be liable to
Inheritance Tax (IHT).

Trusts offer a means of holding
and managing money or property
for people who may not be ready
or able to manage it for themselves.
Used in conjunction with a will, they
can also help ensure that your assets
are passed on in accordance with
your wishes after you die. Here we
take a look at the main types of UK
family trust.

When writing a will, there are
several kinds of trust that can be
used to help minimise an Inheritance
Tax liability. On 22 March 2006 the
government changed some of the
rules regarding trusts and introduced
some transitional rules for trusts set
up before this date.

A trust might be created in various
circumstances, for example:

B when someone is too young to
handle their affairs

B when someone can't handle
their affairs because they're
incapacitated

M to pass on money or property
while you're still alive

B under the terms of a will

B when someone dies without
leaving a will (England and
Wales only)

WHAT IS ATRUST?

A trust is an obligation binding a
person called a trustee to deal with
property in a particular way for the
benefit of one or more ‘beneficiaries!

SETTLOR

The settlor creates the trust and puts
property into it at the start, often
adding more later. The settlor says

in the trust deed how the trust’s

property and income should be used.

TRUSTEE

Trustees are the ‘legal owners' of the
trust property and must deal with it
in the way set out in the trust deed.
They also administer the trust. There
can be one or more trustees.

BENEFICIARY

This is anyone who benefits from
the property held in the trust.

The trust deed may name the
beneficiaries individually or define
a class of beneficiary, such as the
settlor’s family.

TRUST PROPERTY

This is the property (or ‘capital’) that is
put into the trust by the settlor. It can
be anything, including:

B |and or buildings

B investments

B money

B antiques or other valuable

property

THE MAIN TYPES OF
PRIVATE UK TRUST

BARE TRUST

In a bare trust the property is held in the trustee’s
name but the beneficiary can take actual
possession of both the income and trust property
whenever they want. The beneficiaries are named
and cannot be changed.

You can gift assets to a child via a bare trust while
you are alive, which will be treated as a Potentially
Exempt Transfer (PET) until the child reaches age
18, (the age of majority in England and Wales),
when the child can legally demand his or her share
of the trust fund from the trustees.

All income arising within a bare trust in excess
of £100 per annum will be treated as belonging
to the parents (assuming that the gift was made
by the parents). But providing the settlor survives
seven years from the date of placing the assets in
the trust, the assets can pass Inheritance Tax free to
a child atage 18.

LIFE INTEREST OR INTEREST
IN POSSESSION TRUST

In an interest in possession trust the beneficiary has
alegal right to all the trust’s income (after tax and
expenses), but not to the property of the trust.

These trusts are typically used to leave income
arising from a trust to a second surviving spouse
for the rest of their life. On their death, the trust
property reverts to other beneficiaries, (known as
the remaindermen), who are often the children
from the first marriage.

You can, for example, set up an interest in
possession trust in your will. You might then leave
the income from the trust property to your spouse
for life and the trust property itself to your children
when your spouse dies.

With a life interest trust, the trustees often have
a‘power of appointment; which means they can
appoint capital to the beneficiaries (who can be
from within a widely defined class, such as the
settlor’s extended family) when they see fit.

Where an interest in possession trust
was in existence before 22 March 2006, the
underlying capital is treated as belonging to
the beneficiary or beneficiaries for Inheritance
Tax purposes, for example, it has to be
included as part of their estate.

Transfers into interest in possession trusts after
22 March 2006 are taxable as follows:

B 20 per cent tax payable based on the amount
gifted into the trust at the outset, which is in
excess of the prevailing nil rate band

B Ten years after the trust was created, and on
each subsequent ten-year anniversary, a periodic
charge, currently 6 per cent, is applied to the
portion of the trust assets that is in excess of the
prevailing nil rate band.

The value of the available nil rate band’ on each
ten-year anniversary may be reduced, for instance,
by the initial amount of any new gifts put into the
trust within seven years of its creation.

There is also an exit charge on any distribution of
trust assets between each ten-year anniversary.

DISCRETIONARY TRUST

The trustees of a discretionary trust decide how
much income or capital, if any, to pay to each of
the beneficiaries but none has an automatic right
to either. The trust can have a widely defined
class of beneficiaries, typically the settlor’s
extended family.

Discretionary trusts are a useful way to pass on
property while the settlor is still alive and allows
the settlor to keep some control over it through the
terms of the trust deed.

Discretionary trusts are often used to gift assets
to grandchildren, as the flexible nature of these
trusts allows the settlor to wait and see how they
turn out before making outright gifts.

Discretionary trusts also allow for changes in
circumstances, such as divorce, re-marriage and
the arrival of children and stepchildren after the
establishment of the trust.

When any discretionary trust is wound up, an
exit charge is payable of up to 6 per cent of the
value of the remaining assets in the trust, subject to
the reliefs for business and agricultural property.

ACCUMULATION AND
MAINTENANCE TRUST

An accumulation and maintenance trust is used
to provide money to look after children during
the age of minority. Any income that isn't spent
is added to the trust property, all of which later
passes to the children.

In England and Wales the beneficiaries become
entitled to the trust property when they reach
the age of 18. At that point the trust turns into an
‘interest in possession’ trust. The position is different
in Scotland, as, once a beneficiary reaches the age
of 16, they could require the trustees to hand over
the trust property.

