

















A time for giving

IHT rules

Taking action

After a death

The good Will guide

Putting in place an IHT strategy can be very complex

and you should always receive professional advice
before proceeding.
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Investigate before you decide
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That is bad enough, but those who
continue to take high withdrawals could
see a high percentage of their pension
savings wiped out within just a few years.
However, the stock market's strong rally
this summer demonstrates that share
prices can rise as well as fall, without
warning and that the past is not
necessarily a guide to future performance.

An unsecured pension allows people to
take an income from their pension savings
whilst leaving it invested in the stock
market. It is an alternative to an annuity,
which involves you handing your pension
savings to an insurance company in
exchange for a guaranteed annual income
for the rest of your life.

There are many people who have
invested in an unsecured pension since
this new option became available to
pensioners in 1995 and a portion of all
retirement income is derived from
unsecured pension contracts. Typically
these funds are invested in a
combination of shares, cash and
fixed-interest investments such as
bonds and gilts.
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stock markets suffer another severe
correction, to avoid their pension capital
being eroded. You should try to keep your
withdrawals within the natural yields on
your investments, for example; the interest
made on cash, the dividends paid on
equities and the rental income from
property. This way you will not be eating
into your capital.

After stock market setbacks, reducing
income withdrawals may allow the
underlying pension fund to recover. But it

means you may have
less money to meet
expenditure.
The majority
of unsecured
pension
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encash the assets that carry the lowest
risk first — cash and Government gilts. This
way you should avoid crystallising
stockmarket losses by selling shares after
prices have fallen.

Another upside to unsecured pensions is
that you retain control of your money,
which means your partner or dependants
will be able to benefit when you die.

An unsecured pension can be extremely
flexible: you can take 25 per cent of your
pension savings as a tax-free lump sum
when you set up a contract, even if you do
not want to draw an income straight away.

While an unsecured pension enables
pensioners to retain ownership of their
capital and some degree of choice about
how and when they draw income,
annuities provide a guaranteed income for
life; in return for immediate loss of capital.
It can be a difficult choice to make at any

given time but at least people are now

allowed to choose how they access
their savings.
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Reassuring the bank of

Mum and Dad

Parents helping their children onto the
property ladder are advising them to take
out insurance to safequard against a fall
in their retirement income.

Traditionally, it's always been parents
who have had to insure their lives for the
benefit of their dependent children. Now,
however, there could be a role reversal on
the horizon as more and more parents
help their children out financially and look
to cover themselves against their offspring
defaulting on payments.

That means requiring children to take
out a life, critical illness or mortgage
protection policy specifically mentioning
borrowings from parents and the
proposed repayments to them.

Despite the fall in property prices over
the past two years, the UK's “Bank of
Mum & Dad"” is still booming, as parents
help their struggling offspring, as property
prices still remain stubbornly out of reach
for many and lenders demanding larger
deposits.

And it's easy to see why they feel they
need to, as figures from the Council of
Mortgage Lenders, show that first-time
buyers are now paying an average deposit
of almost £32,000, which is more than
double the £13,194 in September 2007.

But there are serious implications to be
considered especially for parents who are
nearing retirement, and may rely on loan
repayments from their children to help

fund their retirement.

When parents assist their children
financially, often this entails a loan of
some form or another. But this loan is
more often being taken out at a time
when parents are making serious plans for
retirement or have even reached
retirement age.

Therefore, as well as the normal
protection advice for the new home and
mortgage owning children, advisers are
now having to include additional advice to
cover, the parents loan or repayments.

If parents are reliant on getting their cash

“ There could be

a role reversal on

the horizon ”

back to supplement their retirement
income, then lending to your children can
be a high risk strategy, so looking into
some type of protection plan and getting
proper advice is recommended.

How it may work

A couple aged 58 and 56, are two years
away from their planned retirement. They
have a daughter aged 30, who is still
living at home because she cannot raise

“Insure”
parent loans
are protected

enough deposit to get on the property
ladder.

But if she can raise £50K she will have
sufficient cash. The couple has calculated
they need a combined income of £23K to
support their desired income in retirement
and they have the following projected
income of £12,000 from their pensions, a
buy-to-let income of £4,000 with the
same amount tied up in investments. This
leaves them £3,000 short.

They, however, have savings of £100K.
With a combination of investment and
deposit-based savings, they could make up
the retirement income shortfall.

But if they lend £50,000 to their
daughter, they cannot make up the income
shortfall without taking disproportionate
investment risk and leaving insufficient
capital reserves. The couple may feel this is
not a problem because their daughter is
going to repay the loan over a period of,
say, 10 years; this is where the potential
need for more insurance and protection
arises.

In terms of cost of the insurance, which
would take into account, life, critical illness
and income protection, based up on the
above example, the total monthly
premium could be circa £27 according to
comparison websites.
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Trust in the family

A way to pass assets to future generations

Family trusts are a means of avoiding inheritance tax and they can
provide an effective way for parents to retain some control of
assets, while passing them to adult children.

Governments have viewed family trusts
as a tax avoidance ruse and have
imposed increasingly unfavourable taxes;
most recently in 2006 with the
introduction of 20 per cent inheritance
tax (IHT) on setting up a trust worth more
than the nil rate band (currently
£325,000 per person). From April 6 2010,
many trusts will also be liable to tax at
50 per cent on income it receives, so the
tax incentives for creating trusts are
diminishing.

However, the history of trusts is very
different; their purpose was not to avoid
tax but to provide a very effective way of
protecting assets, typically family wealth,
for future generations. Protecting assets,
not just from the taxman, but in some
cases from legal challenges, marriage
breakdown and children who may be
tempted to spend too much too soon.