Accumulation and maintenance trusts that were
already established before 22 March 2006, and
where the child is not entitled to access the trust
property until an age up to 25, could be liable to an
Inheritance Tax charge of up to 4.2 per cent of the
value of the trust assets.

WEALTH PRESERVATION

It has not been possible to create accumulation
and maintenance trusts trust since 22 March 2006
for Inheritance Tax purposes. Instead, they are
taxed for Inheritance Tax as discretionary trusts.

MIXED TRUST

A mixed trust may come about when one
beneficiary of an accumulation and maintenance
trust reaches 18 and others are still minors.

Part of the trust then becomes an interest in
possession trust.

TRUSTS FOR VULNERABLE
PERSONS

These are special trusts, often discretionary trusts,
arranged for a beneficiary who is mentally or physically
disabled. They do not suffer from the Inheritance Tax
rules applicable to standard discretionary trusts and
can be used without affecting entitlement to state
benefits; however, strict rules apply.

TAX ON INCOME
FROM UK TRUSTS

Trusts are taxed as entities in their own right. The
beneficiaries pay tax separately on income they
receive from the trust at their usual tax rates, after
allowances.

TAXATION OF PROPERTY
SETTLED ON TRUSTS

How a particular type of trust is charged to tax will
depend upon the nature of that trust and how it falls
within the taxing legislation. For example, a charge
to Inheritance Tax may arise when putting property
into some trusts, and on other chargeable occasions
- for instance, when further property is added to the
trust, on distributions of capital from the trust or on
the ten-yearly anniversary of the trust. ®

To discuss your financial
planning requirements or to

obtain further information,
please contact us.

Trusts are very complicated, and
you may have to pay Inheritance

Tax and/or Capital Gains Tax when
putting property into the trust. If you

want to create a trust you should
seek professional advice.
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‘ The range of permitted

investment options gives
you the flexibility to vary the
structure, diversification and

risk profile of your portfolio
to suit your circumstances. ,,
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Tax-efficient SIPPs

Creater flexibility and control over your savings

A Self-Invested Personal Pension (SIPP) is an
investment savings vehicle aimed specifically at
producing income, or a tax-free lump sum with a
reduced income, in retirement.

A SIPP is a pension that gives you greater flexibility
and control over your savings and where they are
invested. It is your personal tax-efficient wrapper
enclosing investments chosen by you to meet your
own needs.

The range of permitted investment options gives
you the flexibility to vary the structure, diversification
and risk profile of your portfolio to suit your
circumstances.

SIPPs can be held and contributed to by every
UK resident under the age of 75 and are ideal if you
are comfortable with making your own investment
decisions and want a tax-efficient way to save for your
retirement.

The range of investments you can hold in a SIPP are
many and varied, ranging from stocks and shares to
futures and options, and from collective investments
such as unit trusts to bank deposits and commercial

property.

The list of permitted investments is very wide and
includes:

B UK and international company shares

B UK and international government and company debt
(gilts and corporate bonds)

B Collective investment schemes such as unit trusts,
pension funds, investment trusts

B Commercial property

B Deposit funds and currency

B Commodities

B Futures and options

B Warrants

B Derivatives

The tax treatment of a SIPP is identical to that
of a conventional personal pension. Individual

contributions receive automatic tax relief at the holder’s
marginal rate while any contributions by employers are
allowable against corporation tax or income tax.

Income taken in retirement from either an annuity
or via an unsecured pension plan (formerly income
drawdown) is taxed as earned income at the member’s
highest marginal rate.

‘ The range of permitted
investment options
gives you the flexibility to vary
the structure, diversification
and risk profile of your
portfolio to suit your ’,
circumstances.

Understandably for a more flexible style of
contract, the structure of a SIPP is slightly more
complex than a personal pension and necessitates
the involvement of a scheme administrator. The
administrator exercises control over what happens
within the SIPP and ensures that the requirements
for tax approval continue to be met.

A SIPP arrangement may well be more
expensive than traditional personal pensions or
stakeholder pension plans due to the greater

investment opportunities that they allow and
other related charges. &

Pensions are complex and for that
reason you should receive advice.

To discuss your requirements,
please contact us.

The value of investments and income from them can fall
as well as rise and is not guaranteed.
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Overestimating
your retirement
income

Areyou relying on the
state pension to fund
your retirement?

Around 18 per cent of people
who intend to give up work
during 2010 admit they will be
relying on the state pension and
income from savings to fund
their retirement, according to
insurer Prudential.

Nearly a third of people who
are about to retire either do
not know how much they will
receive from the state pension
or overestimate how much they
will receive.

But the latest figures from the
Office for National Statistics show
that the average expenditure for
a household headed by someone
aged between 65 and 74 is
£321 a week.

The research found that across
all people who are planning to
retire this year, the state pension
will account for an average of
34 per cent of their income.
Occupational pension schemes will
make up 36 per cent of the average
person’s retirement income, with
11 per cent coming from other
savings and investments and 9
per cent contributed by personal
pensions. H

If you would

like to discuss
your retirement
objectives or
have a review

of your current
arrangements,
please contact us.




Isn’tittime
you had a
financial review?

We’ll make sure you get the right
advice for your individual needs.

We provide professional financial advice covering

most areas of financial planning, including, tax-efficient
savings, investment advice, retirement planning, estate &
inheritance tax planning, life protection, critical illness cover
and income protection.

To discuss your options, please contact us.
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