Trusts can be set up at different times
and for various reasons. During an
individual's lifetime they may want to
make provision for someone, on special
occasions such as the birth of a child or
the marriage of an adult child; or upon
death, a trust can be created in a will.

Where a trust is created through a will,
the trustees chosen are often a mixture of

close friends of the parents, grandparents
or professionals who are able to take
responsibility for the trust and run it long
after they are no longer around. The
parents' or grandparents' wishes for the
trust can be expressed in the trust deed
and sometimes in a separate letter to any
incoming trustee.

It would not be unusual for parents to
draw up a trust with very tight powers
enabling the trustees to give children very
limited access to income and capital,
depending on the beneficiary.

For children under the age of 18 who
lose their parents, a trust will be created
statutorily but once they turn 18 the
money is theirs. So having a trust in a will
or created during an individual's lifetime
is well worth considering, unless parents
are happy that their hard-earned wealth
could pass to their children at a fairly
young age.

Trusts created during an individual's
lifetime can be useful for tax planning.
This is because they can remove the value
from the estate so that, if timed correctly,
future IHT at 40 per cent can be saved
and more wealth left to the children.
However, lifetime trusts are often used for
early protection of assets; say on the

occasion of a marriage, so that the child
knows that some money has been set
aside for them. For the parent, by putting
the money in trust and not gifted directly
there is the possibility that the gift is
protected should the marriage break
down.

For lifetime trusts, the individual
creating the trust, the settlor, can also
name themselves as one of the trustees,
meaning that they retain control of the
trust fund during their lifetime.

So, with a combination of protection
and tax advantages, trusts retain some
significant advantages whether they are
drawn up during an individual's lifetime,
on a special occasion or on death, via the
will. Putting any tax advantages aside,
the prime function of trusts is to provide
protection for assets held, preserving that
wealth for the family's future.

Putting in place a Trust can be very
complex and you should always receive
professional advice before proceeding.

Levels and bases of, and reliefs from,
taxation are subject to change
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Women without cover expose their family’s future

Based on tradition, where males have
often been the only or chief income
earner, many families have only ever felt
the need to insure his position and not
that of the female. This is frequently a
short-sighted move because the question
that has to be asked is, what if the
alternative occured?

Nowadays more women than ever are
contributing substantially to their families'
incomes and a predicted one in four
women will be the main breadwinner by
2030. But many still have an old-
fashioned attitude when it comes to their
insurance. Half of women in the UK have
no life insurance, critical illness cover or
income protection in place and a quarter
of them rely on their partner's insurance
policies instead.

Without adequate insurance, some
families could find themselves dangerously
under protected should the worst happen.
One of the biggest potential health threats
is breast cancer, which is diagnosed to one
in nine women during their lifetimes.
Despite this, almost a third of women
believe they would have to sell their home,
borrow money, or seek help from family
and friends if they were faced with serious
health and financial issues. With the right
cover, however, many of these concerns
could be eased.
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The most common form of life cover is
term assurance, which pays out if the
policyholder passes away within a set
period of time. The amount paid out,
however, can remain level, increase or
decrease over time. The policy should be
written into a trust to curtail tax liability.

Premiums are determined by age, pre-
existing medical conditions and lifestyle,
so smokers and those with weight
problems will have to pay more.

There is also the option to have the
cover paid as an income with family
income benefit. It is one of the cheapest
means of protection because instead of
paying a lump sum, it provides a monthly,
tax-free income from the time of the claim
for the duration of the plan term. So, if the
plan term was 20 years, a claim made
after 15 years would result in benefits
being paid for the remaining five years.

While life cover is typically inexpensive
for women, illness protection is usually
costlier because there is a higher
likelihood of claims, yet it can still be a
vital form of protection.

Women generally live longer but are
more likely to fall seriously ill, so some
form of income-producing plan is worth
considering. Relying on state handouts is
desperately inadequate and are often not
available if the spouse is still working.
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With critical illness cover, a tax-free sum
is paid out upon diagnosis of life-
threatening conditions, which are specified
in the policy. Cover can either remain level
throughout the term, or decrease over
time, commonly to reflect a reducing
mortgage.

Income protection insurance is a
common alternative to critical illness cover
and pays out for an inability to work,
rather than a specific illness, until the
policyholder has either recovered or
retired. A deferment period is set
beforehand to determine how long after
falling ill the policy would start providing a
monthly income. Generally, those who opt
for a longer deferment period can lower
their premiums.

With both life insurance and income
protection, the younger and healthier
policyholders will be offered cheaper
premiums so it is advisable to take a
policy out sooner rather than later.
Smokers should also try to give up as this
can dramatically reduce premiums.

Levels and bases of, and reliefs from,
taxation are subject to change.
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start building up your
pension savings

retirement planning means just pa
money into a pension, but having

Your 50s and 60s

safest way to save. Individua ek i

because of the ~ Many people still make the mistake o

buying their annuity from their pen
provider, which will ty
Middle age an elsewhere in t

either a more comfo
they become infirm, nursing
Living longer is a double-edged sword
financially, and the key is to prepare for
the twin challenges of building up
sufficient retirement income while
protecting it from the ravages of long-
term care costs. So what can you do today
to lay the financial foundations for old
age?

marital status and w
plan to have, any dependar
Crucially, inflation and tax will have
to be taken into account. The
Financial Services Authority has
useful annuity comparison

It is difficult to assess the level of income  tables which you can use to

you will need in retirement, but it is still work out how much of a pot
vital to start the savings habit early. It is you'll need to secure the right
considered by many, as a rough rule of income. Annuity rates do
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